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ABSTRACT

AIRLINE DEREGULATION: AN EVALUATION
by Michelle Anne Fistek

This dissertation 1s an analysis of the recent deregulation of the
airifne industry, and an assessment of the Tmpacts of the Airline
Deregulatfon Act of 1978 (ADA), The ADA allows afrlines to enter and
exit from routes with greater freedom. It encourages the entrance of
new airlines into the industry, Afrlines are allowed more decision-
makTng power and control over their own operations.

The ADA is viewed as a benchmark for future attempts to narrow the
scope of regulation by the national government in the lives of citizens
and in the economy. The dissertation attempts to help answer the
quastion of how successful the ADA has been.

The history of Afrline deregulation and the provisions of the ADA

are summarized, then each of nine Tmpacts of the ADA are investigated,

These impacts are: fares, pruductivify and efficiency, growth and
respense to deregulation, small community service, fuel consumption,
mergers, airlines in trouble and new entries, airports, consumers and
safety and finally, foreign airlines.

The results of the Act are mixed at best, The industry has
improved efficiency and fares on the densest routes have been lowered.
Service to small communities has suffered. Only three of the ADA's
goals have been met fully, greater efficiency and the stimulation of
competition, while two have been parttaliy met, lower fares on the
densest routes and increased control by the alrlines has resulted In

profits for ltacal service airlines, but the major airlines have 1ncurred



losses. Deregulation would have been better implemented slowly rather

than in the abrupt manner 1t was accomplished.



For my parents, ¥Yerna and Anthony Fistek
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CHAPTER ONE: BACKGROUND AND FRAMEWORK OF ANALYSIS




In the wake of recent economic difficulties, there has been an
putcry against the size, expenditures and intrusive regulatfons of tﬁe
Federal Government. Indeed, we are experiencing broader and more
Tntense guestioning of the role that government generaliy should have in
society. An early target of the quest to decrease the government's size
and regulatary intrusions in the economy has been the airline industry.
The airline industry is a useful case study because 1t has been cne of
the more heavily regulated industries fn the United States.

This dissertation is an analysis of the recent deregulation of the
airline industry, and an assessment of the impact of the Alrline
Deregulation Act of 1978 (ADA), The Act was adopted in 1978 amid much
controversy. Advocates of deregulation argued it would resuit in lower
fares and aliow the airlines to operate more efficiently and profitably.
Opponents to deregulation countered that 1t waould lead to fewer airlines
in the market, with resulting higher fares and less dependable and lower
quality service. The legislative gbjective of the Act is to gradually
free the airlines from Civil Aeronautics Board (CAB} regulation of fares
and routes, The Act allows alrlines to enter and exit from routes with
greater freedom. Essential service {s assured by the Act through 1988,
and airlines are not allowed to exit from specific routes which are
considered to be essential. Employees are also to be protected from
10ss of jobs as a result of deregulation, The Act makes it easler for
airlines to raise and lower fares without CAB approval.

The afrline industry has entered the seventh year of deregulation,
Has the industry performed better without the interference of
government? Has the deregulation of the airline industry thusfar been a

success as measured against its goals? There has been little systematic



analysis of these Tssues.

The Airline Deregulation Act i1s viewed as a benchmark for futufé
attempts to marrow the scope of regulation by the naticnal government in
the 1ives of citizens and 1n the economy. If the Act is deemed
effective, it will be cited as a "success story" by advocates of less
governmental fntrusion to urge the deregulation of other transportation
industries and other highly regulated sectors of the economy. Has it
been a success as its supporters claim or a fallure as 1ts opponents
claim? This dissertation attempts to help answer these questions. Such
an evaluation 1s important if this act is to be used as evidence for
further deregulation or as evidence that governmental intervention at
times 1s necessary.

BACKGROUND

The substantial 1iterature on airline deregulation can be
classified as historical, advocative and evaluative, The historical
literature s 11lustrated by David Corbett's POLITICS AND THE AIRLINES
(1965} and William A. Jordan's AIRLINE REGULATICN IN AMERICA: EFFECTS
AND ITMPERFECTIONS (1970), which offaer detafled background information on
the growth of the alrline industry, and an the reguiation of the
industry by the Post Office and Tater the Civil Aeronautics 8oard.
These studies trace the performance of the airline industry under
regulation. Corbett and Jordan detail the perceived need for regulation
during the early years of commercial aviation, and review the
formulation of U.5. aviation policy. They address the question of why
the industry was subject to such intense regulation, and why it has heen
requlated by the government since fts inception. This Titerature

focuses on how the industry was structured and molded by goverpment



regulation. The various policies adopted by the CAB are examined. The
Civil Aeronautics Act of 1938 outlined several often conflicting |
objectives for the Civil Aeronautics Administration (CAA) and later the
CAB to achieve. The Tmpassibility of maximizing all of these objectives
simultaneously forced the CAB to choose the chjectives 1t wished to
stress, It chose to give priority to different objectives at different
times. These choices led to a sftuation, according to critics of
regulation, in which the airline industry was constrained and buffeted
about by regulation with shifting emphases and consequences. This
s{tuation precipitated the call for deregulation,

The next category of literature, advocative, immediately predates
the Airline Deregulation Act of 1978. This literature makes the
arguments of those 1n favor of and those opposed to deregulation. The
arguments against deregulation can be found in the writings of such
aviation fndustry commentators as Esperison Martinez Jr. and C. V.
Gline. Those opposed to derequiation feared that the airlines would
abandon less-profitable routes to smaller communities. They also
worried that the unregulated competitive market would cause problems
with coordination of service, baggage claims, and fares. Regulation, to
their minds, assured coordination and cooperation in these areas, If
the airline {ndustry were to be deregulated, opponents claimed,
predatory practices would result from unleashed cutthroat competition,
Deregulation wouid also lead to a monopoly situation, Weaker airlines
would be forced out of the market once they were no longer protected by
the CAB, Under regulaticn, the CAB could award profitable routes to the
weaker airlines, thus assuring their survival.

Opponents further claimed that airlines are similar to public
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utilities and as such have become necessary to our lives. Therefore,
the airlines should be requlated to assure that service 1s dependabfe
and of high quality, Without regulation, it was argued, these cannot be
assured. The safety of airline travel under deregulatior was also
questioned, It was feared that airlines under pressure from competition
would let safety slide. The CAB did not have authority over safety; it
is vested in the Federal Aviation Administration {(FAA). The abolitfon
of the CAB would have no direct effect on safety regulatfons, but the
anticipated fncrease in airlines entering the market after deregulation
might put a strain on the ability of the FAA to maintain proper
inspections of aircraft and personnel.

The final concern of the opponents of deregulation was the
availability of financing for airiines and airports. Deregulation would
cause uncertainty, making financing difficult in this environment of
change,

The arguments in support of deregulation are 11lustrated by Paul
MacAvoy and John W. Snow in REGULATION OF 'PASSENGER FARES AND
COMPETITION AMORG THE AIRLINES (1977). MacAvoy and Snow argue that
deregulation would allow the airlines to operate more efficiently and
profitably, Artificially high fares would fall appreciably fn an
environment of competition. [IFf the airlfnes remained under CAB
regutation, fares would continue at unacceptably high levels.

$mall community service, according to supporters of deregulation,
would not suffer If the airiines were deregulated. Any loss of service
would be picked up quickly by new commuter airlipnes. These new airlines
would enter the industry because of increased market freedom resulting

from deregulation.



Airlines would continue to cooperate in thefr coordination of
service, baggage claims and fares because 1t would be in their best.
interest to do so. Deregulation would not create a monopoly situation
because it would stimulate the entry of new afrlines into the market by
allowing easier entry Into routes and allow airlfnes to set their own
fares.

Safety will continue to be monitored by the FAA and was of no
concern to the advocates of deregulation. Finally, financing for
airports and airlines would not be affected by deregulation. Those
airlines and afrperts in sound financial condition would have no problem
obtaining funds. Deregutation would allow airlires to control their own
profitability. Therefore, the supporters of deregulation claimed,
airlines would become more profitable than they were under federal
regulation.

The evaluative literature is more current and begins in 1378 when
the Deregulation Act went Tnto effect. Ipcluded are the hearings of the
House Subcommittee on Aviation in 1979 and 1981, the Congressional
Research Service's evaluation of deresgulation (1981); Meyer, et al.'s,
AIRLINE DEREGULATION: THE EARLY EXPERIENCE; and the General Accounting
CGffice's (GAD) THE CHAMGING AIRLINE INDUSTRY: A STATUS REPORT THROUGH
15979 AND 1980. The early evaluations centaln much confiicting
information. Meyer, et al.'s AIRLINE DERESULATION found that while the
Act has been successful thusfar, it is too early to tell how successful
the Act will ultimately be. Their study was pubiished in early 1981 and
includes preliminary data through the second and third gquarters of 1980.
While its conclusions are cautfously optimistic, those of the GAO

evaluation of 1979 are quite optimistic.



The three following years, 1980, 1981 and 1982 were disastrous
years for the airlines, although improvements have been made in 1984 and
through mid-1985, The recession of 1980 reversed many of the gains of
deregulation. The evaluations so far have not dealt with the preblems
faced by airlines in 1980 and subsequent years, nor have they dealt
with the effects of the afr traffic controliers strike and its
consequences Tn terms of restricting the abf1ity of airlines to enter
and exit from the twenty-three largest airports at will. The economic
s{tuatfon of 1980, 1981 and 1982 and the air traffic controllers strike
have a bearing on the success of airline deregulation. It must also be
remembered that the Act siowly decreased the powers of the Civil
Aeronautics Board., Ful) deregulatfen took effect ir 1985.

Another deficfency of these early evaluations is the failure to
consider some of the other important aspects of deregulation, such as
1ts effects on foreign airlines, airports, and consumers. The areas
they evaluate--fares, traffic, productivity, performance, strategies,
alr service to small communities and fuel prices--are effectively
treated in a preliminary fashion, but more current data and analysis are
required before a more informed judgment carn be made about the success
of deregutation.

Harvey A. Levine, in NATIONAL TRANSPORTATION PQLICY: A STUDY OF
STUDIES (1978), criticizes past evaluations of transportation policies
for their lack of focus on basic principles of transpartation policy.
This research is designed to pay careful attention to his first tenent
of transpartation policy evaluation: "Transportation 1s a derived
demand.” Levine warns that research should be centered on the user's

needs and wants, not these of the supplier., The past evaluations of



airline deregulation focused on the needs and wants of the airline
industry. They were more concerned with the profits and survival uf the
industry than they were with transportation needs and welfare of the
passenger,

FRAMEWORK OF ANALYSIS

Most policy research deais with policies which distribute goods
and services to the public, Airline dereguiation poticy, on the other
hand, involves removing the "services” or regulations provided by the
CAB and either discontinuing them or transferring them to other
agencies. The deregulation of the airline industry cannot be studied in
the same manner as, for example, the education policies of a city.
There are no books, teachers or sports eguipment to be distributed;
indeed, the Deregulation Act discontinues services. This requires the
researcher to adapt the frameworks and definitions of common policy
terms to adeguately deal with dereguiatiaon,

Levy, Wildavsky and Meltzner in URBAN OUTCOMES {1974}, provide a
useful discussion of the differences between cutputs, outcomes and
impacts. To summarize, outputs are dafined as the "goods and services
that the organization produces,” and they "represent the way to
classify goods and services supplied by a public agency and received by
{or directed at) the public." Outputs can be listed in an objective
way. COutcomes, on the other hand, are more subjective. Outcomes are
how outputs are distributed, and therefore invelve the placing of values
on outputs--"values based on how they affect citizens now." Outcomes,
then, are how the goods and services are distributed among citizens.
Impacts are the long-range or final consequences of ocutcomes, Impacts,

according to Levy, et al., are difficult if not impossible to assess in



a definite way because of the intervening variables that are Tnvolved.
Impacts fnvelve long range {ssues, such as trying to ascertain the |
impact of a new road on the number of jebs in a city., The new road may
bring in more industry, thus creating more jobs, but this would be
almost impossible to demonstrate directly because of the possible
effects of such factors as available transportation, the regfonal
economy and the work force of the area, to name a few.

In the case of airifne deregulation, it is possible to go beyond
the outcomes and to assess some of the fmpacts of the policy. While
ultimate consequences cannot be analyzed, it 1s possiblte to go bheyond
describing, for example, the changes in airline fare structures since
deregulation. The Tmpact of fare changes is more Important than looking
at how and where they changed. What effects have the changes in fares
had on airline productivity or the number of people traveling on
airtines? To allow such an impact analysis, the framework of analysis
used 1s an adaptation of the model presented by Cook and Scioli (Figure
1.1) {Cook and Scioli, pp.328-329}, The general objectives of this
strategy, according to Cook and Scioli, are first, a central fecus on
the form and strength of the relatiaonships between the program
activities and program jimpacts, and second, a strategy that allows the
determination of the specific conditions under which program impacts
approximate program objectives,

The model may be explained in the following manner:

Program objectives, The changes that are to be brought about by the

implementation of the policy must first be specified (e.g., lower
fares). There must be a link hetween the objectives of the program and

the changes which occur 1n the environment that are relevant to the
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11
objectives of the program. Because 1t is not pessible to prove a 1ink
between actions and impacts, any evaluation will be tenuous. The
objectives are the changes which pelicy-makers wish to bring about by
the policy. The model attempts to establish a causal 11pk between the
policy and changes 1n the environment.

Polfcy environment. This refers to the context in which the policy 1s

Tmplemented. The environment can affect the success or fafiure of the
policy and can also have a bearing on the ability of the researcher to
interpret the policy impacts. The amaunt of public support a policy
enjoys, for example, is an environmental consfderation, If a policy is
not supported by the public or the targat population, it may be doomed
to failure.

Program activity. These are the activities undertaken to directiy bring

about the desired impacts, Tmcluding not anly the operating pracedures
for bringing about the desired results, but also the expenditures for
personnel and equipment.

Program events, The episodes that may 1ntervene or interact with the

program outputs to produce program Impacts are program events. A
program event may interact with a program activity and produce an impact
different than would have been the product of the program activity
alone. An example might be the air traffic controllers strike in the
case of airline deregulation. The strike may interact with the program
activities and produce impacts different than those which might have
been produced by the polticy alone,

Program impacts. Impacts are “the most critical elements in the

systematic evaluation of social programs" {Cook and Scioli, p. 331).

Impacts are the measurable changes which have occurred in the areas
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targeted by the program objectives, Differentiated are the calculated
amd uncalcuiated impacts, and the preferred and nonpreferred impacts.

The difference between calculated and uncalculated impacts refers to the

changes resulting from the program activity which were measured by the
dec1sien-makers and changes which ware unmeasured but may be possible
impacts of program activities. Those impacts which are unmeasured may
be considered ta he secondary consequences of the pragram. Impacts of
deregulation on domestic airtines were calculated, but the {mpacts on
foreign airlines were uncalculated by policy-makers, Mot all impacts

are self-evident. Preferred and nonpreferred impacts refer to the

positive and negative consequences of a program. No policy has all
positive impacts. The positive impacts must be weighed against the
negative impacts of a policy before an evaluation can be made about the
relative effectiveness and desirablity of the policy. Some negative
impacts may be acceptable if the positive cnes are preponderant and/or
more important.

Criteria for conclusions. After the impacts of deregulation

policy have been evaluated and placed within the mpdel, conclusfons are
drawn about the policy. The framework serves to organize the fmpacts.
A simple counting of positive and negative fmpacts will not accurately
evaluate the merits of the policy. Some {mpacts will be more important
than others, and they must be weighted and summed by their relative
importances. The first criterion for the weighting of impacts 1s to
cansider how the impact relates to the target papulation, the consumer,
rather than simply being concerned with the health and profitability of
the industry. Another criterion 1s the long-term or short-term impacts

of the policy under study. Frequency, or the number of times an impact
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or event occurs {does the impact constantly occur?), will be used as
the final criterion for Judgment of import. After welghting the
impacts, preliminary conclusions are drawn and prescriptions for
improvement of the policy are offered.

The impact of airline deregulation policy is assessed by
investigating: 1) the background and history of regulation of the
airlines and the subsequent fight for deregulation; 2) the goals and
provisions of the Afrline Deregulatfon Act of 1978; 3) the fares charged
by the airlines; 4) the productivity and efficiency of the airlines;, 5)
the growth and response to deregulation; 6) how small communities have
been affected by deregulatfon; 7) fuel prices and consumption; 8)
mergers, airlines 1n troubie and new entries: 9) how airports have been
affected by the new freedom in choosing routes; 10) consumers; 11)
forefgn atrlines, and, 12) how the afr traffic controllers strike has
affected deregulation.

DESIGN OF THE STUDY
CHAPTER TWD: HISTORY OF THE UNITED STATES CIVIL AVIATION INDUSTRY

The second chapter deals with the history and evalvation of
requiation policy, and the background of the Airline Deregulation Act of
1978, This chapter answers such questions as: Why was regulation
necessary? Why was 1t continued for so long? What were the promises of
deregulation advocates and the warnings of its opponents as to Tts
effects? Why was deregulation pursued as a policy alternative?

CHAPTER THREE: AIRLINE DEREGULATION: PROVISIONS AND OBJECTIVES

The third chapter summarizes the provisions and ebjectives of the

Afrline Deregulation Act of 1978. Program objectives are the changes

which pelicy-makers expected to bring about through enactment of the
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ADA. What was 1t they hoped to accomplish? Of course, policies may
become different than envisioned by policy-makers when implemented.

Certainly, the Program environment must be Tnvestigated. The support of

the airline industry is imperative for the ADA to be successful. The

next element to be investigated are the Proqram activities. The CAB, In

implementing the ADA, set priorities for the various policy objectives.
This process of prioritizing objectives may change the policy,
emphasising or ordering objectives differently than intended., Finally,

certain Program events interrupted the implementation of the ABA. These

events included the Air Traffic Controllers strike and risfng fuel
costs. These program events will be investigated in the following
manner:

Air Traffic Controllers Strike

The Air Traffic Controllers Strike "rescued the airlines from the
ravages of deregulation," according to Frederick Thayer. In this
section, the data described above are analyzed by comparing the pre-
strike and post-strike periods of the post-deregulation years. If the
airiines and their service have shown improvement outside previous
patterns since the strike, Thayer's ohservation may be accurate. The
performance of Pan American and Braniff, the two airlines in the weakest
position, serve as cases to assess the Tmpact of the air traffic
controllers strike on the financial condition of the airline industry.
Thayer also forecast a decrease 1n regular fares (coach and first-

class).

Fuel Costs

Fuel prices rose sharply shortly after deregulation, These price
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fncreases could give a false impression about the effects of airline
deregulation. Rising fuel prices have made it more difficult for |
airiines to lower fares. How much has fuel risen? The price paid for
fuel by trunk and local service airlines varies, with the local service
airlines paying mere. The effects of fuel prices on operating costs is
analyzed, using data from the CAB,

CHAPTER FOUR: ASSESSING THE IMPACTS

Measurable changes which have occurred in the areas targeted by
the program gbjectives are covered in this Fourth Chapter. The impacts
of deregulation are assessed in nine targets of ADA policy objlectives:
A} Fares, B} Productivity and Efficiency, C} Growth and Response to
Deregulation, D) Small Community Service, E} Fuel Consumption, F)
Mergers, Airlines in Trouble and New Entries, G) Airports, H) Corsumers
and Safety, and I) Foreign Airlines. The calculated and uncalculated,
and the preferred and nonpreferred, dimensions of each of the impacts
provide the fecus for summary discussions.

The nine target areas are Investigated as Follows:

A.Fares

One of the goals of airline derequlation 1s to lower fares that
were sat at artificially high rates by the CAB. Methods for setting
rates are investigated to see if rates were artificiaily high. If fares
have fallen since the ADA, then it is achieving 1ts primary goal. To
ascertaln if fares have decreased, the average fares per passenger mile
charged by the airlines are examined. Each year since 1972 s analyzed
to determine 1f average fares per passenger mile have dropped for
trunks, local! service and other airlines. This offers an indication of

the effect of dereguiation on fares charged. Another useful Indication
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of how fares have varfed since deregulation 1s the average fare charged
per passenger mile divided into distance blocks. The distance travaied
may make a differgnce in the fare charged. The number of discounts
available since deregylation make any direct comparisons of fares
between city pairs difficult. Finally, the strategfes used by the
airlines since deregulatfen to set their own fares and the consequences
of those strategies are investigated. The data have been obtained from
the CAB and the OFFICIAL AIRLINE GUIDE,

B.Productivity and Efficiency

Traffic, or the number of passengers using the airlines, should
have increased after deregulation, The lower fares are expected to
stimulate an increase Tn the number of airline passengers. The number
of passengers can be measured by total revenue passenger miles {the
number of miles traveled by paying customers}, and by passenger load
factors--the percentage of seating capacity actually sold and utilized
(Meyer, et al., p.25}, '"Passenger load factors are often regarded as
better indicators of airline performance than revenue passenger miles
fiown as they are a better measure of productivity" (Congressfonal
Research Service, p.28). If deregulation 1s successful, the load
factors should rise. The Airline Deregutation Act s expected to allow
the airlines to run more efficiently, with more passengers. Outputs of
the airlines are usually measured 1n terms of avaflable seat miles and
revenve passenger miles. The available seat miles and revenue passenger
miles should be equal for the airlines to be running at peak efficiency.

Another indication of the changes wrought by deregulation 1s the
aumber of hours afrplanes spend 1n the air, carrying passengers. The

more hours spent Tn the air, the more efficient is the use of equipment.
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An additicnal indicator of how efficiently afrcraft are used 15 the
change Tn seating density: the more seats in the airplane, the mnre.
efficient 1s the utilization of the afrcraft,
Corporate returns on investment and profits are also examined, If

dereguiation 1s successful, both of these should increase. Rate of

return on Tnvestment 15 defined as: [ net inceme + interest e:peus%).
alrline debt + equity

Gata for the preceding were obtained from the CAB and the Air
Transport Associatien of America.

C.Growth and Response to Deregulation

Deregulation was expected to stimulate the growth of the airline
industry by altowing airlines to make their own route decisions and by
allowing easier entry by new afrlines, If the airline {ndustry shows
growth and new entries, deregulation 15 meeting another of Tts goals.
First. the number of newly certificated airlines should increase under
deragulation, exhibiting growth within the industry. If the afrlines
have added more routes thap they have exited from, deregulation 1s
stimulating growth. Another indication of growth within the industry
would be the number of aircraft in service. The greater the number of
alrcraft, the more growth would be indicated. The growth of the airline
industry is also demonstrated by Tooking at the avajlablte seat miles and
revenue passenger enplanements and how much available seat miles have
grown since pre-deregulation (1976). Passengers might be flying longer
distances rather than simply taking more trips. According to Meyer, et
al., if the revenue passenger miles rise faster than revenue passenger
enplanements, passengers are flying longer distances. These are

investigated before and after deregulation to see 1f this fs the case.
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As a response to deregulation and the new freedom to enter routes,
atrlines might attempt to establiish routes that are longer 1n distance.
Fuel 1s used most quickly on landings and takeoffs. Because of this,
the plane is most efficlently used on longer flights with fewer stops.
The flight stage lengths for the trunk afrlines and local service
airlines are analyzed. The number of hours the airlines utilize their
equipment and the stage length miles flown by each of the trunks and
local service airlines also give an indication of how the airlines have
responded since deregulation. Fimally, since the ADA, airlines have the
freedom to enter into and exit from routes at will, This freedom has
given them the opportunity to “rationalize" their route systems to
maximize the utility of aircraft. The way airlines have responded to
this opportunity 1s discussed.

The data for this section were acquired from the CAB.

D.5maill Community Service

Opponents of deregulation feared that many sma]]lcummunities would
lose service since they are the least-profitable routes. Many of the
routes to small communities were subsidized by the government., These
subsidies were changed by the ADA. Proponents of deregulation felt that
{f large lines abandoned small communities, new commuter lines would
emerge to provide the needed seryice. If small communities have
retained airline service, deregulation is, in this instance, successful,

This aspect of airline deregulation is tested by first looking at
the aggregate nembers of departures per week by market type (large,
medium, small and nan-hubs, see Appendix E for definitians of hub
types), and the number of available seats per week. These data indicate

the extent to which flights and avaflable seats for small communities
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have increased or decreased since deregulation. The number of smali
hubs which have Tncreased and decreased the number of seats avaflablé
and number of departures are compared tc large and medium hubs, Seats
per departure are investigated to see if smaller afreraft are serving
small and non-hubs, This indicates how well the small and non-hubs have
fared since deregulation.

Airlines must notify the CAB before they discontinue service to
small communities. Proponents of deregulation asserted that new
atriines, stimulated by the Act, would pick up any service terminated by
the present airtines. The number of communities which have lost
previously existing service are investigated to see whether or not
service has been subsequently continued or has remained discontinued.
Communities gaining competitive service whare none existed before
deregulation are alse fnvestigated.

Another facet of the loss of service to small communities fnvolves
the government subsidies paid to airlines providing service to certain
unprofitable routes. The method of subsidizing these unprofitable
routes has changed with deregulation, These changes may be of
Importance to the decision of airlines to continue or discontinue
seryice to certain communities. The airlines recelving subsidies are
scrutinized to see what type of airlines serve small communities, This
indicates the type of service available to these commupities. The
reTative levels of subsidies are also studied to determine if
deregulation is more costly than regulation in terms of subsidies.

A final consideration of the Toss of service to small communities
is the issue of community acceptance of commuter airlines. Most of the

replacements of alr service are by commuter airlines. The commuter
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afrlines use smaller, more fuel-efficient afrgraft to serve the small
community., These smaller airerafts may be perceived by the cummunify as
being unsafe ar less desirable than the larger aircraft that previously
served them. If the public accepts the commuters, the number of
enplanements (number of passengers boarding) should remain constant or
Increase in the period of time prior to derequlatfon at the points where
commuters have replaced larger alrcraft. Data have been obtained from
the CAB.

E:Fuel Consumption

{onservation has arisen as an important issue in the 1970's and
1980's. Opponents of deregulation claimed that deregulation would be
wasteful because airlines will fly more planes than needed. Supporters
felt that the market would control the consumption of fuel. If more
fuel is being used per enplanement since deregulation, daregulation 1s
proving to be wasteful of precious fuel resources. Alrlines might try
to combat the use of fuel by purchasing more fuel-efficient alrcraft.
The purchases of more fuel-efficient afrcraft 15 Investigated as a
respanse to fuel censumption.

F.Mergers, Alrlines in Trouble and New Entries

One of the goals of airline deregulaticn was to stimulate the
entry of new airlines into the market. If more atrlines are entering
the market, it is reaching this goal. The opponents of deregulation
feared the loss of many airlines and the creation of a monopolistic
situation, stnce the CAB would no longer control the entrfes, mergers
and exits of airlines. The entries, mergers and exits of ajrlines from
the industry are investigated to determine the impact of deregulation.

Several airlipes are reporting record losses and several have filed for
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rearganization. If profits have dropped considerably after deregulation
fn some of these afrlines in trouble, deregulation may he respnn51h1é
for at least part of that decline. The present pattern of profits for
the industry are compared to the pattern of profits of earlier times of
favorable and unfavorable economic conditions,

Airlines involved in mergers are investigated. Mergers create
fewer alrlines and more situations of industry concentration. If the
number of alriines 1s declining since deregulation due to mergers and
exits, dereguliation is fostering industry concentration rather than
stimulating competition in the airling industry. Information has been
gained from the CAB as well as from the afrlines affected by entries,
mergers and exits and those finding themselves in econemic difficulties.

G.Afrports

Many airports have been overburdened by the new freedom of
airlines to enter markets at will. Others are underutilized because of
the loss of service. Overburdenad afrports are net meeting consumer
needs and the underutilized atrports are financial burdens on their
communities.

If the number of airports has risen since deregulation, deregulation has
stimulated the building of airports. The expansion of already
established airports 15 also considered. Although data on airports was
not readily accessable for the purpose of this dissertation, the affect
of the ADA on airports must still be considered, hawever briefly.

Some opponents of deregulation feared that the financing of
airport construction would become more difficult because of the
uncertainty of the market, caused by the ability of airlines to freely

enter and exit routes. If financing has become more difficult, then
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deregulation is not beneficial for the alrports. Airport construction
costs and availability of financing are examined using data and other
information obtained from the American Association of Airport
Executives,

H.Consumers and Safety

Afrlines provide a service. The consumers of that service should
be the most important consideration when making policy decisions related
to that service. Airline deregulation was to have lowered fares, making
1t cheaper for consumers to travel, Fares are not the only
consideration when utilizing air travel. Service, including baggage
handling, in-flight meals and other accommodations, treatment by ticket
agents, comfart, and delays, as well as safety are major considerations
of those traveling by air. If deregulation 1s causing the quality of
service to decline, the consumer suffers. Even the towest fare cannot
make up for undependable, unsafe or uncomfortable conditions.

To fnvestigate the quality of service offered by the afrlines, a
¢comparisen is made of the number of complaints filed with the CAB by
passengers before and after deregulation., The types of complaints are
cateqorized and investigated utilizing data obtained from the CAB and
the Consumer Action Project, the interest group of airline consumers.

Estimates of how much consumers have saved since deregulation are
presented as an indication of how consumers have benefited from the ADA,
The number of daily changes in flight schedules and fares fndicatas
the amount of confusion caused by the Act and freedom it has fostered.

Another varfable which affects the consumer 1s the safety of the
industry, Many Tndustry insiders and observers are veicing concern

ahout the lessening of safety precautions taken by the airlines.
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Afrcraft fatality and accident rates are investigated aleng with the
charges that safety has become a lower priority of the airlines. Data
were obtained from the FAA and Congressicnal hearings.

I.Forelgn Airtines

Foreign afrlines, especially those 1n the Third World, were
established and financed under the assumption that airline regulation in
the Unfted States wouid continue. As Peter Wolf writes, "The abrupt
dismantling of the old air transportation order was plunging many
airlines, especfally in the Third World, 1nto difficulties, as they are
too small or are not suitably organized to exist under dereguiation”
Airlines serving Atlantic and Pacific routes are investigated, as well
as the general performance of the international aviation industry. Data
for this segment of the analysis were obtained from the CAB, and the

International Air Transport Association,

CHAPTER FIVE: SUMMARY AND CONCLUSIQNS

The final chapter of this study summarizes and synthesizes the
calculated and uncalculated, preferred and nonpreferred impacts, so that
by taking fnto account the program objectives, environment, activities
and events, some tentative judgements about the success of the ADA may
be made. Recommendations will be offered as well.

The judgement of success depends primarily upon whether and to
what extent the Act 1s serving the consumer, not simply the
profitability of the industry. After all, the airlines exist primarily

to serve.



CHAPTER TW0: HISTORY OF THE UNITED STATES CIVIL AVIATION INDUSTRY
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Before discussing the history of the airline fndustry and
regulation policy, some definitions and explanations are in order.
First, the questions of what regulation is and why 1t 1s imposed in
general, and why it was imposed upen the afrline industry specificaily,
must be answered. Regulation is "best defined as a state-imposed
limitation on the discretion that may be exercised by individuals or
organizations, which is supported by the threat of sanction" {Stone,
1982, p.1D). In the case of the airlines, this means that before fares
were regulated, depending upon market conditions and other
variables, airlines could set their own fares and establish service
rautes as they wished. Once under reguTation, they lost this
discretionary power and were forced to set fares at levels determined by
the Civil Aeronawtics Board {CAB) and to petition the regulatory agency
for access to air service markets (routes). This government power to
impose fares and decide who would service rouvtes was backed by the
sanction of having CAB-granted certification withdrawn.

In order to understand regulation, it is best considered as a
public policy alternative. Peter D. Steiner presents a useful framework
far discusston of regulation. He discusses regulation 1n terms of
"public goods." Public goods are “any goods or seryices which are ‘de
facto' provided far or subsidized through government budget finance“
{Birdsall, p.238). Therefore, any publicly induced or provided
collective good is a public good according to Stefner. Public provision
is a sufficfent though not necessary condition for public goads.
Private provision through gevernment grants or subsidies is a
possibility as well.

Public goeds are created when demands arise from the public for
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pravision of certain goods and services in a way that 1s different from
provision by the unhampered private market. The public must be u11liﬁg
to pay for those goods and services through public funds. These public
goods require 1} an appreciable difference in efther quantity or quality
between ft and the alternative the private market will produce, and 2) a
viable demand for the difference which may be privately or publicly
provided {Stefner, p.7).

There are three types of public goods which meet the above ecriteria:

1} those arising from intrinsic, perhaps technical characteristics

of specific goods that result 1n externalities that are not
effectively marketed,

2) those arising from imperfections in market mechanisms rather

than 1n the nature of goods and services themselves, and

3) those arising from concern with the quality or nature of the

environment rather than aspects of particular goods or markets
(Steiner, p.9).

Issues which arise 1n the decision about whether a particular
collective good ought to become a public goed arer whether the free
market provision of the good is Tmpossible, impractical, costly or
simply unwanted; why does the group demanding public provision find the
free market alternative undesirable; who will penefit if this good
becomes a public good; whether the henefits of public provision of the
gaod (regulation) will outweigh its costs?

Regulation actually refers to two different types of governmentai
powers, the authority to regulate prices and practices of producers and
the authority to promote commerce thraugh grants and subsidies. The
national government has used both of these powers on the airlfne
industry.

Typically, the regulaticn uf'gunds and services 15 left to

1ndependent regulatory agencies, These agencies are created to bridge



e/
the two worids of politics and economics {Kohimefer, p.9). Independent
regulatory agencies are typically governed by bipartisan, multi-membered
boards, the members of which number between three and nine. Board
members are appointed by the president with the advice and censent of
the Senate. The president does not have removal power over board
members. Terms of the members are longer than presidential terms,
usually five to fourteen years 1n length. Although considered executive
agencies, Tndependent regulatory commissions also maintain gquasi-
legislative and quasi-judicial powers.

If regulation is chosen as a policy alternative, there are several
problems policy-makers must consider. Implementation of regulation is
difficult and costly. Regulation 15 "inherentiy Tncapable of bringing
the system to a Pareto--optimal solution... because requlations are
inherently inflexible" {Otto Davis in Haveman and Margolis, p.102). If
regulations are inflexihle and difficult to comply with, they are easily
ignored, which leads to a situation where the industry is protected from
the private market yet 1s unregulated.

The agency is Tikely to be captured by the industry it s
regulating. The "experts" are usually those who have worked for the
industry, creating a "revolving door" where fndustry pecple are hired to
regulate, they then return to the industry when their terms with the
agency are completed.

Legisiation 1s often vague when 1t reaches the agency. This glves
the bureaucrats substantial discretion in implementation. Conflicting
objectives are common §n legislation, again allowing for wide
bureaucratfc discretion in decision-making.

In discussing regulation, it must be understood that although
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regulation 1s not the only alternative for providing public goods, it
has been widely used by the public sector. The Interstate Cnmmercel
Comm{ssion {ICC) became the first independent regulatory commission on
the national level fn 18B7. The states had regulated certain secters of
the market prior to 1887, The “era of regulation" continued through 1916
and saw the creation of the Federal Trade Commission (FTC) and the
Federal Reserve Board (FRB), and the passage of the Sherman Antitrust
Act and the Food and Drug Act (Stone, p.30), The 1920's saw a change in
the prevailing philosaphy: the public put more faith 1n private
votuntary agreements between businessmen than 1n governmental
intervention. However, no significant statutes were repealed or
changed, in fact, some new regulations were passed durfng this decade.

Confidence in the free market was shaken by the Great Depression,
The public demanded that the government regulate the market to stimulate
recovery and to protect the economy and individuals against the
recurrence of similar economic depressions. Regulation remained popular
through the late 1960's. This era saw the creation of the Hational
Industrial Recovery Act {later declared unconstitutfonal), the Federal
Communications Commission (FCC), the Securities and Exchange Commission
(SEC), the Civil Aeronautics Board {CAB), the Federal Deposit Insurance
Corporation (FDIC), the Federa) Home Loan Bank Board (FHLB), the
Hational Labor Relations Board (HLRB}, the Atomic Energy Commission (now
the Nuclear Regulatory Commission [NRC}), and the Federal Aviation
Administration (FAA). Fueled by Ralph Nader and his supporters, the
late 1960's saw the rise of consumer demands. The Government's response
to these issues was the creation of the Environmental Protection Agency

(EPA}, the Consumer Product Safety Commission {CPSC}, the Occupational
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Safety and Health Adminjstratfon (OSHA), and the National Highway and
Traffic Safety Administration (HMHTSA). By the mid-1970's, however;
there was a growing opposition to regulation, especially from
Washington. The economy was slowing down and governmental regulation
was hlamed for impeding growth.

Regrlation has been used as the remedy for several different types
of "market fatlures." A market failure is deffned as an episode in
which the free market does not efficiently regulate the optimum use of
rescurces, Efficliency may be thought of in both a technical sense and a
welfare sense. Technical efficiency "measures output through different
production techniques employing {dentical inputs." Welfare efficiency
"requires that each resource must be employed in 1ts most productive
alternative use” {Stone, p.67). In other words, an industry may be
technfcally efficient, producing geods in the most cost-effective manner
and using the best praductfon techniques and yet be inefficient in &
welfare sense. The welfare inefficiency may result from utilizing
inputs {capital, labor, equipment and raw materials) to produce an
unnecessary or harmful product. These Tnputs could have been put to
better uses, Regulation may be used to cerrect either technical or
welfare {nefficiencies, or both.

Economic regulation has been aimed at preventing and correcting
inefficiencies, such as monopolies, whether natural or collusive, at
protecting and assisting findustries to promote the full use of
resources, and at coordinating industrial and economic activities.
Monopolies are considered to be inefficient for both welfare and
technical reasons. Moncpolies do not encourage {nnovation or the most

efficient use of resources in production., Requlations afmed at
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protecting new Tndustries may be justified in a technical sense to
assure that the industry i1s efficlently using resources and in a wel fare
sense to assure that the industry puts resources to their best use.
Regulation for the purpose of coordination seeks to Tnsure that
resources and activities are used and directed optimally toward the
achievement of specified objectives.

Public utilities are examptes of natural moncpolies. Government
agencies established to regulate utilities have jurisdiction over rates,
accounting practices, licensing, Improvements, service standards,
safety, financial practices and services (Stone, p.68). Public
utilities are natural monopolies because the services they provide are
most efficiently produced by a single firm. According to Stone, a
natural monopoly 15 an enterprise that supplies, directly or indirectly,
continuous or repeated services through more or less permanent physical
connections between supplier's plants and the premises of consumers,

The bargaining power of most consumers relative to the supplier of the
service 1s low. The services tend to he necessities for which there
usually are no ¢lose substitute products or services. In addition,
services are not storable and are not transferabhle from one customer to
another. Regulation Ts necessary because there are no alternatives to
the service offered by the monopoly. Monopolies are not always matural,
they may be coerced or deliberately planned by those involved 1n
business.

Bovernment regulation is alse emploved to coordinate an fndustry.
Examptes of coordination include regulation of airliine safety and
regulation of television and radic. In some industries, it is more

efficient for the government to step in and coordinate the different
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aspects of the Tndustry than to allow the market to control the

industry, The market may not be able to accomplish the coordipation
necessary to certafn industries. The Federal Communications Commission
{FCC) coordinates the television and radio Industries. Without such
coordination, stations might assume the same call letters, broadcast on
the same or ¢losely located frequencies or try to block the
transmissions of competitors. The Federal Aviation Administration {FAA)
performs a similar coordination function for the airlines and airports,
providing coordination of scheduling and rules governing safety.

The final category of regulation is promotional regulation. Regulatien
ts used to promote certain important Tndustries, allowing them to
continue or grow without competition or with restricted competition. As
Stone points cut, promotional regulation cannot be considered ta be
permanent. After the industry has matured or stabjlized, 1t cam no
Tonger be justified in terms of promotion,

The regulation of the airline industry can be jJustified far
prometional reasons. The Civil Aeronautics Act acknowledges the
importance of the ajrlines in the national defense and mafl carriage.
The Act discourages new entrants {nto the industry by requiring the
Civ1l Aeronautics Board (CAB) to certify them, It was felt that by
protecting the existing carriers, domestic and international commerce
would be furthered {Stone, p.86). In order to protect and promote the
fledgling afrline industry, the CAB was given the power to set fares and
to regulate scheduling, routes and quality of service.

Many of the opponents of the Airline Deregulation Act {ADA)
claimed that regulation of the airline industry was necessary because

the alrlfnes constitute a natural monopoly. According to Lucille S.
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Keyes's study of the Civil Aeronautics Act, however, this justification
for regulation was not a factor In the creation of the CAB [Keyes, 1951,
p.85).

The airline industry 15 an industry suited for competition. The
national government had created a carte]l sitevation under regulation.
Regulation, as Kohimeler points out, can be successful in areas where
monopelies or near monopolies exist. The airline industry is not one of
these industries. Some parts of the Unfted States may only have service
from one airlfne, creating a monopoly situation, but this could be dealt
with using other alternatives beside tHe regulation of the entire
1ndustry. When regulated, industries enjoy near complete immunity from
anti-trust laws. Kohlmeier claims that anti-trust Taws are more
successful at dealing with market failures than is regulation,

Not only did domestic airlines escape competition, the
internationals formed a cartel to eliminate price competition. Ninety
"Foraeign Flag Afrlines” met twice a year under the auspices of the
Internaticnal Air Transportation Association {IATA), to set rates on’
international routes, IATA had the authority to fine members who did
not comply.

The airline industry existed in a very structured and protected
environment until 1978, As we will discuss 1n the following section,
regulation of the airline 1ndustry was initiated at the inception of the
industry and had remained in effect for over forty years. The market
was viewed as an unwanted alternative. In order to further the growth
of the {ndustry and ensure the delivery of mail and as a tie ip with
national defense, regulation was thought to be the best alternative to

the unfettered marketplace. The public was to benefit from the
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establishment of a nationmal aeronautics system, however, the greatest
banefit eventually may have accrued te the industry {tself.

The ¢all for regulatory reform has been a recurrent theme
throughout American history. It has been the battle cry of those
opposing governmental intrusions since the late 1970's. In the lexicon
of regulatory reform, derequliation refers to economic matters such as
rates, routes or entry barriers (5tone, p.250). Deregulation has been
applied mostly to the transportation, communication and banking
industries, ‘"Overregulation" is used to refer to the areas of health,
safety and consumer affairs.

1t 15 a misconception to believe that deregulation means the
complete withdrawal of government intervention and a complete return to
market mechanisms. Indeed, more often deregulation denotes aither the
reduction of regulations or exchanging of one set of regulatfons for
another set. In the case of airline deregulation, the regulations
ptaced upon the airlines have been severely restricted. The demise of
the CAB does not mean that all airlipe regulation will come to an end.
Certain CAB functions will be transferred to other agencies,
particularly the FAA. The banking industry, to use another example, has
seen many of the regulations of the past phased out, but new ones
regulate other aspects of the banking industry, as provided by the
Financlal Institutfons and Monetary Control Act of 1980.

HISTORY OF THE AIRLINE INDUSTRY IN THE UNITED STATES

Regulation by the government began at the very inception of
commercial alr transportation. The origins of regulation can be traced
to 1916 when the United States Post Office provided funds to private

airplane owners to carry air mail. The first congressfonally approved
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air mafl service was organized on May 15, 1918, using L.5. Army pllots
and afrcraft. This service came under Post Office control in Augusﬁ of
1918 and was known as the U.5, Aerial Mail Service. Private aircraft
ovners continued to be subsidized for carrying mall. At first,
passenger air transportation could not compete with ground
transpertation. Early ventures in air passenger service were rarely
successful, but once air mail service was established the potential for
passenger afr travel also was recognized. By 1925, the Post Office had
develeped landing sites and installed a system of night lighting from
Hew Yprk to 5an Francisce {Davies, 1972, p.18). The availability of
Post Office funds stimulated the growth of the commercial air
transportation Tndustry; companies began to fi11 extra space on aircraft
with passengers.

Because of this early influence of the Post Office an the Air
Tranportation Industry, the avthority of government to regulate the
Industry seemed to be expected rather than gquesticned by the pubiic.

The first major legislation to affect the afrlines was the Contract Air
Mail Act of 1925. Commonly Known as the Kelly Act, 1t molded the future
of the airline {ndustry {Meyer, et al., 1981, p.14). The Xelly Act
empowered the Pastmaster General to award alfr mall contracts ta private
airlines, with compensation tied to the number of units of mall carried.
The 192§ Amendment to the Kelly Act tied compensation to poundage.
However, the poundage system was abused by the afriines because postage
was less than compensation. Scme airlines mailed packages back and
forth to add poundage. President Herbert Hoover and Postmaster General
William Folger Brawn became concerned with these abuses and the

disorganized coverage of routes, Thelr concern led to the Waters Act of
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offered incentives for flying longer routes and authorized the
Postmaster General to decide who could make bids on contracts. The
Postmaster insisted that bidders have established routes and that they
had flown those routes for more than six months. He also required night
flying experience. The Waters Act thus made entry into the industry
more difficult. Brown used his authority to enlarge the afrline system.
He avoided competition and attempted to "streamline and rationalize" the
industry {Meyer, et al., p.l6). By 1933, 94% of the compensation paid
to contractors went to the "Big Four" afriines--United Airlines,
American Airlines, Trans World Airlines, Eastern Alrlines {Meyer, et
al., p.16), Without Brown, there probably would have been many more
companies entering the market.

Congress investigated reports of frregular practices by Postmaster
Brown and as a result of these findings, President Frankiin D. Rooseveli
canceled the Air Mail Contracts in February, 1934. He ordered the L.S.
Army Corps to continue air mail service. This 111-equipped and
untrained air mall service Tasted for two months. Roosevelt then
ordered that competitive bids be taken for temporary contracts. The
“Big Four" were the only companies with the equipment and staff capable
of carrying the mail by air, so they again received the bulk of the
contracts. The Black-McKellar Act of 1934 extended the temporary
contracts and allowed for subsequent extensions. Contract rate setting
responsibi1ity was given to the Interstate Commerce Commission in 1935,

Congress dealt with the awarding of contracts for air mail service
in a more permanent way by passing the Civil Aercnautics Act in 1938,

The Act was concefved 1n an environment deeply affected by the Great
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Depression. The trend at the time was to eliminate "excessive” or
“cutthroat” competition which was thought to be wasteful (Meyer, et al.,
p.17). There also was percefved a need to closely regulate an industry
as heavily subsidized with federal funds as was the ajrline industry.
Companies could use subsidies to make up cost differences when bidding
below cost for new business {Meyer, et al., p.i7}. It is important to
note that regulation was supported by the 1ndustry.

The major objective of the Civil Aeronautics Act was to end
canfusion of regulatory responsibility by concentrating economic
regulatory authority in a single agency (Corbett, 1965, p.288), Before
the Act, such authority was split among the Post Office, the Interstate
Commerce Commission, and the Bureav of Air Commerce. The Civil
Aeronautics Act transferred authority to the five-member Civil
Aeronautics Administration (CAA). CAA members were appointed by the
president with the advice and consent of the Senate. No more than three
of the members could belong to the same poiftical party.

They were appointed for six-year terms and could only be removed in

cases of serfous malfeasance, Members could not be involved in civil

aeropautics in any way outside of their CAA responsibilities., The CAA

was to regulate the afrline fndustry to serve "the public interest and

Tn accordance with public convenience and necessity." These goals were

ta be accomplished through the use of the foliowing six powers:
regulatfon of fares;

1.

2, granting or withholding the charters of companies seeking to

operate air services;

3. giving or withholding permissfion for companies to merger;

4. punishing companfes for celiusion and varfous restrictive
monapolistic practices;

8, deciding how many and which operators could operate scheduled
and non-scheduled services on every designated afr route within
the United States;
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6, determining standards of passenger service and gquality of
equipment ?Eurbett, p.289}.

These powers were to be used to foster the following and aoften
conflicting objectives:

1. development and encouragement of an air transportation system
properly adapted to theipresent and future needs of the foreign
and domestic commerce of the United States, of the Postal Service
and of natfonal defense;

2, regulation of alr transportation in such a manner as to
recegnize and preserve the inherent advantages of, assure the
highest degree of safety in and foster sound economic conditions
in such transpartation, and to improve the relations between and
coordipate transportation by air carriers;

3, the promotfon of adequate, economical and efficient service by
air carriers at reasonable charges, without unjust discrimina-
tion, undue preferences or advantages or unfair or destructive
competitive practices;

4, competition to the extent necessary to assure the sound
development of an air transportation system properly adapted
to the needs of the foreign and domestic commerce of the
Unitad States, the Postal Service and of national defense;

5 promotion of safety 1n alr commerce;

6. promotion, encouragement and development of civil aeronautics
(Meyer, et al., p.18).

The agency was left to degide the priority of the goals to be
pursued {Caves, 1962, p.127). One of its first acts was to adopt
“grandfather rights" aver routes,” Airlines already holding certificates
for routes were granted permanent certificates for those routes. This
action “froze" entry into the airline fndustry for the next four
decades. The alirline industry consisted basically of the "Big Four" and
twelve independents {Caves, p.128),

In June of 1940, the CAA was reorganized into the {ivil
Aeronautics Board (CAB). {See Appendix A for the organizational chart
of the CAB.) Safety was to be regulated by the CAB, but airpert and
airway development activities were transferred to the Department of
Commerce. During the 1940's, the CAB favored competition among airlines

and paid little attention to fares. World War Il proved to be a boon to
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the atrlines, with BO-90% load factors (percentage of capacity of the
seats uti1ized) being common, These high Joad factors led to high |
profits, profits considered too high by the CAB. It was at this point
fn time that the CAE became interested in regulating fares,

In March of 1943, the CAB initiated an experiment to see if
"feeder” airlines were feasible. Feeder routes are short-distance
routes in lTow-density areas. They were of 1ittle interest to the
established airlines, which did not havé the equipment necessary (i.e.,
smaller aircraft) to make routes 1ike these profitable. These routes
were given to new carriers, and the experiment was very successful.

l.oad factors declined after the war, and the lower fares set
during the war led to Jower profits. The fares were raised to keep the
airlines profitable. The CAB generally undertook policies to 1imit
competition to bolster the sagging fndustry.

The Federal Aviation Act of 1958 took the CAB's safety function
and placed it within the new Federal Aviation Agency {later renamed the
Federal Aviation Administration {FAA)). This act also reaffirmed the
role of the CAB in regulating the airline industry.

The CAB began hearings to change fare structures ir 1970 as a
response to the falling airiine profits registered in 1969, This
Domestic Passenger Fare Investigation (BPFI) was announced on January
19, 1970. Airlines had increased thelr capacities in the 1960's to meet
the anticipated increases in demand. These increases never
materialized. During the DPFI, the airlines urged the CAB to simply
accept the airlines' current cests and then set revenues to give a fair
rate of return. Opponents of this plan argued that the public should

not have to pay for the excess capacity of the airlines (Douglas and
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Miller, pp.52-53),

The DPF] concerned 1tself with two issues, fare levels and faée
structure {Meyer, et al., p.32). The CAB reatized that if fare levels
werg set high, the airlines would expand thelr capacitfes and lower icad
factors would result. Conversely, if fare levels were low, carriers
would offer lower capacities and the resulting Toad factors would be
high {Douglas and Miller, p.97). In an attempt to deal with this
situation, the CAB {ssued standard seating densities by afrcraft type.
The number of seats abreast and the distance between seats was set, but
it could be reduced by the ajrlines willing to pay a surcharge. Load
factors of 55% for trunk airlines and 44% for iccal airlines were
recammendad. The locals were later exempted from load factor standards
because of their inability to meet them, In decisions about general
fare levels, a target rate of return of 12% was suggestéd, but not
required {Meyer, et al., p.32).

The Fare structure moved closer to a structure which accuratety
reflected costs of service 1n different markets. The CAB announced that
in the future 1t would move even closer to a system in which fares
conformed with costs (Meyer, et al., p.33}, Discount fares were to be
aliowed if they were judged to be nondiscriminatery. At the same time
the DPFI was concluded, the CAB declared a moratorium on new competitive
route awards ta raise the flagging afrline industry profits,

In an effort to further control profits, several airlines
attempted to reach agreements to restrict capacities on long distance
routes. The ability to add more passenger capacity was one of the few
competitive elements left in the industry. The CAP discouraged these

agreements, but encouraged the airlines to reduce their capacities on
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their own. The CAB finally allowed airlines to make capacity Vimiting
agreements after the 1974 Arab 01 Embargo which forced fuel prices to
rise dramatically. The first of these agreements was made between
Amerfcan Airlines, Transworld Afrlines and United Airlines, affecting
twenty of their markets, Other agresments followed, most Tapsed at the
end of 1974, The CAB allowed the extension of these agreements in
transcontinenta? markets. The smaller airlines objected to these
agreements, Their objections were followed by a Justice Department suit
against the CAB which forced it to disallow these agreements after July
21,1975,

This suit against the CAB and the discantent within the airline
industry pointed out the shortcomings of regulation and stirred policy
debate. As Meyer, et al., point out, regulatfon of the airline industry
had "reached 1ts zenith” in the 1970's, The airlines lost the ability
to attract customers through the use of discounts, there was an increase
in rigidity and standardization in pricing, the moratorfum on
competitive route awards and the capacity 1imitatfon agreements even
further limited the industry's decision-making powers. The future
prospects for regulation pofnted toward even greater standardization and
rigidity in fares and routes (Meyer, et al., p.4L}.

Regulation by the CAB in sum, did not allow airlines to abandon or
add any route without CAB approval, required airlines to publish and
make public the fares charged far their services, and provided for CAB
review of any changes 1n ajr fares. The CAB could suspend proposed fare
changes for 180 days and then set the fares to be charged (Congressional
Research Service, 1981, p.4). Competition between airlines took the

forms of adding flights to established routes and offering in-flight
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amenfties. 1f competition became too intense, the CAS would allow
mergers to take place.

By the mid-1970's, the CAB regutation of the afrline industry was
such that, according to critics of the CAB, the fndustry could not
cantrol 1ts own profitability., While prospects for a loosening of CAB
control were 4im, the agency's practices came under increasing
criticism. The CAB was accused of fueling Inflation and stifling
efficiency and innovation. In 1974, Senateor Edward Kennedy, chafrman of
the Senate Judiciary Subcommittee on Administrative Practice and
Procedure, began a preliminary Tnvestigation for oversight hearings en
the CAB (Meyer, p.42). In January of 1975, a CAB internal task force
undertook Tts own investigation of CAR policy and recommended in its
report that there should be less regulation by the agency.

President Gerald R, Ford joined the ranks of those seeking to
toosen CAB control when he announced in February, 1975, that legislation
should be proposed "to remove most of the Federal Government's control
over determining the price of airline tickets and in designating which
companies may enter the airline business and what routes they may fly"
{HEW YORK TIMES, 18 February 1875, p.37), This announcement drew heavy
industry and CAB uppnsit1nn. o

At the Kennedy hearings, conducted in February of 1975, afrline
executives testified against deregulation. They felt that deregulaticn
would eventually lead to less competition, Weak airilines would be
forced out by competition when no tonger protected by the CAB, Less
competition would in turn lead to higher fares and diminished quality
and dependability (Meyer, et al., p.43L

Deregutation began, without a legislative mandate, with the
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appointment of Paul Robeson as chafrman of the CAB in 1975, Although
the industry objected to deregulation, consumer groups and Congress wére
pressuring the CAB to ease its regulation of the airlines. Robeson:
initiated policies altowing competition on selected routes.

Senators Kennedy and Howard Cannon introduced a joint bil1] {5.R,
2493) to deregulate the airline industry in March of 1977, Those groups
agpposing this bi1l included most of the airline industry, air
transportation labor unions, airport operators, and the financial
community. United Afrlines, however, broke with the rest of the
industry and anapunced its support of deregulation.

The CAB accelerated its commitment to deregulation with the
appointment of Alfred E. Kahn by President Carter to the chairmanship on
June 10, 1977. Kahn encouraged airlines to reduce fares by using fare
reductions as a factor 1n the selection of applicants for new routes.
The CAB also ended its policy of awarding high-denstty routes to
airlines In financial difficulties.

Alr West and Continental Adrlines joined United Afrlines in
support of deregulation. Supporters of deregulation formed the Ad Hoc
Committee for Airline Regulatory Reform. The Ad Hoc Committee was made
up of the American Conservative Unfon, Ralph Nader groups, Sears,
Roebuck and Company, the Mational Association of Counties, and Common
Cause.

The furor over deregulation came to a resolution in April, 1578
when the Senate unanimously passed a bi111 which reduced the regulatory
powers of the CAB. The House passed its versien of the bi1% in
September of the same year. The House and Senate versions of the bill

differed s11ghtly on how rates were to be set and how routes were to be
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granted. The final version, the Airline Deregulation Act of 1978, was
adopted by the House on October 12, 1978, and by the Senate on ﬂctnbler
14, 1978, President Carter signed the bi11 into law on October 24,
1978, as Public Law 95-504.



CHAPTER THREE: AIRLINE DEREGULATION: PROVISIONS AND OBJECTIYES




PROGRAM DBJECTIVES

Section Three of the ADA outlines the goals and priorities of the
Act, The highest priority #s that of safety, followed by the provision
of an efficfent and Tow-priced air transportation system, These goals
are to be reached through the competitive market. Further, the ADA
emphasized the maintenance of a sound regulatory environment which 1s
responsive to the requirments of the public; the encouragement of the
establishment of secondary or satell{te airports in major urban areas to
improve service; the prohibition of the use of urfair or anti-
competitive practices and monopolies; the maintenance of service to
small communities; the encouragement of mew entries into the Industry
and the expansion of existing airlines.

The procedures for attaining these goals are specified in the
subsequent sections af the Act. The CAB is instructed to simplify {ts
requirements for issuing certificates to agirlines. To assure ap
efficiant, convenient Industry, the Act allows alr carriers to estabiish
agreements on jofnt fares, rates and services.

Derequlatian was to occur gradually. The CAB can no longer
determine or Timit the airlines serying routes in the United States,
except for essentlal service communities. Nefther schedules nor policy
statements need to be filed with the CAE,

After January 1, 1983, carriers are no Tonger required to file
thirty-day notfcas of tariff changes. The CAB also lost its rate
making poewers. The Justice Department 1s granted the power to deal with
mergers and interlocking retationships. Finally, the CAR itself ceased
to exist on January 1, 1985,
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The airline fndustry 15 not completely free of regulation after

January 1, 1985, Remaining CAB authority is transferred to other
governmental agencies. Mail compensation and assurance af small
community service (until 1988) {s transferred to the Secretary of
Transportation. Forelgn air transportation 1s controlled by the
Department of Transportation in consultation with the State Department.
Rates for carriage of mall {s determined by the Post Office.

The Act alsc provides for employee protection from loss of
employment or wages as a result of deregulation, Authority for
compensating these employees rests with the Secretary of Labor. In
order to be eligible for compensation, employees must have been employed
with a certificated air carrier on a full time basis for four years
prigr to ADA enactment. Members of corporate boards and corporate
of ficers are not eligible for compensation, Employees are eligible for
the ten year period following the enactment of the ADA. Research,
however, has indictated that there have been no payments to airline
employees adversely affected by derequlation.

The Act restructures the way in which subsidies are paid to air
carriers serving the 319 small communities designated as essential
service communfties (see Chapter Four, Section D: Small Community
Service}. '

The CAB gave up its rate making powers immediately after the ADA
was enacted, although 1t was directed by the Act not to allow fares
which were 50% below the standard Tndustry fare level {SIFL). The SIFL
15 the fare level charged between pairs of points for which service
ex{sted on July 1, 1977, The CAB was to adjust the SIFL not less than

semi-annually. Airlines which set fares at Tower than the allowed 50%
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were not sanctioned,

PROGRAM EMYIRONMERT

The ADA was enacted in an environment of mixed support at best.
Its goals and ohjectives were heartily supported by public officials and
by consumer and business groups hoping to lower Fares, and legislators.
The Act was supported by only a few members of the airline industry:
United Airtines, Air West, and Continental Afrlines. The greater part
of the industry, although unhappy with CAB control, feared the
unregulated environment, This reluctance may have caused same of early
problems encountered by the industry after passage. Perhaps the
industry created a “self-fulfilliing prophesy" by their opposition. As
time passed however, the industry began to accept deregulation and when
asked at a meeting of afrline executives, they unanimously agreed that
they did not want regulation to return.

The CAB's first priority after ADA enactment was to end
regulations on routes and fares as quickly as possible, Competitfion and
new entries were encouraged, In the opinion of industry insiders, the
goal of the ADA was to allow the free market to take over so that the
industry could make its own decisfons on fares and routes. The primary
goal of safety as stated in the Act was never mentioned in discussions
and publications about the Act. The industry and law makers failed to
anticipate the extent of competition which would eccur 1n the
deregulated market. That competition has forced many established
airiines into bankruptcy. This cutthroat competition has resulted in
accusations that the airlines are placing safety as a tower priority.

Airlines are urging pilots to remain on schedule and fly before safety
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checks are camplete and in inclement weather conditiens. Crews are

fiying longer hours, and ofl seals have been left off of o011 plugs. (For
a more complete discussion of safety, see Chapter Four, Section H:
Consumers and Safety).

It would appear that the CAR in implementing the ADA has
prioritized goals differently than those expressed 1n the Act. Safety
is of highest priority in the Act, yet ¥ittle concern is being paid to
this goal. One of the problems with implementing the goal of safety is
that safety 15 within the authority of the Federal Aviation ‘
Administration not the CAB, The CAB may have abdicated 1ts powers too
quickly. The industry was not prepared to make its own rate and route
decisions immadiately. MNewer airlines have fared much better 1n the
deregutated environment because they were organized to deal with market
uncertainties, the older airlines were not. The expansion of existing
airlines has not been successful, rather they are tending to contract.
Airlines which expanded quickly found the market was unable to support
them and they collapsed,

PROGRAM EYENTS

Afr Traffic Controllers Strike

On August 3, 1981, the Professional Alr Traffic Controllers
Organfzation (PATCO), went out on strike. Despite the cath all Federal
employees take, which states that they will not strike, PATCO felt it
had no alternative but to strike. American controllers were working
(and continue to work} longer hours with fewer days off than any of
the{r counterparts in the Western world” (Thayer, p.18). Nine out of
ten contrellers will not survive to retirement age (Poli, CINCINNATI

ENQUIRER, 31 January 1982, p.D-1). The good faith of the government 1n
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negotiations has been called into gquestion (Thayer, December, 1981,

p.18).

President Reagan promptly gave the contrallers forty-eight hours
to return to work. Those who did not comply were fired. Public opinion
lined up squarely behind the President. PATCO received very 1{ttly
support even from other uniaons. The Alr Line Pilots Association (ALPA)
especially opposed the strike. HNot cnly were the controllers fired, but
PATCO can no longer represent controllers in collective bargaining.

To replace the fired controllers, many controllers were moved from
small airports to large ones. This helped Reagan's budget cuts by
reducing the number of controliers on the federal payroll. The number
of fiights 1nto and out of twenty-two major airports was curtailed. A
specific number of "slots" were allocated to airlines already serving
those airports, This limited the ability of the airlines to enter and
exit at will, If an airline didn't use 1ts slot, it would lose it.

Frederick Thayer, writing in December of 1981, believed that the
PATCG strike might help to save the airlines from the huge Tosses they
were suffering by 1imiting the number of flights allowed. The assigning
of slots would severely 1imit the competition on the routes serving the
twenty-two largest airports. By Inspecting the Revenue Passenger Miles
{RPMs) and Load Factors after the strike, as presented in later
sections, 1t appears that the strike had little or no effect on these
indicators, Braniff Airlines still filed for recrganization and the
losses in 1982 remained high. Instead of saving the industry, Roy J.
Harris, Jdr., has suggested that the strike was detrimental to the
industry. Airlfines, instead of puliling out of unprofitable voutes,

remaTned in them, fearful that they would lose their slots, There was
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always the chance that the economy might turn around and these routes

would again prove profitable. They did mot reduce their capacity as the
demand went down, instead they hoped to ride out the recessfon, Alrports
finally began to handle 100% of the traffic they serviced before the
strike in May of 1983,

Summary

The government's response to the PATCO strike fnhibited the
airlines from entering and exiting routes at will. The strike made
efforts at rationalizing route systems difficult, if not impossible
because of the restrictions placed on the airlines through the slot
system, Despite efforts by the FAA, people may not have trusted the
post-strike controllers since both RPMs and Load Factors continued their
slide. The state of the economy at the time surely explains more of the
industry's debts, however.

Fuel Costs

Large increases in fuel prices have complicated the deregulated
environment. Fares did not fall as predicted because of the rise In
fuel prices, Since 1979, fuel costs have risen 150%. This escalation
adds six billion dollars a year to operating expenses {Scheffres, 1583,
p.63}. Airlines spend around $.30 out of every dollar an fuel.

Fuel costs doubted 1n the first year of deregulation. It
continued to climb to an all time high of $1.03 per gallon in December
of 1881 [see Table 3.1), Rising fuel prices, coupled with the
recession, sent the airline industry into a tallspin. The oll glut of
late 1982 and early 1983 may have been a lifesaver for the airline
fndustry. Fuel prices fell to aroend $.95 per gallen. Every penny drop
in fuel prices 1s worth $10 million to American Airlines and $14 miilion
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Table 3,1: Fuel Costs for Domestic Trunks and Local Serwvice Airlines,

1973-1982

Average Price Per Gallen 1n Cents
Menth Trunks Local Service
Dec. 1973 14.279 14.178
Dec, 1974 23.977 23,891
Dec. 1975 HA NA
Dec. 1976 30,414 32,169
Dec. 1977 35.239 36.879
Dec. 1978 39,130 40.294
Dec. 1979 73,614 75,037
Dec. 1980 90,420 90.614
Dec. 1981 101,514 103.170
Cec. 1982 94,500 96,449

Source; CABR FUEL PRICES AND CONSUMPTION
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to United {(Schiffres, p.63). These savings have had & positive effect

on the Tndustry.

As shown 1n Table 3.1, lecal service airlines pay more for fuel
than do the majors. Majors use greater volumes of fuel and are able to
negot{ate better contracts with fuel providers., Fuel costs account,
therefore, for a greater share of the local's operating costs. As
discussed earlier, the locals have fared better than the majors since
dereguiation. They have been able to show profits, unlike the majors.
Fuel costs alone then, have not caused the enormous losses of the
majors.

Summar

Aithough fuel costs have added another aspect to the already
complicated deregulated environment, they cannot be blamed for the huge
losses suffered by the major afrlines. The smaller local airlines have

been able tc make profits dispite rising fuel costs.



CHAPTER FOUR: ASSESSING THE IMPACTS
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A:FARES

The Civil Aeronautics Board's primary concern when determining
fares, was with airline {ndustry profitability, rather than costs
incurred. The CAB attempted to set fares to achieve an average rate of
return for the industry of between 10.5% and 12% (Docket 8008, U.5. CAB
1974), Fares were usually raised across the board for the industry,
creating thereby a large number of markets with no relatfonship hetween
costs and fares. Proposed changes in fares had to be brought before the
CAB, which then conducted hearings on the proposed rate hike.
Consequently, fare changes could not be made quickly. The industiry was
unable to react promptly to economic cycles. There was usually a lag in
the response time, since all changes had to be made through the Board.

Prior to World War 11, fares were set at the prevailing Puilman
rates for train travel. These rates were set according to distance
traveled. With technolagical improvements Tn airplanes and the
increased load factors achleved during the war, the airline industry
showed large profits, These profits were deemed excessive by the CAB
and it allowed the airlines to offer lower priced coach service and to
introduce a variety of discounts., Profits dropped after the war, but
then rose again as technology continued to fmprove and afrcraft became
mare efficient. More discounts were offered, These discounts did not
match the declines in costs. As Graham and Kaplan point out, between
1960 and 1969, the trunks' average seat mile cost declined by 21%, while
average fares declined by onrly seven percent,

Rather than lowering fares, carriers involved in competitive
markets offered specfal services to attract customers. They removed

seats to make seating more comfortable, offered fiights at popular times
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of day, served extravagant meals and free alcoholic beverages.
Efficiency and economy were not encouraged.

lLoad factors declined steadily after the Second World War. These
declines negated many of the advantages of new afrcraft. The fares in
many short-haul markets were kept artificially low by the Board. The
faras in many cases, did not keep up with costs. Passengers received
Tower quality service in these short-haul markets as a result {Graham
and Kaplan, December, 1982, p.67).

By 1969, load factors had fallen below pre-World War 11 levels.
The industry demanded that the CAB approve rates which reflected costs.
This led to the Domestic Passenger Fare Investigation (DPFI). The DPFI
was concerned with both fare levels and fare structures. It first set a
standard number of seats by airplane type to make rates easier to set.
Fares were to match costs more closely. As a result of the DPFI, the
CAB decided to base fares on distance. However, they did not take the
density of the market Tnto account. This again created situations in
which fares wére out of line with costs. The mare dense a market, the
less the average cost of service. Therefore, markets that were Tess
dense cost more to provide service. The Board alsc limited the
avafiability of discounts because they were discriminatory to those not
qualifying. They discouraged the use of off-peak pricing. Some
airlines, Deita for example, charged Tess on flights departing between
10 PM and 4 AM, to encourage those on & less sensitive time schedules to
fly at these off-peak hours.

When Paul Robeson became Chatrman of the CAB {n 1975, the Board

began to pursue a course toward deregulation. The industry was allowed
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to experiment with discounts, "Super-Saver" discounts were aimed at

discretionary travelers. Most had minimum length-of-stay stipulations and
had to be purchased in advance. The number of discount seats available

on any given flight was 1imited. These fares were 40-50% lower than
coach Tares.

Since deregulation, airlines have used one of two strategies for
lowering fares! using restricted discounts ¥ike the Super-Saver
discounts begun before deregulation, or unrestricted tower fares at or
below the Super-5aver fares, with higher fares during peak travel hours.
The latter was adopted by many of the new entrants into the market.

These discounts have become very popular. According to an Air
Transport Association survey, the percentage of travelers paying the
standard coach fare has fallen from over 60% of the total coach revenue
passenger miles in 1977 to just under 25% in 1982. Between January and
March of 1983, 89.5% of passengers took advantage of these discount
fares (“Airlines Quietly Ending Discounts," CINCINNATI ENQUIRER, 29 June
1983, p.D-4). These discounts have cut into profits,

Proponents of deregulation claimed that fares would fall once the
industry was free to set its own fares. Has this occurred? The answer
to this question is quite complicated, It depends upon what type of
fare one looks at, and what routes one considers. If one considers
discount fares between New York and Los Angeles, which have fallen as
Tow as 399, one way, the answer 15 unequivocally yes, If one looks at
a less dense market, such as hetween Cincinnati and Baltimore, Super-
Saver fares rose from around $100, in 1978 to nearly $200. round trip by
1983. If viewed in the aggregate, fares have risen steadily since
1972, but dropped in 1982 (Table 4.A.l). Locals have charged higher



Table 4.A.): Average Fare Charged Per Milg by Carrier Group,
Second Quarter in Cents, 1972-1982

Year

Carrier Group 1977 1973 1074 1975 1976 15977 1978 1979 1GBO 1061 1942

Trunt s .16 .25 6,73 7.44 7,44 KB B4 WA 12.03 13,07 11,58
Locals §.87 9.07 9.58 1052 11.59 11.8] 11.99 NA 1563 17,95 15,07
Qther 1t.54 9.74 10.68 11.4B 12.1¢ 12.68 13.)4 HA 14.13 14,95 13,91

Source: Origin-Destination Survey of Adrline Pessenger Traffic

57
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average fares per mile because of the type of service they provide. The
most expensive part of the trip are take-offs and landings. Airlines
that serve small markets with shorter distances between destinations
then, accrue higher costs than the long-haul afrlines. (To 1llustrate
this point, see Table 4.,A.2.) The langer the trip, the less fare per
mile fs charged,

As Grabam and Kaplan point out, "{deally, we would 1ike to compare
the actua) fares before and after deregulation, Unfortunately, reliable
market fare data is available only since late 1979," Even 1f reliable
fare data were available, it would be very difficult to compare fares
since there may be as many as a dozen different fares charged between
two points on any one éir]ine. A comparison of coach fares would be
misleading since so many passengers are taking advantage of the discount
fares, Business travelers and other nondiscretionary passengers must
51111 pay full fares, making it misleading to compare coach fares befare
dereguiation to economy fares since deregulation,

In an effort to investigate what has happened with fares since
deregulatior, the strategies used by airlines between 1978 and 1982 and
in 1983 will be considered. Between 1978 and 1582, airlines were
attempting to accomodate to their new found freedom, The established
airlines found themselves faced with competition from small Tower-cost
airiines. Fare wars broke out on the most heavily traveled routes
(e.g., New York to Los Angeles, New York to S5an Francisco, New York to
Miami). Newer carriers, 1ike PEOPLExpress entered the market, charging
lower fares to attract passengers. These new carriers were able to make
profits on these Tower fares because of the lower wages they paid

employees and lower overhead. As the established airlines attempted to
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Table 4.A.2: Average Fare Carged Per Mile by Distance, Second Quarter
in Cents, 1979-1982

Year
Mileage Block 1979 1980 1961 14682
0-150 22.92 34,13 37.70 34.47
151-250 18.68 24.51 24,91 24,35
251=-350 15.15 19,52 21.5% 19,57
351-450 13.56 18,00 18.94 18,23
451-550 13.09 17.62 19.93 17.55
E51-550 11,31 15.30 17.38 16.08
851-1150 0.17 11.44 13.52 12.87
1151-1450 8.92 11.90 12.95 11.24
1451-1750 8.54 10.53 11,51 11.25
1751-20560 8.09 9.45 10,80 10.66
2051-2350 7.68 9,55 10.06 . 9,34
2351-2650 7.57 B.21 a.47 1.77
2651 and over 7.45 7.99 B.22 7.78
Total 9.97 12.90 14.03 12.89

Source: CAB, Form 41
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meet these prices to retain thelr markets, they incurred substantial

financial losses, [see section B, Productivity and Efficiency). Fares
on less densely traveled routes remained high to help off-set losses on
these discount fares.

Two recessions and rising fuel prices made the market place
treachercus for the airline {ndustry. Fares did not drop as predicted
before deregulation because of the rise of fuel prices (see section 3,
Fuel Costs), The two recessions suppressed the expected increase 1in
passengers. Airlines attempted to fill empty seats by offering more
discounts, These discounts instead of stimulating the industry, further
plunged it Tnto debt. By March of 1982, World Airways Inc., one of the
more successful new entrants, called upon the CAB to once again regulate
fares because they were too low. World Airways lost 38 million in 1981
and around $10 mi11{on in 1982. The CAB had the power to prohibit these
predatery pricing policies through January 1, 1983, [t failed to do so.
World Airways, a former charter airline, had been one of the most
strident supporters of airline deregulation before 1978,

1983 proved to be a much better year for the airline industry,
with the easing aof the recession. The numbers of passengers flying rose
12% in 1982 over 1981, and rose 6% 1n 1983 over 1982 through August.
These increases fn passengers have allowed the afrlines to begin to
raise fares and to put an end to the predatory pricing that had occurred.
In late March, 1983, American Airlines annaunced it was going to
ratfonalize its fare structure. It would offer four basic fares: first
class, coach fare, a new unrestricted off peak discount fare that is 25%
less than coach, and a "Super-Saver” fare with a 50% average discount,

The Super-Saver fares require that the purchaser stay over a Saturday
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night and pay for the ticket seven days 1n advance. American's fares
would be based on distance, The longer the flight, the lower the gost
per mile. The range, Tn eleven milage blocks (simitar to Table 4.A.2)
is from 53 cents a mile for flights of less than 250 miles to 15 cents a
mile for flights exceeding 2,500 miles. HNote that these fares per mije
are much higher than those charged between 1979 and 1982. American saijd
that the change to fares based on distance would decrease coach fares on
720 routes and ratse fares on 543 routes. The average fare change is
tess than $15 {Table 4,A.3).

Paul W. MacAvoy, Belnecke Professor of Economics at Yale
University and Member of the Board of Air 1, a new St. Louis based
airline, in an article in the NEW YORK TIMES {3 April, 1983) has accused
American of attempting to reduce competition and overcharge the censumer
with its new plan. He felt the competitive price structure was better
for the consumer.

In his testimony before the CAB, Paul B. Gaines, Director of
Airports, Salt Lake City Airpnrt'Authnrity. paints a different picture
of the effects of the competitive price structure. Mr., GaTnes asserts
that fares to and from Salt Lake City, a medium sized city, decreased at
first but then increased at rates ranging from 70-90% to major
destinations such as Chicago, New York, San Francisco, and Seattle, He
feels that traffic to and from Salt Lake City would have increased if
fares had dropped as they had between major markets. Fare increases in
Salt Lake ity generally exceeded the 31% industry increase by a wide
margin, Salt Lake City's round trip fare to New York 15 $4i9 higher
than the Los Angeles to New York fare and $412 higher than the San
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Table 4.A.3: The Proposed Hew Fares

#ew Fare Structure Proposed by American Airiines on Normat One-Way Coach
ravel

Current Hew Percent
Route Fare Fare Change
New York-
Detroit £150, $183. +22.0
Houston 297, 320, + 7.7
Los Angeles 399, 421. + 6.0
Nashville 223. £05. - B.1
Tuscon 419, ag]. - 6.7
Chicago-
Hauston 229. 245, + B.7
Phoenix 305, 327, + 6.9
Washington 220, 188. -14.5
New York 240, 228, - 5.0
San Francisco 394, 378, - 4.1
Los Angeles-
Cincinnati 356, 386, + B.4
Detroit aaz, 402, + 5.2
St. Louls 337, 340, + 0.9
Tampa 418. 383. - 6.0
Washington 399, 395, -1.0

Source: New York Times
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Francisco to New York fare. The fare from 3alt Lake City to New York
was 94% higher than the Los Angeles to Hew York fare. The trip between
Salt Lake City and New York 1s only 71% as long. The fare between Salt
Lake City and New York 1s BB% higher than the San Francisco to New York
fare for a trip 2/3 as long {67.7%). The fare between S5an Francisco
and New York was $129 over 2586 miles and was lower than the fare
hetween Salt Lake City and S5an Franci.co which was $135, for a distance
of 599 miles. As Mr. Gaines observed:

... pubtic interest i{s not served by a system which flagrantly
favors the larger cities and thereby deprives the smaller cities of
service which they would adequately support but for artificial
pricing preferences given to larger cities. Nor does it serve the
public interest to subject the residents of the smaller cities to
the crippling effects of extreme discriminatfon which impairs their
32111ty tﬁ compete in the marketplace for business which relies on
air travel.

The tourist trade is one such business which relies on ailr travel.
Salt Lake City's tourist trade suffers when skiers pay 9.7 cents per
mile to Denver from Chicago and 19.5 cents per mile to 5alt Lake City
from Chicago. Again, in Mr. Gaines' words:

I know of no real or imagined cost difference preference for the
larger markets., 1 firmly believe that the smaller markets are
subsidizing heavy losses in the larger long-haul markets. Whether
ar hot such preference and prejudice can be justified under the
existing law, I submit that the situation is so flagrant that it
warrants Tnvestigation by the Board and by Cangress as a matter of
public interest.

I do not advocate a return to the rigid price regulation which
axisted before deregulation, but 1 am strongly convinced that there
must be a system under which cities such as 5alt Lake City can he
protected from the flagrant fare Increases and the extreme
discrimination which we are presently enduring.

Daniel F. May, President and Chief Executive Officer of Republic
Airlines, Inc., told the Subcommittee of the House Public Works and
Transportation Committee that in small and medium sized markets where

the variety of discount fares is limited and therefore, the coach fare
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is the most commonly paid fare, fares have increased 116.6% while
average afrfares in the nation 1ncreased 48% He advocates a system
T1ke the one proposed by American Afriines,

The day after American announced {ts plan for rationalizing
airfares, Pan American World Airways announced that it would cut some
fares on 1ts domestic routes. This announcement would not affect
American's proposal except in such heavily traveled routes as New York
to Florida and Hew York to the West Coast. These fares would be about
50% lower than American's. The fares would be 1imited to seats left
over after regular coach fare passengers were seated. They were only in
effect for two months, Pan Am was attempting to fill its domestic
flights which are scheduled to service its intermational flights.

American's plan has seemed to bring a bit more sense to the fare
structure, Since 1982, the variety of discounts has declined, but it is
still very confusing to find the lowest fare and changes in fares and
schedules accur hourly.

While average fares on afr routes have risen since deregulation,
due basically to the rise in fuel prices and Inflaticn, they have not
risen as Tast as costs, From 1972 to 1977, airline costs rose by 72%
while fares per passenger mile increased by 33%. Since deregulation,
costs have risen by 87% and per mile passenger fares have increased by
46%. In 1982, for the first time in history, average air fares fell by
6% below the prior year average, while costs rose 2% {General Accounting
Office, THE CHANGING AIRLINE INDUSTRY; A STATUS REPORT THROUGH 1983),
The airlines have developed other ways to attract passengers 1n addition
to discount fares. These Incentives include reduced connecting fares,

special arrangements with travel agents and businesses, frequent flier
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programs and Tuxury service.

In order to encourage passengers to remain on their afrline when
making connecting flights, airlines have offered lower cannecting fares.
If the passenger desires to take another airline, s/he will pay more.
Afrlines are developing hub and spoke systems where they base flights
from one central location rather than flying many non-stop flights point
to point {see Section {, Growth and Responsel.

Some afrlines have sold blocks of tickets to high volume travel
agents and businesses. The travel agent is encouraged to sell tickets
on this particuiar airline and may charge whatever price they wish,
Businesses are also encouraged to use that one afrlipe.

Business peaple are encouraged to use the same airlines by offers
of prizes or plane tickets for flying specific numbers of miles one any
one afrline. Since their companies pay for their tickets, they are not
as 1nterested 1n prices as are passengers paying for tickets themselves.
The prizes are awarded to the traveler, not the company. These frequent
flyer programs are aimed at the noandiscretionary flier who 1s ineligible
for other discounts.

Another ploy to attract attention has been adopted by a new
airline, Regent. Regent offers only luxury service between New York and
Los Angeles, For around $1500,, the passenger recelves gourmet food,
aleeholic beverages and double beds with satin sheets.

Surmary

Fares did not drop appreciably after deregulation, as predicted by
the supparters of the Act. The average fare charged per mile by trunk
airlines rose from 8.44 cents in 1978 to 11.98 cents in 1982, There

were many reasens for this; the rise in fuel prices and Tnflation kept
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most fares high. Average fares may not have decreased, but fares in
some large markets fell because of discounts offered to attract
passengers. These discounts were off-set by rising prices in less dense
markets. However, fares were lower than the prejected fares in
regulation had remained. This then may be considered to be a

Calculated, Preferred impact.

Impacts which were Uncalculated but Preferred are the suprisingty

low fares offered by new entrants and the institution of lower
connecting fares to encourage passengers to remain on the same carrier.

The deregulated environment gave rise to unprecedented cutthroat
competition and predatory fare wars on the most heavily traveled routes.
In order to finance these low fares, airiines raised prices on the less
densely traveled routes, Passengers found it difficult to keep up
with the changes in fares and discounts offered. These were the

Uncalculated, Nonpreferred results of the ADA,

The easing recession has revitalized the airline industry, allowing
them to discontinue many of the predatory pricing practices of early
dereguiation. Although average fares charged per mile fell in 1982,
from 13.07 cents to 11.98 cents for trunk afrlines and 17.95 cents to
16,07 cents for local service airtines, 1t 1s too early to tell if this

trend wilt continue.
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B:PRODUCTIVITY AMD EFFICIENCY

In order to serve the customer conveniently and safely, airlines
must be profitable, and to increase profitability, they must be
efficient. Deregulation allows the airiines to make their own decisions
and to control their own profitability. Afrlines were not encouraged
under regulation to be efficient. 1f their profitability fell, the CAR
would protect them by Yimiting competition and/or allowing higher fares.
Without the CAB, airlines have keen forced ta hecome more efficient in
order to survive in the new competitive atmosphere,

In order to determine how the industry has fared since
deregulation, Revenue Passenger Miies {number of miles traveled by
paying customers) {(RPMs} and Passenger Load Factors {percentage of
seating capacity which s actually sold and utilized} (PLFs) will be
investigated to see 1f they have changed before and after the ADA was
passed in 1978, 1978 wil) be used as the year 1n which deregulaticn
began officially. Deregulation has beea a long, slow process, beginning
as early as 1975 and'cuntfnuing through the present. The early attempts
at giving airiines more freedom were not as encompassing as those after
1978. The CAB continued to control routes and pricing, even though some
fresdom was allowed.

Airline deregulation was supposed to stimulate the industry by
lowering fares. The lower fares would then encourage more passengers to
take advantage of the lower prices, In Tables 4.B.1a and b, Revenue
Passenger Miles are recarded by month, by majors and locals by year,
This table not only shows how 8PMs have increased since 1974, but aiso
how RPMs vary seasonally within years. June, July and August tend to be

the busiest, as these are considered to be vacation months. Table



Table 4.8,15: Monthly Revenue Passenger Miles for Major Alrlines, 1934-1982

Honth

Majors January Fetryary  March April May Jdune
1574 9,376,562 HA 10,118,497 10,044,661 9,626,999 10,894 692
1975 D, 0%k,657 8,153 ,60H 10,007 6B4 9,142,301 P,422,116 11,045,310
197 10,259,298 9,551,902 10,694,384 10,967,610 10,654,995 [].838,11)
1847 1,12 431 3,688,240 11,60]1,107 11,254,197 11,062,556 12,362,379
1978 12,116,366 11,594,828 13,838,324 12,920,370 12,519,664 12,828 259
1% 13,623,722 21,977,120 15,528,704 19,345,110 13,640,772 16,191 555
1980 14,537 516 13,80 456 15,338,075 15,034,438 14,663,427 16,566,131
1981 13,863,034 12,315,806 14,392,867 (4,320,514 15,282,637 15,571,300
1582 13,816,781 12,988,017 15,937,279 15, 287,300 14,761,248 WA
Fercantage Change

1974-1978 23k k i1/ 21 21 26T i
i970-1987 12 11 14 16 13 5
Hajors July hugust September pctnber Movember December
1974 10,952,316 11,963,983 HA 5,165,585 6,143,183 9 B2].B4%
1875 11,607,830 12,552 AlB  4§.,225,24] 9,835,452 8,071,051 10,186,028
197 12,736,310 13,135 373 10,070,313 10,508,584 9,632,853 11,389,378
1977 13,576,485 14,141,740 11,073,572 11,700,605 10,958,474 12,640,546
L4978 15,5999 821 :7,041,943 13 215,773 13,444,716 12,906,759 14,033,976
1929 17,534,534 19,008,993 14,182,011 14,E77 474 13,888,307 14,202,794
1480 16,965,085 14,856,000 11,177,533 14,250,678 12,737,961 14,535,135
}oal 16,487,312 16,190,321 13,019,832 13,757,496 12,689,535 14,274,013
1982 16,751,208 16,960,007 13,174,639 14,254,883 11,689,020 15,154,797
Percentage Change

1974-1478 3it e i 7% i k45 )
19ta-1982 1 Q 2 & & ]

Spurce: CAB

L



Table &,B,1b;: Monthly Revenue Passenger Mites for Local Airlines, }974-1982

Maonth

Locals dJ anuary February March April May dune
1974 796,572 Hh 935,517 S40, 452 941,497 984,142
1975 767,115 682,596 813,709  BED,037  BAZ, ¥ 956,301
1376 507,616 BG4, 147 956,885 1,006,857 99t 352 1,055,492
1377 982,258 913,145 1,086,895 1,089 457 1,108,03% 1,165,056
1ars 1,118,080 1,067,746 1,327,678 1,262,399 1,397,219 1,501,747
1979 1,426,616 1,373,064 1,668,638 ),01),42% 1,518,225 1,887,211
1980 1,262,006 1,288,833 1,957,802 1,683,294 1, 887 1,798 475
1981 1.782,919  1,663,3E8 1,965,603 1,951,545 1,992,436 2,087,206
1982 1,572,432 1,662,311 2,108,061 2,110,634 2,139,045 NA
farcentage Thange
1974-1578 291 3% k1 261 xy KL
1978-1582 43 kK k] 4] kL] 27
Locals July August September  October  Kovembar  December
1974 989,234 1,052,230 NA 918,860  E16,16%  B41,405
1575 975,658 1,067, 50% 871,803 963,276 BA1,79%0 1,062,203
1914 1,088,802 1,142,815 985,736 1,043,564 834,573 1,063,545
1877 1,231,256 1,273,245 1,117,650 3,186,718 1,150,728 |, 231 €77
1978 1,516,483 1,634,0¢8 1,386,605 1,431,982 1,381,392 1,466,455
1578 1,818,523 2,016,461 1,348,106 1,321,685 1,479,68¢ 1.644,27)
1980 1,876,444 1,931,702 1,581,114 1,504,479 1,466,710 1,770,330
1981 2,320,091 2,337,752 1,928,312 7,037,079 1,648,781 2,159,943
1902 7,642,045 2,709,379 2 103,885 2,J41,691 1,900,261 2,058,779
Parcentage Change
1874-1478 k[ i} s 6 41 411
1978-1982 43 42 34 k| 28 29

Epurce: CAB

&0
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4.B.1a and b also show the percentage change in RPMs between 1574 and
1978, and 1978 and 1982, The RPMs for major airlines had greater
increases before deregulation than after. In fact, during August and
September, there was no change between 1978 and 1982, The locals, for
the most part, have greater increases 1n RPMs in the period after
derequiation. The locals, then, have fared better and had greater
Increases in RPMs than did the majors in the perlod since deregulation.

Another measure of productivity is the Passenger Load Factor
(PLF}). This {ndicates what percent of the seats available were sold and
utilized. The higher the PLF, the more productive the airiine. Table
4.8,2 shows the monthly lcad factors for majors and locals between 1974
and 1982, Load factors increased in 1979, the year after the Act went
into effect. As the economy weakened fn 1980 and 1981, the load factors
decreased significantly for the majors, especially in April of 1980,
down from 73.4% in 1979 to 5B8.3% in 1980. Load factors remain about the
same Tn 1981 and 1982 for both locals and majors. Locals again seem to
be profiting from deregulation more than the majors. The
prederegulation load factors for locals were quite low, dipping as low
as 45%, The locals had load factors below 55% for 33 months between
1974 and 1977, while the majors load factors were below 55% for only 24
months in the same pericd, After 1978, load factors for the locals fell
below 55% for only 11 months, and 9 months for the majors. Load factors
for 1983 continued to impreve by at least 5% over 1%82,

Table 4.B.3 shows the aggregate Available Seat Miles {ASMs} and
RPMs for 1971-1982, In order for the airlines to reach peak efficiency,
ASMs should equal RPMs, The airiines would be providing the correct

amount of seats for the same number of paying customers. Befeore



Table 4.8.2: Monthly Fassenger Load Factorr for Major and Local Alriines,
1974-1982
Manth

Majors dJan, Feb. Barch April May June July  Aug. Sept. Dct. Hov. Bec,
1974  &h.6 W4 E9.0+ S9.E &E.E 50,2 57.4 &3.0 WA 51.7 4G.F7 B1.%
1976 48.3 4B,& f3i, & 51.E 51.9 &E.7 =8.?2 $£3.3 E2.) E4.6 53,1 EE.9
176 54,1 &3.2 H4.9 87,5 &5,5 ED.? BO,1 &1.2 G51.5 G3.2 G2.6 55,2
1677 §3,%Y 51,5 ES.E 5B,1 54.1 57,7 59.% B1.7 63.1 54,9 £3.8 52.5
1976 §5.0 %55.3 #$l.4 59.F7 ©2.7 &Y.4 HK7.9 70.8 5B.D 5.9 57.4 5H.2
1978 L6, §9.3 EE,3 7A.4 EB.I 69, E7.7 HB.4 S52.2 6B.4 E59.) EL.B
1980 &3.7 K5.4 &2.00 &B.3 56,5 E1.,9 60.7 &5.0 53.4 56,9 54,31 E7.H
198] =29 530 G556 G669 &C,1 GBA4 EA,3 &7.0 GS5E& 580 536 51D
t982 £4.5 S55.7 €1.6 61.3 S5B8.7 WA E2.4 62,4 52.A 55,6 55,6 G5B.E
Locals

1974 E1.0 KA 56,1 57.3 B4.4 57,0 53,5 55,6 WA 49 B 46,5 449
1975 45,0 46,0 &p,7 49,0 ED.4 54,6 53.0 57.8 49,6 83,0 51,1 57.7
1976 50,0 50.6 5E.0 54.6 52,4 55,1 654 55,8 5.3 s52.5 £51.7 5.5
1977 45,7 49.4 52.4 53,4 52,6 G5, 7 B&,9 7,7 53,1 S54.4 %45 BE7
1978 53,1 63,2 E9.5F EP.4 BO,5 B4.7 G2.1 H4.9 57.2 56.9 SE.6 56.0
1919 Ri,7 54,7 53.8 &67.6 bHA.1 H4.2 E2.0 63,8 53.0 4.4 522 B2
1930 3.4 G558 E9.0 E6.1 KE7.D A0.0 60.3 55,8 56,8 56,3 5.1 6l1.4
1381 G5 50.6 62,9 H2.6 61,4 Bg.6 E63.?2 65.) 5%.2 60,5 KJ.B 589.2
1982 hi,6 h3,3 5F.7 59.85 5B.8 Wk 1.8 67.3 55.1 S54.8 55.8 SE.6

Source; CAR

AIR CARRLER TRAMSPDRTATION STATISTICS

71



7z

Table 4.B.1; Total Certificated Domestic Available Seat Miles and

Year

1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1881
1982

Revenue Passenger Miles, 197]1-1982

Avaflable
Seat Miles

279,823,351
287,418,092
310,597,107
297,004,332
303,006,243
322,820,561
345 566,005
368,750,530
416,126,429
431,166,439
424,897,230
438,956,310

Average RPM/ASHMs

1973-1977-
1978-1982~-

Source: CAB AIR CARRIER TRANSPORTATION STATISTICS

.56
.60

Revenue

Passenger Miles

135,657,702
152,406,702
161,957,307
162,917,241
162,810,057
178,987,543
193,218,837
226,781,368
262,023,375
254,179,944
248,887,801
259,037,643

RPMs/ASMs

A8
.5
.52
.55
.56
.55
.56
.61
.63
.59
.56
.59
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deregulation, airlines were forced to keep unprofitable routes if these

routes were deemed necessary by the CAB. After deregulation, airiines
had more ¥freedom.in deciding to drop routes which were not providing
enough customers. The new freedom should allow the airlines to make
their own decisions as to how many seats to offer. The closer to 1.0 is
the RPMs/ASHs ratio, the more efficient the airlines. The airlines have
proportionally improved the relationship between RPMs and ASMs, The
average ratio for 19768-1982 is .05 higher than the average for the
previous five year period, 1973-1977. They have been able to provide a
closer match between the number of seats offered and the number of paid
seats. The airlines might not be able to take full credit for these
improvements, The Traffic Controllers 5trike forced the Federal
Aviation Administration to curtail traffic in twenty-two of the
Targest markets to provide for safe travel, The alrlines were not able
to offer as many fiights to these airports as they may have wanted to.
Another measure of productivity is the numher of hours planes
spend in the air.* The mare air time, the more efficient the use of
equipment. Tabte 4.B.4 shows the number of hours different airlines
utilized their airplanes. These particular airlines are investigated
because thay existed before and after deregulation, to aliow for
comparison. The majors spent the most time in the afr 1n 1979 and
decreased steadily througk 1982, This could be attributed to both the

recessions and the Alr Traffic Controllers Strike which curtailed the

* Revenue Hours are used to measure the number of hours airplanes spend
in the air. These are hours where there are paying customers on board
the airplane. Hours spent testing and transporting afrplanes without
customers are not 1ncluded.



Tabie 4,B.4: Number of Hours Arplanes Spend in the Alr, a5 measured by Total
Afrcraft Revenue Hours, by Adrline, 1976-1982

Majors 1976 1977 1978 1979 1980 1981 1982
United 137,167 786,621 855,000 791,696 935, 028 BO4 140 723,530
American E74,107 GSBB.Z6l 605,887 647,709 541,082 %B3,385 S566,A%4
Delta 514,480 BJ2,B3f 565 O6H GO6,38) 636,197 654,044 627,803
Ecstern 581,267 607,01 617,265 639,52¢ 663,218 &B5 069 623,484
THA 466,407 464 443 AB5 377 43 447 447,455 371,422 115,967
Wertern 194,515 216,188 219,166 225,062 215,312 173,140 177,761
Braniff 204,417 214,463 244,752 301,948 267,624 197,543 127,758
Continentat 172,177 161,710 193,165 220,742 270,562 171,997 195 431
Hatipnal 92,098 155,005 161,873 169,044 53,578 (T HA
Northwest Z12,546 714,226 149,288 183,895 219,168 215,360 195,431
Fan Am 124,861 121,185 122,782 121,420 140,606 171,087 144,055
Locals

Aliegheny 209,010 24,166 224,472 233,62) 237,297 238,423 251,093
Hughes o5 258 105,439 114,108 129,336 JOG,061 385,500 354,559
Frantier 120,423 130,973 136,849 161,987 159,527 155,133 146,753
Morth Centra) 104,238 106,787 112,237 111,520 NA HA R
Ozerk 88,821 91,671 97,052 106,353 76,185 94 850 97 BD6
Piedmant 101,464 105,711 107,842 112,B00 122,995 130,925 1dd,i7}
Texas Int. 0,018 69,859 77,503 88,847 101,069 1,658 03 £00
Southern 77,672 78,006 92,373 B4,TAE WA Wk Kk

Source: CAB AIR CARRIER TRANSPORTATION STATISTICS
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number of flights allowed in and ocut of twenty-two major airports.
This pattern does not apply to the locals. Allegheny (now US Air},
Hughes, and Piedmont continued to expand their ARHs. Ozark and Frontier
match the major's pattern, while Texas Internationa) peaked in 1980, but
again showed improvement in 1982, The locals have again shown better
performance than the majors since deregulatfon.

Seating density 1s a way 1n which alriines can control their
efficiency. By placing more seats in each plane, they have the capacity
to carry more passengers without adding mere aircraft, Seating density
can be measured by avaiilable seats per aircraft mile (Table 4.B,5) or by
seats per afrcraft (Tabie 4.9.6). Both of these are quite similar and
show small Tncreases Tn the number of seats per airplane since 1978, In
the ten year period, 1971-1981, majors added about 50 seats per fifght,
only seven of which were added after deregulation. The change in the
number of seats locals average per aircraft has been even smaller, only
six. There was an 8% change in available seats between 1974 and 1978,
and & 10% change between 1978 and 1982, Seats have been added, but the
airlines do not seem to be relying on added seats per airplane to make
their cperations more efficient and productive.

The final part of our discussion of productivity and efficiency
deals with profits and losses incurred by the airline industry. Table
4,8.7 displays operating profit margins and rate of return on
stockholder's equity as measures of profitability. Data from 1957 are
used to detect whether the current downturns in profitability are due to
business cycles or can be attributed to the ABA. The majors have not
had as many negative operating profit margins in the twenty years

preceeding deregulation as they have had since the Act went into effect



Tabte 4.B.5: Seating Density as measured by Available Seats Per
Aircraft Mile, 1970-1982

Year Seats Availble Percentage Change
197D 110.4

15871 i15.3 4%
1972 118.1 2
1973 123.8 5
16974 127.7 3
1975 132.6 4
1976 13z2.4 0
1977 136.2 3
15978 138.7 2
1979 138.5 1
1480 142.5 2
1981 152.2 6
1982 154.5 2

Percentage Change

1974-1978- 8% change
1978-1982-11% change

Source: CAB AIR CARRIER TRAMSPORTATION STATISTICS
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Table 4.B.6: Average Seating Density (Seats Per Aircraft), 1971-188]

Year Majors Locals
1971 158,09 6.9
1972 177.9 97.9
1973 182.7 98,1
1974 186.8 98.0
1975 192.2 08,1
1976 192.6 08,9
1977 195.4 99,2
1978 202.9 99,7
1979 206.4 102.3
1980 207.5 105,7
1581 209,1 10K.9

Source: CAB
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in 1978. They have had negative operating profit margins in 1979, 1980,

1981 and 1982. They also had negative rates of return an stockholder's
equity tn 1981 and 1982. The locals agatn have fared much better than
the majers in the deregulated environment. The locals had a very
difficult perfod between 1967 and 1971. 1974-1978, with the exceptian of
1975 were quite profitable for the locals. The deregulated market has
not been as lucrative as the pre-deregulation period, but 1t has been
profitable for them. The locals have been able to maintain eperating
profit margins above 4, unlike the majors whe have reported losses.

Table 4.B.8 presents the operating profits or losses of domestic
passenger service from the beginning of passenger service in 1938,
Again, the data are reported from 1938 to determine if the current
prafit/loss situation is cyclical ar due to the factors which have
occurred since 1978. As discussed earlier, 1942-1945, the war years were
vary profitable for the airline industry. Losses occur after the war in
1346 and 1947. There 1s a return to profitability in 1948 and it
continues until 1957 when profits faii, Any cycles that might occur
would be easier to see in graphic form. {See Figure 4.8.1} It is
doubtful that the huge losses suffered by the airline industry could be
attributed simpty to a busfness cycle. Profits should have turned
upward in 1980 instead of a continucus loss slide. Indeed, the airline
industry has never suffered such large losses fn 1is forty year history
as it has since deregulatfon. It had been a very stable, profitable
industry. However, 1983 looks to be profitable for the airlines.

tven though RPMs have increased over those before deregulation,
the industry has stili suffered huge losses. They may be free to
control their own profitability since deregulatfon, but they have not
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Table 4.8.7: Operating Frofit Margins and Rate of Aeturn on Stockhoider's
Equity for Domestic Operations of Major and Local Adrlinmes, 1857-

1982
Trunks Locals
Cperating Rate of Return pr Dperating frte of Return on
Year Profit Margin Stockholder't Equity Profit Wargin Stockholder's Equity
1957 3.0 4.8 -0 % ~11.4
1956 6.3 1.7 1.7 10.7
1959 5.9 9.6 0.5 0.5
19ED 1.5 0.0 1.5 14.8
1961 -0.5 -5.2 5.1 21.1
1962 d.3 1.3 6.5 15.2
1963 5.3 1.9 5.3 12.1
1964 10,6 17.1 B, 7 16.3
19635 1Z.8 21.6 5.2 18.13
1966 12.4 12.2 6.7 12.7
1987 9.3 11.1 0.2 -4,4
1966 6.4 6.3 -1.H «28,8
1559 5.5 4.7 2.9 =711.3
1570 0.1 -4.5 -1.2 »63.3
1821 3.4 1.6 1.5 -1.4
1972 5.8 6.6 5.6 B.5
1923 4.4 5.0 6.0 i12.8
1974 6.5 10,5 1.3 i.1
1978 0.4 -2.1 2.3 0.5
1976 4.0 A5 £E 16.0
1977 .8 11,2 5.8 27.4
1978 5,5 17.7 6.3 0.2
1979 0.4 3.4 1.6 4.3
159682 =1.1 4.7 4.5 8.3
158] 2.7 -3.7 i.8 6.7
1581 0.1 B.¢ 6.6 15,2
1g82* -4.5 ~18.1 4.1 1.9

*1Z months endad Jumae 30

Source: Fore 4] and Faderal Trade Commission Quarterly Financial Report



Table 4_B.B: Operating Profit or Lpss, Domestic Passenger Service, 1938-1987

{3000} .

Tmar Frofit/Loss Year Profit/Loss
1936 -1,018 1965 443,431
1839 4,556 1366 470,697
1940 5,974 19367 410,978
1941 7,388 1366 308,111*
1942 26,531 1969 373,749
1943 21,403 1370 Z,510
1344 36,413 197} 25&,18])
15945 34,084 HL: 2 451,300
YE =5,009 1973 433,195
1947 =21,278 1574 85,035
1948 3,024 1975 117,279
49 e, 453 1878 £74,54]
1950 62,859 1977 656,510
¥951 105, 504 1378 1,017.94]
1952 01 637 1979 179,433
1953 87,510 1480 -5, B52
1954 101,912 1981 -263,032
1355 124,052 1582 -5675,092
1856 101,457

19567 4}],255

1958 §7,611

1359 105,784

1950 37 Ban * 1936-1958 Data compiled on 48 state basis
1961 1,257 1965-1902 Data compiled on 50 state basis
19562 89,965

1963 142,643

1964 316,702

Source: CAR
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been very successful at these attempts. Evidently, the industry was not
nrgpared for the competitive marketplace, This generalizatfon has not
been true for the locals hewever. Deregulation has been very good for
them. In Table 4.B,9, profits are broken down between majors and locals
from 1970 through 1982, Although the locals suffered a loss 1n 1980,
they did show profits in 1981 and 1982, The locals seemed to be much
better prepared to respond to changes in the environment.

Summary
As Calculated and Preferred impacts, both Revenuve Passenger Miles

and Passenger Load Factors have increased 1n the deregulated
environment. The Airlines have substantfal control over their
efficiency and profitability. They appear to have become more efficient
as indicated by the ratio of Revenue Passenger Miles to Available Seat
Miles, but they have not been able to achieve profitability under
deregulation, This is the case particularly with the major airlines.

Some suprises which were Uncalculated, Preferred impacts include the

putstanding performance by the local service airlines. Thers were
greater increases 1n RPMs and PLFs than the major airlines had during
the same period. These smaller airlines made profits even when the
majors were Tncurring huge debts.

These large debts were Uncalculated, Nonpreferred results of the

ADA, Since deregulation was to give alrlines more decision making power
over profitability, it was believed they would make ratfonal decisions
teading to prafits. Instead, we see a situation where the majors feit
prassured to meet the low prices offered by the new airlines, teading to
price wars which in turn plunged the major airlines into ever deepening

debt. Although RPMs rose, they did not rise as fast as they had in the
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Table 4.8.9; Profit or Loss for Domestic Operations of Major and Local

($C00)
Year

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1940
1981
1982

Source: Yarious issues, AIR CARRIER FINANCIAL STATISTICS

Alrlines, 1970-1982

HE,IQI"S

16,737
209,527
434,059
414,683
680,004

93,796
470,974
517,212
835,931
-65,086

241,214
113,667
-728,542

Locals

-8,798
28,886
52,641
63,730
100,373
30,295
90,470
129,412
144,976
130,436
-1,755
1,271
53,917



same time period under regulation. Rising fuel costs and economic
recessions created 1ess than optimal conditions for the airlines to

respond to 1n the deregulated environment.

84
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C: GROWTH AND RESPONSE TOQ DEREGULATION

The ADA was designed to generate growth within the airline
tndustry., The CAB tightly controlled access to the industry, making 1t
very difficult to gain entry. The CA8 determined which carrier served
each route. Route decisians were made by cansidering proposals
submitted by the different airlines. The Board toock the carriers'
financial situations Into consideration when making route decisions,
attempting to strengthen the weaker airlines. The quality of past
service was also taken into acceunt. A new airline would not have any
prior service to prove itself, so they were not considered., The ADA
tzkes route decisions out of the hands of the CAB and places it in the
hands of the airlines. MNew airlines do not have to receive approval
from the CAB for specific routes. The new airlines must meet certain
safety requirements and use sound businass practices before being
certificated, Table 4.C.1 shaws the number of new certi{ficates granted.
Intrastate airlines are those airlines which operated only within
certatn states (California, Texas, Florida, Alaska and Hawaif), and as
such were beyond CAB control. Part 298 airiines were commuters, whose
service was 1fmited to small aircraft (15-20 seats maximum until 1972,
and 30 seats until deregulation when it was raised to 60 seats {Graham
and Kaplan, December, 1982, p.42}). All-cargo airlines flew cargo
rather than passengers (e.g., Flying Tigers and Emery) and supplemental
alrlines were those which flew charters {e.g., World Afrways). Between
1978 and 1982, a total of eighty~nine airlines were certificated. This
more than doubled the number of certificated route carriers in 1977.
Although certificated, many of these afrlines did not begin service or

have atready gone out of business {see Table 4.F.3).



Table 4.C.1: Newly Certificated Airlines, 1978-1982

Year New
1978 4
1979 0
1980 5
15981 15
1982 190
Total- 8%

Source: CAB AIR CARRIER TRANSPORTATIOH STATISTICS

Forier
Intrastate
Afriines

=N N =Y

Formar
Part 295

Former
All=-Largo

Former
Supplementai

86

7
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14
10

= 00RO
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Table 4.C.2: Stations Opened and Statiens Closed, 1978-1962

Years

1578-1979
1979-1980
1980-1981
1981-1%82

Totals

Saurce: CAB

Stations Opened

357
369
Ja4
526

1,636

Stations Clased

199
400
254
319

1,172

B7
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Table 4.C.3: Humber of Aircraft in Service, Humber of Certificated Route
Carriers, 1968-1982

Afrcraft

Number of Afrcraft Number of Certificated per
Year in Service Route Carriers Carrier
1968 2,406 38 63.3
1369 2,610 39 66.9
1970 2,564 39 65.7
1971 2,534 37 68.5
1972 2,519 38 66.3
1973 2,492 35 71.2
1974 2,412 34 70,59
1975 2,434 35 69,5
1976 2,527 37 68,3
1977 2,441 a7 66,0
1978 2,545 37 68.8
1979 3,609 47 76.8
1980 3,805 58 65.6
1981 3,974 86 46.2

1582 4,117 98 42.0

Source: CAB
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Another {ndicator of growth 1s the number of new stations opened
and exfstfng stations closed by the airlines. The ADA ot only allowed
entry freedom, but also exit freedom. Airlines were given more freedom
in abandoning routes they felt were unprofitable. If more statfons have
been opened than closed, the industry has grown, Table 4.C.2 shows that
between 1978 and 1982, 1636 stations were opened while 1172 were closed.
The industry has grown by opening 464 stations more than they closed.
There may have been more openings and closings, but the Professional Air
Traffic Controllers Organization's [PATCO) strike in 1981 caused the
Department of Transportation (DOT) to 1imit the number of planes into
twenty-two of the busiest afrports. [f a rﬁute was abandoned, the DOT
gave the slot to another airlipes. Many airlines held on to slots
rather than lose them. This made 1t difficult for new airlines to gain
access to the larger airports.

The airline industry has also Increased the number of ajrcraft it
has in service., Tha number of afrcraft changed very little between 1968
and 1978, It was only after deregulation that the number {ncreased frﬁm
2,545 to 4,117. Table 4.C.3 also shows the actual number of airlines in
operation during the years shown. The number of planes per airline has
decreased from a high of 71.2 1n 1973 to 42.0 in 1982, This would
indicate that the new entries are operating with fewer planes than was
the case with alirlines before deregulation.

Avaflable Seat Miles [ASM}, Revenue Passenger Miiles (RPM}, Revenue
Passenger Enplanements (RPE), and Average Number of Seats per Plane
{ANSP} shoutd all fincrease with deregulation. Tables 4.C.4 and A.C.5
examine each of these {ndicators down by airline for the period between

1976 and 1982, showing the percentage of growth for each. Once again,



Table 4.0.4: Percentage of Growth Based on Twelve Honth Aversge Data for

Majars

Anerican
BraniFf
Cortinental
Delta
Eastern
Hatignal
Horthwest
Thik
United
Western
Pan Am

American
Braniff
{ontinental
Dalta

Eastern
Kational
Northwesst
Tk
Unmited
Western
Pan Mm

American
Erani ff
Cantinental
Dalta
Eastarn
Northwett
Tilk

United
Wastern
PFan Am

Major Afriines, 1976-1982

March '76-'76 March '78-'79
Enplane- Enplane-
ASHs  Seats HAPMs menits ASM: Seats  RPMs ments
E.1 8.0 9.3 B.6 9.7 2.9 16.2 15,5
19.3 3.1 18.3 15.8 1%.9 .8 26.2 19}
12.3 3.1 15.3 6.7 11.0 1.5 16.9 1.8
14.8 4.5 15.6 18,5 11.3 3.5 20.6 19,0
7.7 B.5 14.6 15.0 10,0 E.7 23.6 20.3
40,2 1.4 44,9 210 n.9 5.1 14.0 LI |
B.B 1.8 16.1 17.3 strice affected
4.8 2.8 10.% 10.7 6.0 4.5 11.2 136
15.B 2.6 23.2 12,5  16.8 4.0 76,8 0.4
6.0 7.3 0.5 18.1 6.8 5.7 20.1 17.0
4.4 E1 3.1 130 -11,2 &.B -z.8 3.2
March '79-8¢ March '80-*A1
5.6 1.5 8.} .7 &9 2.3 -13.9 -6,
11,6 .1 1%.% 14.9 -z7.0 0.5 -26.1 -2l.]
2.0 -84 -1.4 -1.3 «J8.1 a.7 =200 -12.%
a.0 k i I 7.4 5.0 1.6 -5.0 -g.1
9.6 1.% 1.5 0.9 1D.% 6.3 2.8 «10.7
«¢b.1  -3,6 -24.0 -3z.0 merger
£2.6 -l B7.) 7, .5 -3.0 -1.5 3.8
11,5 6.1 11.7 0.4 -~12.8 7.2 =167 -1E.9
-12.4 =0.7 -14.0 2.7 13.6 2.7 3.2 -B.5
«]11.9 0.3 -B.1 0,2 -8.7 5.9 =-13.6 -17.8
2.6 -35.3 137.9 155.4 6.7 0.5 -11.7 -9.5
March "81-*82
53 1LY 2.5 6.3
-5.B B.0 -1.7 6.3
g.8 €.9 A5 8.6
£.9 2.7 =3.0 |
3.9 1.1 1.2 =33
2.5 0.7 -%.1 =b.b
10,1 £.0 -6.8 8.1
-2.4 8,7 =-4.1 «3,4
0.9 -0.B -7.7 -5.7

11,2 3.1 -12.7 -18.6

Source:CAE ALR CARRIER TRANWSPORTATION STATISTICS

a0



Table 4.0.5: Parcentsge of Growth Based on Twelve-Honth Average Data for
Lozal Seryice AirFlines, 1976-1982

Harch '7E-'78 March '78-'19
Enplane- Enplane-

Locats ASM: Seats @PMs ments ASMs  Seats RPMs menLs
Alle?heny 6.7 1.1 1.2 1as 5.0 0.4 15.7 il.4
fUSA
Frﬂntier 23.8 5.4 0.9 %8B 223 5.1 Z}.8 12.1
Hughes 4.9 g.7 42.1 3.4 13.,}) -0.B 18,2 14.4
Hnrth Lentr2l 24,3 14.3 24.7 0.1 .1 1.9 41,3 26.9
Czark 21.6 0.1 27.8 19.1 17,0 3.z 27.} 13,9
Pledmont i5.7 £.3 19,1 15.5 1.3 4.9 116 12.9
Southern 21.0 B4 21,2 6.6 22,7 -1.1 .} 18.4
Texas Inter- 354 7.6 694 54.4 700 6.4 297 1.6
natiana?l

March '79-'R0 March 'BD-'B}
A119?hen; 19.3 B.1 4.6 9.1 5.4 5.4 ¢.2 -2.6
fUSA
Frantier 25,3 0.3 2.7 0.9 1.7 4.0 0.8 -8.1
Hughes 2.3 &8 27 -18.2 marger
Worth Lentral ~B.7 7.1 -GE.5 -59.4 mETGET
Ozark -2.5 14 20 b 6.0 5,7 -D.1 -5.¢
Pigdmant b . B P S i6.4 26.7 8,1 2.8 7.3
Southern =711 2.2 .7 712.1 Derger
Texas Intar- 40,5 8,8 34.! i2.4 -1.7 2.0 =2.5 =D
national

Harch ‘Bl-‘B2
Alie?hpny 6.0 2.7 0.6 -4.3
{ISA
Frontier il.8 48 15.2 3,2
Dzark 18.2 e 198 7.2
Fledmont 22.1 6.2 2.8 76,6
Texns Inter- .4 85 4D -j2.8
nttional

Source: CAR AIR CARRIER TRAMSPORTATION STATISTICS
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we see the differences in performance between major and local atrl{nes,
In 1982, while a1l of the majors were flying less, all of the locals had
growth in avallable seat miles, All but two locals had growth in
enplanements, while only two majors showed growth in enplanements for
the same period (e.g., Amerfcan and Continental).

It would appear that although the majors have fewer RPMs, the RPMs
are faliing at a slower rate than enplanements. According to Meyer, 1f
the RPMs rise faster than Revenue Passenger Enplanements [RPEs),
passengers are flying longer distances. Table 4.C.6 shows that between
1978 and 1982, RPMs rose 13% while RPEs rose 72. It would appear then
that passengers are taking fewer but slightly longer trips.

The longer the trip, the less expensive become the per mile costs.
The most expensive part of the trip are the take-offs and landings
because of the fuel utilized, MWith the new freedom ta enter and change
routes, airlines may have responded by making their routes Jonger. This
would utilize equipment more efficfently. Table 4,C.7 shows fifght stage
length percentage growth or how the length of trips has changed. Ali of
the airlines, except Pan Am, have increased its flight stage lengths.
Pan Am has been engaged in a major reconfiguring of its route system,
The main focus remains ¢n their international operations, buet Pan Am is
attempting to attract customers on their domestic routes which are
scheduled to serve the airline's international flights. Even though
their flight stage Vengths have declined, Pan Am's are still the Jongest
of 211 of the airlines {964.7 miles). Agafn, the locals have shown the
greatest change. Before deregulation, the locals were forced to serve
the smaller markets in specific geographical areas, Their Average Stage

Lengths (Table 4.C.8) were quite short, sometimes six times shorter than



Table 4.C.6: Total Domestic Fevenue Passenger Miles and Revanue Passenger

Enplangments, 1970-1%82

Revenue
Passenger Enplanements
(000

Revenus
Passenger Miles

Tear 60
1970 104,146,807
1971 106,434,408
1972 118,137,978
1573 126,317,314
1974 199,731,042
1575 131,728,389
1976 145,271,282
1877 156,605,249
1976 182,665,424
1979 208,890,584
1580 200,086,577
198] 196,714,765
14982 204,577,677

Percentage Change
Year RFMs : EPE;
1978-1979 121 131
1979-1980 -4 =7
1980-19561 1} =3
1981 -1982 LS k]
1978-198¢ 113 7

Source: CAB AIR CARRIER TRAWSPDRTATION STATISTICS

153,662
156,195
172,452
183.272
103,724
186,746
206,279
227,263
253,960
292, 70D
272,711
265,304
273,494

93



Tahle 4.C.7: Flight Stage Length Percentage Growth, 1976-1982
March March March March  March

Malors 76-78 78-7% 79-80 80-B1 8i-82 Total
American 0.2 5.2 11,7 3.4 -1.0 19,5
Braniff 7.6 4.3 7.6 -1.9 0.3 17.9
Continental 4.4 5.5 8.4 1.5 1.9 22,1
Delta 3.5 1.4 5.1 6.0 1.9 21.5
Eastern 0.4 -0.4% 4.2 B.3 4.1 16.9
National 20.8 13.4 19.7 merger 63.9
Northwest 0.1 3.7 ~0,6 -0.8 5.6 8.0
TWA 0.5 ~0,9 4.0 «2,7 1,1 2.0
United 0.6 5.5 11.8 15.1 -1.4 31.6
Western 5.1 -0.6 0.0 5.5 -0.5 13.5
Pan Am -18.6 =18.6 =-13.2 3.0 9.6 -38.8
Locals

Allegheny 2.5 5.3 1.4 5.0 7.8 39.0
(USATr)

Frontier 11.8 8.8 11.0 11,0 14,9 58,0
Hughes 13.2 11.9 27.4 merger 62.5
Morth Central 7.3 10.8 14.3 merger 2.4
Ozark 13.7 9.9 21.0 10.4 16.1 71.1
Pigdmont 6.2 9.0 22,6 14.9 9,0 6l.7
Southern 6.8 14.8 7.0 marger 28,6
Texas Inter- 21.8 17.3 2h.6 ~0.4 14.7 79.0
national

Source: CAB AIR CARRIER TRANSPORTATION STATISTICS



Table 4.C.8: Average Domestic Stage Lengths 1n Miles for Major and

tocat Airlines, 1978-1982

March
Majors 78-79
American 778.7
Braniff 533.5
Continental 627.4
Delta 451.3
Eastern 487 .7
Hational 6b2.1
Horthwest §76.4
TWA 762.1
United 705.0
Western §20.6
Pan Am 1,137.1
Locals
Allegheny 248.5
{USAir)
Frontier 237.4
Hughes 302.0
North Central 157.0
Ozark 204.8
Piedmont 186.5
Southern 215.3

Texas Inter- 317.0D
national

March
79-80

880.0
574.
682.
474,
508,
192,
572.
792,
788.0
620.7
986.7

o =l ol

294.3

263,6
381.5
178.5
247.8
228.7
230.3
398.3

March
80-B1

904,56
563.6
692.7
503.1
550.1
merger
5EB.3
711.2
906.9
655.1
880,5

3&9.1

2583.1
merger
merger
273.6
262.7
merger
356.8

March
a81-82

900,%
565.5
706.2
528.4
572.7

600,.4
779.8
894.1

652,1
964,7

3.1
336.7
317.7
206.4
452.7

Source: CAB AIR CARRIER TRANSPORTATION STATISTICS

95



96

those of the major airlines. Locals stf11 lag behind the majors in
their average flight stage lengths, but they are gaining

Since the afrlines are flying longer routes, thedr utilization of
aircraft also should rise. The more aircraft are used, the more
efficient the response to deregulation. The utflization of aircraft
rose to 10.3 hours per day 1n 1979, but 1n 1981 fell {0 9.2, which it
was 1n 1973, The atrlines are not using their equipment for longer
periods per day (Table 4.C.9). The constraints of maintenance and
safety may not allow for more utilization of aircraft.

Route Networks

As Graham and Kaplan point out, the afriine's strategfes for their
networks has depended upon their status before deregulation. The
establ{shed airlines have concentrated on creating hub-and-spoke feeder
networks. The local service airlines have expanded into Vonger-haul
markets and the new entrants have concentrated oa point-to-point service
in the major markets.

Aimost atl of the major trunks terminated service to small cities
to reorganize their operations into hub and spoke netwarks, The
regional airlines Tike USAfr, Piedmont and Republic, are also following
this trend. Piedmont 1s establishing {ts hubs at small to medium
markets: Charlotte, North Carotipa, Pittsburgh, Pennsylvanfa, and
Baltimore, Maryland, It also is providing some point-to-point service.

The hub-and-spoke network has several advantages; the airlines
feed through a central hub. The passenger usualiy remains on the same
airline through to final destination. Airlines cannot offer pofnt-to-
point service to all cities with their 1im{ted numbers of airplanes.

With hub-and-spoke, service can be provided to more points with fewer
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Tabte 4.£.9: Domestic Aircraft Utilization and Average On-Flight Trip
Length, 1971-1981

Aircraft Utilization Average On-Flight

Rates (Block per Trip Length

Year hours per day} {mi?e

1971 8.6 786
1972 8.6 792
1973 9.2 797
1974 8.0 795
1975 8.7 810
1976 8.9 819
1977 9.5 azn
1978 9.7 B37
1979 10.3 854
1980 9.6 884
Year ending 6/30/81 9.2 899

Source: CAB
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alrcraft. The afrline can then keep the passenger on line, rather than
letting another afriine take them to thefr destination, or more
importantly, the airlines "feed" their own continuing flights. Another
advantage of the hub-and-spoke system {15 that the ajrlines receives more
Tmmediate revenue than 1f another airline feeds passengers to them,
{The airline that the passenger Is ticketed on first receives the fare
for the entire trip. At a later time the airline of the connecting
flight receives payment from the originator airline. If a passenger
flies USAir to Pittsburgh from Ctfacinnati then changes to Delta to New
York, for example,then USAir receives the full fare and pays Delta
later.)

The regionals have been very successful with their hub-and-spoke
networks. These networks serve small and medium cities. (They are able
ta charge higher fares because there {s usually 17ttle competition on
these routes.) The larger afrlines are beginning to reconsider their
decision to pul) out of small and medjum ¢ities and have re-entered some
af these markets (United is re-entering the small hub of Manchester, New
Hampshire and will provide service to Chicago.}

The structure of the Industry has changed with the entry of new
airtines as well as with the swccess of the local aififnes. Domestic
RPMs for the major airt{nes have fallen from 87% in 1978 to about 80% in
1981. Local aifrlipes have raised their share fn the market from 9% to
12% and new entrants now have a 7.7% share of the market (Grabham and
Kaplan, December, 1982, p.53L
Summary

Impacts relating to Growth and Response to deregulation have been

posftive. Those which were Calculated include more than tripling the
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number of certificated airlines in the industry, increasing the number
of new stations served, increasing the number of aircraft in service and
in order to beceme more efficient, increasing the stage lengths flown.
The airlines have begun to rationalize their route systems, most by
using the hub-and-spoke methad of organization. And this has resulted
in more efficient use of aircraft and the ability of airlines to serve
more markets than previously possible using a point-to-point route
system.

Uncalculated, Preferred impacts again relate to the preformance of

tocal service airlines. These carriers have increased their ASMs, RPMs,
RPEs, and ANSFs. The perfermance of these smaller airlines was
uncalculated because it was feared that they would not be able to
compete with the large airlines with their established resources. As it
has turned out, it is the large airlines which have not responded well
to the deregulated marketplace. In sum, the ADA thusfar has resulted in
the complete reworking and reorganizing of the airlines route systems
which serve the United States, Most airlines are adopting hub-and-spoke
systems which allow them to serve mare markets by feeding passengers
Tnto central hubs to make connecting flights, rather than the pofnt-to-

point route systems utilized under regulation.
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D:SMALL COMMUNITY SERYICE

Routes serying small communities tend to be the Teast attractive
to the major atrlines. They are low density markets and therefore not
very profitable te serve with large planes, Before deregulation, the
CAB could force airlines to serve smaller communities, and the ajriines
were given subsidies far serving routes that 1ost money. Smaller
communities were served by large [and sparsely filled) aircraft in many
cases. After deregulation, the practice of using these larger alrcraft
by the major airlines became too inefficient and the major airlines
abandoned those unprofitable routes. Proponents of deregulation felt
that smaller airlines, flying smaller airplanes would pick up routes
left empty by the larger airlines,

This section will investigate the impact of the ADA on smalier
communities. Some communities are guaranteed air service through 1988
because they have been designated as "essential service" communities
(see Appendix B for specific communities). The ADA changed the way in
which subsidies for these essential routes are distributed to the
airlines. The Targer alrlines were allowed to abanden these communities
if a replacement was found. Another issue which 1s related to the above
discussion 1s the acceptability of smaller afrlines as replacements for
the larger airlines, These smailer airlines may have filled the air
transport servige gap left by the larger airlines, however, the
community may not find the smaller airplanes safe and acceptable,

Table 4.0,1 presents data relating toc the number of departures and
seats avallable per week by hub size. Large hubs have net substantfalty

Tncreased either departures or seats avaflable. The percentage change



Table 401
Category, 1977-1942
Hub Sire
Large Medium Small

Numter of
Lomounities
1977- 1900 d | k] 71

1961 23 37 Tl

1982 23 kT .1
Mepartures §51 week:
et 1, 197 57,877 21,315 13,686
Det. 1, 1978 &5, 750 20,147 15,358
bct, 1, 197% 68,415 24,528 15 524
Get. 1, 158D 64,513 gc. 363 14,403
Oct. 1, 158]  B],5M 21,862 13,256
Oct, 1, 1982 6L BDE 27,620 14,342
%Eggggéggg Change:

- 0T 2.8t 4,83
1577-1978 8.4 17.8 10.9
1978-1582 0 7.0 7.0
Avallable Seat: per Week:
tet. I, 19 5,760,367 2,120,114 1,157,428
Oct. 1, 1978 7,419,386 1,926,119 1,277,942
bet. 1, 1979 7,716,650 7,265,432 §,2)5,708
Oct. 1, 1980 7,249,524 2 036,635 1,137,123
oct. 1, 1981 hA wh wh
Ogt. 1, 1982 7.B12,346 2,465,008 1,143,262
Fercentage Lhange:

T3 51 14,03 1.2
1977-1078 B.l -1.Z 4.6
197@-19682 5.0 £1.8 -11.8

Spurce: CAB AIR CARRIER TRANSPORTATION STATISTICS

540,433
892,847
938,955
B37,112
B

8EE, 289
-6.52

-0.2
-3.1

Summary of Alrcraft Departures and Available Seats by Hub

Total

(3%
598
UL

120,598
126,593
137,843
127,330
122,650
133,834

L D
[T LRV ]
e

10,570,342

11,516,344

12,136,746

11,260,404
H

N
12,786,505
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ir departures from 1978 to 1982 was 0% and the change 1n available seats
per week for the same period was a mere 5%  Medfum hubs have increased
both seats and departures, departures rose 27% between 1578 apd 1982,
and seats rose 21.8% for the same period. Smail and non=hubs have lost
both seats and departures, -11,8% and -3,1% drop 1n seats, and -7% and -
5% drop in departures respectively. Medium hubs seem to be the
"winners" since deregulation. The airlines have been improving services
to these communities at the expense of the smaller communities. The
airlipes seemed to Increase traffic to all communities in 1979, the
first full year under deregutation. 1980 saw a drop 1n service to alil
hubs, due in all probability to the economic recession, 1982 shows
improvement in seats and departures for all of the hubs, with small and
non-hubs still below the level of seats and departures offered in 1977
and 1978.

About 70% of large hubs have increased both seats and departures
since deregulation. 5mall hubs have not fared well, with a 1ittle more
than a third increasing seats and departures and 42% losing both seats.
and departures {(Table 4,0,2). These data reveal nothing about the
quality of service. Those small communities tosing trunk or local
service may now be serviced by small commuter airlines. Hot only have
seats and departures decreased since deregulation, but the number of
seats per departure has also decreased under deregulation (Tabie 4.0.3).
This would indicate the use of smaller planes. As Just about anyone who
has flown these commuters can testify, they are not as convenient or
comfortable as the larger planes. Safety records of commuter airlines,
although improving, have not been as impressive as those of the major

and local carriers. The data in table 4.D.4 reveal that both small and
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Table 4.0.2: Distribution of Departure Changes by Hub Size, December
1982 vs. Decemher 1978.

Changes Number of Hubs

Departures Seats Large Medium Smali
Increase Increase 16 17 21
Increase - Decrease 1 & t0
Decrease Increase 4 2 5
Decrease Decrease 2 1 26
Total 23 35 62

Percentaae Changes in Distribution of Departure Changes by Hub Size,

Changes Percentages of Hubs
Departures Seats Large Medium Small
Increase Increase 69.6% 48.6% 33.9%
Increase Decrease 4.3 i7.1 16.1
Decrease Increase 17.4 5,7 8,1
Decrease Decrease 8.7 28.6 41.9
Total 100.0 100.0 100.0

Source: CAB
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Table 4.0.3: Seats Per Departure, December, 1978 vs, December, 1882

Hub Class De¢.1978 Dec.1382 % change
Large 111.3 117.0 5.1%
Medium 95.9 © 93.5 -2.5
Smal) 84.6 7.8 -8.0
Hon-hub 37.6 32.8 -12.48
Total 88.8 91.5 3.0

Sgurce: CAB



Table 4.0.4: Distribution of Departure Changes for Small and Non-hubs,

1879-198]

Change

1979

Increase
Ho Change
Decrease

Passenger Enplanements:

(miTTions}

1980

Increase
No Change
Decrease

Passenger Enplanements:

{mTT1{ons)

1081

Increase
No Change
Decrease

Passenger Enplanements:
{mi1Tions)

Source: CAB

Small

30
1
40

26.9

31
40

23.4

a5
30

20.9

Number of Hubs

Hon=hub Total
174 204
65 66
241 281
6.2 3.1
189 220
46 47
237 277
6.2 29.6
146 181
36 36
275 305
.7 26.6
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ren-hubs have had fewer enplanements since 1978. Some of the decreases
in enplanements can be explained by the general downturn in the
Tndustry, but enplanements at large hubs decreased 13% from 1978 to 1981
while medium hubs increased enplanements by 2%. The small and non-hubs
both had decreases in enplanements, 22% and 8% respectively, The
decrease in enplanements, especjally for small hubs seems to reflect
more than the downturn dug to the recession., The small hubs were the
most 11kely to have lost service by the majors. Non-hubs were probably
serviced by commuters before deregulation, and passengers have not heen
as affected by deregulation as those at small hubs.

Hot only are departures and seats declining, but many communities
are losing service completely. 7able 4.0.5 indicates that 2,371 markets
have lost single plane service between 1978 and 1982, while 1,818
markets have gained new single-plane service, 553 more communities
losing service than gaining it. The number of competitive markets has
shown a net increase. Deregulation has encouraged mare competition in
some of the smaller communities previously served by only one airline.

The impacts of the ADA on service to small communities have been
mixed and depend upon which experts one reads. G&Gary Dorman reports that
deregulation has improved the quality of air service to smali |
communities, He found that travel times have decreased by about an hour
for passengers using the small and non-hubs, He credits this to the
increased number of flights now offered by airlines flying smaller
aircraft, According to the data presented in Tables 4.0.1, 4.0.2 and
4.0.4, these increases fn the number of departures have not occured in
most of the small and non-hubs., Most studies have found that there has

been a net reduction in the quality and quantity of air service to most



Table 4,0.5: Changes fn Markets Recelving Single-Plane Service and
Competitive Service, August, 1582 i, Mugust, 1978

Humher of Markets

Kew 5ingle-pléng Service 1/ 1,8l8
Deletion of single-plane service 2/ 2,371
Ket Change 1n Single-plane markets ~553
Hew Competitve Service 1/ £a0
Daletiprn of Compatitive Service 4/ 283
Ket Change {n Competitive Markats 247

1 Markets with no single-plane service shown fn August 1, 1528 Official
SIEline Guide {OAG) but with one or mure carriers shown fn August ), 1962

2/ Markets with one or more carriers Shown &S5 providing Single-pline seryice
th the August 1, 1978 OAG but with no carriers shown in the August 1,
1982 QAG.

3/ Harkets with one carrier shown as providing stnple-plane service 1n the
s:gust 1, 197 OAG ard two or more carriers shawn in the August J, 1962

A7 Markete with two or wore carriers shown 23 providing single-plane service

fn the August I, 1576 OAG and anly ong carrier shawn in the August 1,
1982 OAG,

Source: CAB AIR CARRIER FIMANCIAL STATISTICS
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small and medium sized communities {Simat, Hellison and Eichner,
January, 1982, p.1 and GAQ, 1983},

Airline service is very important to small communities, as peinted
out previously In the discussion of Fares. Business firms look for
airline service as a prerequisite before locating new facfiities. Small
communities are at a disadvantage if they have lost service,
“Ehattanuﬁga for example, Yost several large industrial relocations when
a number of industries which were ready to move to the Lhattanooga area
indicated that, because of the decTining airline service offered, they

had decided not to locate in the area” (n/e/rfa topics, January, 1982).

Some communities have been guaranteed service through 1988,
Service is guaranteed through subsidies ta the airlines serving these
communities., Subsidies have a long history with the aviation industry.
At first airlines were subsidized for carrying mail. From 1961 through
1977, airlines were on a class-rate system. Subsidies were paid based
on a farmuta derived from the industry average performance. Carriers
were supposed to be rewarded for better than average perfnrmancé. The
CAB adjusted the system over the years and some of these incentives had
been blunted.

The ADA amended Section 406 of the Federal Aviation Act of 1958
which provided subsidies to airlines serving small communities.
Subsidies are now based on the needs of the community, rather than on
the total system needs of the carrier. The Act also stated that "any
point which was receiving or authorized to receive service by
certificated carrier when the Act became law {Oct. 24,1978) will receive
an 'essential’ level of service for the next ten years," {(CAB, AIR

CARRIER TRAMSPORTATION STATISTICS, 1978). ({Communities losing service
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campietely were not served by certificated carriers, commuters are not
cert{ficated.} Levels of subsidies paid under Section 406 and the new
Section 419 are outliped in Table 4.0.6. Subsidies declined markedly in
1582,

Table 4.D.7 1ists the airlines receiving subsidies. By 1982, the
alrlines receiving subsidies are predaminantly the newer airiines with
smaller alrplanes. These airiines have taken up the smaller routes,

. There are 319 communities covered by the Essentfal Air Service
IEAS]. Each of these communities is served by only one carrier {see
Appendix A for a list of essential service communitiesh, The guidelines
set by the EAS for these communities provide for sufficient available
seats at a 50% load factor to accomodate the nistoric level of passenger
enplanements, up to a maximum of eighty seats daily 1n each direction,
direct service to one or more hub airports and a minimum cof two well-
timed flights daily. If a carrier desires to terminate service to cne
of these communities, they must file a termination notice. A
reptacement must be found before the carrier can exit from the
community. If a replacement cannot be found, the carrier becomes
eligible to be compensated for any losses incurred while keeping service
at the levels required by the CAB, Carriers filing termination notices
are listed in Table 4.D.8, |

A recent GAD report has caoncluded that "the number of passengers
using ajr service at subsidized essential air service communities
decreased 50% since deregulation became effective 1n 1978, and unless
circumstances change, carriers are 1ikely to drop or substantially
reduce service to the subsidized communities when the program ends in

1988,* (AVIATION WEEK AND SPACE TECHNQLOGY, 13 June 1983, p.41}. The
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Tatled D.E: Subsidy Outlays for Service to Essential Seryice Communities,
by Sectfon {in thousangs of doilars}, 1970-1882

Fiscal Yesr  Section 406 Subsidy  Section 432 Subsidy Total

1970 35,548 36,545
1871 55,150 55,152
1572 62,677 62,577
1973 72,223 72,223
1574 13,362 73,362
1875 63,581 63,581
1976 71,303 717343
1977 %/ 79,767 79,187
978 73,549 73,595
1979 12668 380 73,045
158] 80,857 5,438 90,345
198} 96,433 13,827 10E,270
1982 15,562 18,667 £4, 248

*/ Fisca) Year change from twelve months ending June 30 to twelve months
ending September 30, 1976, not included.

Source: CAA Budget Estimates, Salarfes gnd Expense Payments to Ar Carrfprs,
Fiscal Years 1972-1982



Tahle 4.0.7: Alrlines Recedving Subsidies for Serving Essential

Coamunities, 1967-19682

1967

Alr West
Avlegheny
Bonanra
Central
Frontier

faka Central
Mohawk

Horth Central
Czark

P1edmant
Southern
Texas Int,
West Cpast
Alaskay Coastal
Cordova

Kodiak

Western Alaske
wWign Alaska
¥Wien Consolid.

1872

Allegheny
Frontier
Hughes

onawk

Horth Lentral
Ozark

Pipdmont
Southern

Texas Int,
Kodiak

Western Alaska
Wien Consolid.
Alaska

19468

Alr Nest
Adlegheny
Bonanza
Frontier

Lake Central
Mohawk

Horth Central
Dzark

Fiedmant
Sputhern
Texas Int.
West Coast
Alasia Coastal
Cordova
Kodiak
Western Alasks
Wien Alaska
Wien Cansolid,

1969

Ay West
Allegheny
Frantier
Mohawk

Hoprth Central
Orark
P{edmont
Southern
Texas Int.
Kodiak

Western Alaska
MWien Consolid.
Alaska

Alacka Int. + Terr.
Alaska Int. ¢ Terr,

1973

Allzgheny
Frontier
Hughes

Horth Central
Dzark

P1edmont
Louthern
Texas Int,
Kodiat

Western Alasks
Wien Consolid.
Alaska

1974

Allegheny
Frontier
Hughes

North Lentral
Dzark
Piedmont
Suuathern
Tenas Int.
Kodisk

Wen Consolid.
Alaska

{continued on neat page)

1970

Afr West
Allegheny
Frontier
Hughes

HMohawk

#orth Cantral
Diark
Fimdmont
Scuthern
Texnas Tnt.
Kodiak
Western Alaska
¥ien Consaiid.
Alaska

1975

Allegheny
Frontier
Hughes

Nerth Central
Orark
Piedmant
Southern
Texas Int.
Kodiak

Wien Consalid.
Alaska

11]

Spryige

1971

Allegheny
Frontigr
Hughes

Mohawk

Worth Central
Gzark

Fiedmant
Seuthern
Texas Int,
Kodiak
Nastorn Alaska
¥Wien Consalid,
Alaska

1975

Allegheny
frontier
Hughes

Morth Central
Qrark
P{egmont
Sauthern
Tesas Lnt.
Kodiak

Wien Consolid.
Alaska

Wew Englend Air Hew England Air



Table 4,0.7 cont.

1877

Ajr Midwpst

Afr New England
Frantier

Hughes Afrwect
Morth Central
Drark

Pledmont

Tezas Int.
Aasks
Kodiak-Western
Sputhern

Wien Air Alasks

1842

AMr Midwest

Mr New England
Frontier

Ozark

Pi{edmant

Alaska

Fodiak

Wien Afr Alaska
Republic

Aspen

Cascage

Mr New Englang Adr New England

}978 1978
Ar Hldwest
Frontfer Frontier

Hughes Afrwest Hughes Afrwest
Korth Lentral  HMporth Central
Ozarh Orark

Fiedmont
Sguthern

Pipdmant
Southern
Tepuas Int.

Alaska ®odiak+MWestern
Kodiak-Western MWien Alr Alasks
Wien Alr Alaska Republic

Migsitsippl Valley
Aeromech
Afr Rorth
Big Sxy
Cochise

Mid Sputh
Haw AF

Sky West
United
Westarn
Golden West

Mr Midwest

1580

AMr Midwest

Air ¥ew England
Frontier
Hughes Airwest
Worth Central
Dzark

Pledmont
sowthern
Alaska
Kodiak-Western
Wien Afr Aleska
Ajpen

Cascade
Mississippi Yal
Aeromech

Afr Horth

Big Sky
Lochise

Mid Soyth

Source: CAB AIR CARRIER TRANSPORTATION STATISTILS

1853

Afr Migwest
Ajr How England
Frantier
Hughes Afrmest
Marth Central
Drark

Pledmant
Sputhern
Maska

Kodiak -Westarn
wien Adr Alaska
Repubiic

Aspen

Lascade
Mississippf Val
Aeromech

Afr Horth

Elg 5ky
Cochise

Mid Sputh

Kew Air

Sky West
United

Western

1le



Table 4.00E: Points for which a Caerder Filed a 4010]] or 815 Termination
Hotfce to Receivs Subsidy Support to Continue 1ts Service

Foint

1. Mpana, M}

?. Athens, GA

3. Pakersfield, CA
4, Peckley, WY

&, Bluefield, wv
6. Clarksburg, WY
7. Clovis, KM

8, Cplumbia, M)

8, Elking WY
10.£1ko. KY
11.E1ly, N¥

12 .Gndsden, Al
13.Hagerstown, MD
I4.Hazelton, 7A
15.Hot Springs, AR
16, Lewt ston, M
17.Libersl, K5

18, Mynitowos, Ml
19.Henpminep, M1
20, Nerced, cA

21 .Morgantown, WY
22 Moses Laka, WA
23 .Maw Barn, NC

24 Nowport News, YA
25 . Horth Bend, OR
#6.Pendlzton, OR
7. PUIman, WA

2B, Roswell, NM
£9.52%em, OR

0. Sadishury, MD

3l.5%an Luis Cbisbo, CA

12, 5anta Rosa, LA
33 .5heridan, WY

34, Staunton, YA

35 5tockton, CA
J6.Wa11a Wrll2, WA
37 Wenstachee, WA
JB,Worcester, MA
35, Lake Charles, LA

Carrier

S1mmons

Atiantic Scuthesst
Golden Gate
Agromech
Aerpmech
Apromesh

Alr Midwest

Air Midwost
Aeromech

Golden Date
Golden Gate
Sputheast Commuter
Henson

Afr Pennsylvania
Ria

Cascade

Ar Midwest
S1mmons

S1omons

Golden Gate
Aeromach

Cascade
Mid-Scuth

Henson

Afr Oregon

Atr Orggon
Cascade

Afr Hidwest

Alr CGregon
Henson

Swift Adre
Westalr

MMr U5

Henson

Golden Gate
Eascade

Cascade

Bar Harhor

Texas Internetional

Source: CAB AIR CARRIER FINAKCIAL STATISTICS

Date Filed

2/30/51
21781
9/8/81
%£1/8]
g/1/81
/1781
B718/8]
8/16/81
3717780
9/9/81
9/9/8)
L EFLEL )
5/8/8]
5/17/80
B/l4/81
9/15/81
B/lB/8]
9/30/81
9/30/8)
7f16/8]
S/1/81
4/2/80
8/11/81
9718481
979781
979781
9/15/81
a/18/a1
945 01
8/8/81
9/9/8)
T/2E/80
9/11/81
2/8/8]
9/4/81
§/15/81
S/12/80
5/8/81
12/4/8]

1iz2
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report also observed that many of the communities requiring service
could nefther suppart service without subsidies nor actually requive
that service. Other communities needed service and could support
service, but had none,

Passenger enplanements in subsidized communities have fallen so
drastically because of the stow economy, and as the report points out,
"passengers were faced with higher fares, smaller aircraft, inconvenient
scheduting, unreliable service and frequent changes of carriers." Thay
found that instead of using the commuters, passengers were driving to
nearby larger airportis.

The GAD study concluded that the subsidy program should be more
flexible, and responsive to the needs of the communities. They also
recommended that many communities that are untikely to support air
service after 1988 have subsidies discontinued,

Summary

Although some small communities have benefited from dereguiation,
most have been hurt by the higher fares, fnconvenient scheduling,
unreliable service and frequent changes 1n carriers. Enplanements,
departures and seats have all decreased in small and non-hubs since

1978. These impacts were Calculated, Nonpreferred. The law makers

attempted to deal with thfs situation through the creation of the
Essential Service Community structure, guaranteeing service to certain
communities through 1988. Unfortunately, this solutien has been a

fallure and may be considered to be an Uncalculated, Konpreferred impact

af the ADA.
As the GAD report indicated, the CAB might well reevaluate the

present system of subsidies for airlines serving small communities.



Rather than encouraging good service, as intended by the ADA, the

opposite seems to have occured.

11

a
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E:FUEL CONSUMPTIQN

Opponents of the ADA felt that with increased competition there
would be wasteful fuel consumption. There might be several planes
flying when only one was necessary. In Table 4.E.1, we can see that
fuel cnﬁsumptiun has Increased since deregulation, from 8 bi11ion
gallons in 1977 to 10 billion gallons in 1982, an increase of 20%.
Enplanements alsc increased during this period, but was this rise in
fuel consumption justified? Table 4.E.2 reveals that fuel consumption
per enplanament dropped after 1977, but began to rise to 36,56 gallons
per enplanement in 1982. It would appear then that there has been some
wasteful consumption of fuel, especfally taking into account the
technological improvements in equipment since the 1970's,

The most efficlent aircraft type depends upon the stage-length it
fs used to serve. The larger aircraft are toc large for short-haul
markets yet are the most economical on longer trips. Table 3.E.3 shows
the operating costs for the most commonly used aircraft. The B-747 1s
the most econamical airplane to fly at 3.7 cents per RPM, but one must
fly over 2500 miltes. The older DC-9-30 is more expensive to fly than
the newer, larger DC-10-10 and B-747.

The more successful airlines are replacing their older, less
efficient planes with newer ones, USA{ir, for instance, has purchased
fifteen B-737-200's to reptace eleven of 1ts older 727-100's. The newer
planes cost 30% less to operate (Schiffres, p.63). Other advances in
fuel saving technologies include Sperry's new performance management
computer systems, which decrease fuel consumption by at least 3% in
older B-737's and B-727's. When used in the newer B-767's and B-757's,
1t enables the pilot to use the mast efficient pattern on take-off,



Table 4.E.1; Tota? Gallons of Fuel Used by Domestic Trunks and Local

Year

1976
1977
1578
1979
1980
1981
1582

Service Afrlines, 1976-1982

Gallons of Fuel Consumed

Trunks Local Service
7,043,139,120 766,018,906
7,373,905,335 828,195,254

NA NA
7,848,767 ,441 1,017,117,993
7,424,556 200 1,094 ,677,924
7.263,414,595 1,286,248, 278

10,000, 000,000

Source: CAB FUEL PRICES AND CONSUMPTICH
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Table 4,E.2: Total Fuel Consumed and Revenue Passenger Enplanements for
Domestic Certificated Airiines, 1970-1982

Fuel Consumed Enplanements

Year {000} {000} FC/E

1970 7,736,157 153,662 50.34
1971 7,681,822 156,195 49,18
1972 7,830,557 172,452 45.41
1973 8,354,000 183,272 45.58
1974 7,509,000 189,724 39.58
1975 NA 188,746 -

1976 7,043,139 206,279 37.86
1977 8,202,100 222,283 36.90
1978 NA 253,960 -

1979 8,865,885 292,537 30,31
1980 8,519,233 272,71 31.23
1981 8,549,663 265,107 32.25
1982 10,000,000 273,494 36.56

Source: CAB



Tarle &.E.3: Lomparison of Direct Adrcraft Operating Costs for Domestic
Tranks, 17 Months ending Jume 30, 198§, at 60% Load Factor

Cpst Par APM 1n Cents

AMreraft

Type BC-5-30  DC-737-200 B-729-100  B-727-200 PC-}0-10 B-747
Seaty 115 121 12% 164 m 500
Milage

200 12.0 11.7 14,0 12.1 12,6 15.4
400 8,3 8.1 9.5 a,1 i1.8 8.0
&00 7.1 6.9 6.0 6.8 §.2 6.9
1101} 6.5 6.3 1.2 6.2 5.5 £.9
1000 6.1 6.0 6.8 5.8 E.D L
1250 - - §.4 E.& 4.6 4.7
1500 - . 6.7 5.2 4.4 4.4
1750 - - - - 4.2 4.1
2000 - - - - 1.0 4.0
2250 - - - - 14 1B
2500 - . - - 1% 1.7

Yhe cost comparisons are based on the DPFI Lostfng Nethodology
Yersiaon Sfx, developed by the-Financial and Cost Divisien of the CAB'y Dffice
of Economic Analysfs. The comparisons are b2sed on trumk costs for the year
ending June 3¢, 1981, Mroraft capitel costs are based on used sivcraft
prices for aircraft at the midpoint of & sizteen year 1fe. The used
srgraft prices are BC-9-30= 351 w{111on; B-737-200- $6.3 millipn; B-727-
106 32,5 milVion; B-227-200% 36.5 pidMipn; DC-10-10= $20.0 millipn: and B-
T47= §24.5 willon.  Afrtines return on equity was assumed o be the average
of a1} manufacturing.

Seatin? densities ware asiumed equal to the greatest nmumber of
teats on an alrcraft currently in operation.

Spurce: Grazham and Keplan December, 1982, p.BO.
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crulsing and landing, and only requires & two-person crew. There is

also a high-bypass engine which permits fuel consumption to be reduced
by 25% or more and finally, the use of light weight composite materials
which are stronger than aluminum but reduce the weight of the plane by
25% and thus saving fuel {Rukeyser, 28 February, 1983).
Symmary

Although some wastefulness has occurred since deregulation,
improvements in technologies will allaw the airlines to eperate more
efficiently, 1f they have the capital to purchase new eguipment or to
update present equipment. These improvements in technology are

Calculated and Preferred impacts.

The amount of fuel consumed per enplanement has slowly risen since

1977. This wastefu) use of fusl had been Calculated but Ronpreferrad.

It would seem then that competition has brought about a situation where
there are too many seats for the demand, making it wasteful to fly as
many planes as have been fiown recently. Future efficiency depends upen
replacing older equipment with newer, more fuel efficient aircraft and

by the industry better reflecting market demands for service.
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F:MERGERS,AIRLINES IN TROUBLE AND NEW ENTRIES

The number of certificated route afr carriers has more than
trip¥ed from thirty in 1978 tc ninety-eight 1n 1982. The ADA has made
entry Into the airtine industry much easjer. The CAB had protected the
airline industry from competition within the industry and from new
entries. The CAB froze the industry, allowing no new majors since 1935
and only one or two local afrlines since 1949 {Table 4.F.1).

The newly certificated carriers were made up of new entrants,
those who were not Tnvolved in the Industry, Part 298 carriers, all-
cargo and supplemental carriers, for a tota)l of eighty-nine new entries
into the industry. Of this number, twenty-nine had yet to begin
service, five went out of business and there were ten pending
applications 1n 1982 (Table 4.F.2). The ADA had definitely generated
many new entrants into the airline fndustry.

Between 1975 and 1978, there were only three new airiines
certificated. Table 4,F,3 1ists the newly certificated airlines from
1975 through 1982 (excluding former intrastate carrfers). It would seem
then that the industry has heen stimulated by deregulation.

Many opponents to the ADA feared that although there would be an
increase in the number of airlines at first, the larger, stronger
a1r1Tnes would begin to take over the smaliler alrlines, ultimately
creating monopoly situatfons, There have been seven mergers since 1979
(Tabte 4.F.4), There had not been any mergers between 1973 and 1979,
it would seem that the seven mergers since deregulation were
significant, however, when one reviews the history of meragers since
1941, the seven mergers do not seem excessive, they in fact are

negligible with respect to past patterns of mergers within the {ndustry.



Table 4.F.1: Number of Certificated Route Air Carrfers in Operation,

1926-1982

Year Majors Locals Other Alaska Hawaii Total
1928 13 13
1827 16 16
1928 k)| ai
1929 34 34
1930 38 38
1931 35 35
1932 29 29
1933 74 24
1934 22 22
1935 23 23
1936 21 21
1937 17 17
1938 16 1 17
1939 i6 1 17
1940 i6 1 17
194] 16 1 17
1942 16 1 17
1943 16 HA 1 | ¥
1944 16 HA 1 17
1945 16 1 NA 1 18
1946 16 5 KA 1 22
1947 16 g 1 NA 1 26
1948 16 12 1l 8 1 38
1949 16 19 2 8 2 47
158D 16 1% 2 g 2 48
1951 16 17 2 9 2 46
1952 16 16 3 7 2 44
1953 14 15 3 7 2 41
1954 13 14 3 7 2 39
1655 13 14 3 7 2 30
1956 i3 13 3 7 2 38
1957 12 13 3 6 2 3a
1958 12 13 3 6 2 36
1959 12 13 3 6 2 35
1960 12 13 3 8 2 k]
1961 12 i3 3 8 2 38
1967 11 13 3 ] 2 3

(continued an next page}
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Table 4.F.1 continued
Year Majors Locals Other Alaska Hawaii Total

1963 11 13 4 7 2 37
15964 11 13 4 7 2 37
1965 i1 13 4 7 2 37
1966 11 13 a 7 2 37
1867 11 13 5 7 2 38
1968 11 12 5 7 2 37
1965 11 9 B 4 2 KF
1970 11 9 7 4 2 33
1971 11 9 7 4 2 33
1972 11 9 7 4 2 33
1973 11 8 2 5 2 2B
1574 11 B 2 2 2 28
1975 11 9 2 5 2 29
1876 11 8 4 5 2 a0
1977 11 9 4 5 2 3l
1978 11 8 4 5 2 30
1979 11 9 20 5 2 47
1980 11 9 3] 5 2 58

Majors MNationals Large Regionals Medium Regionals Total i/

1981 12 17 22 35 86
1982 12 17 18 b1 98

1/ Th§1EAB changed the way in which it catagorized carriers beginning in
1981,

Source: CAB
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Table 4.F.2: Hew Entries into the Domestic Airline Industry, January 1,
1978~ August 31, 1982

a/ b/
New Entrant 34 22 i
Former Intrastate Carrier 4 - -
Former Part 298 Carrier 44 h 3
Former All1-Cargo 3 2 -
Former Supplemental 4 - 1
Total B9 29 5

a/ 2% had not commenced operations by August 31, 1982
b/ 5 ceased service before August 31,1982

10 applications were pending

{9 of these had been processed in 1982)

Source: CAB
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Table 4.F.3: Newly Certificated Afrlines, 1975-1982

Year

1975
1976

1978
1978

Year

Air New England 1/ 1979
Munz Narthern

Air Midwest

Alr Wisconsin

Ajr Califorania

Air Florida

Altalr

Apollo 1/

Big Sky

Cochise

Coleman 1/

Golden West

Mackey 1/
Mississippl Valley
New Haven

Pacific Southwest
Sky West
Sputheast
Southwest

Swift Alre
Transamerica
Alaska International
Aerpmech

Capital

Cascade

Empire

Goiden 8Gate 1/

New York Alr

Warld

Great American 1/
Imperial

Mid-South

Midway

Alr Nevada
American Eagle
Amarican Trans Air
Britt

1/ Ceased operations

Source: CAB

Celgan

Midstate

Muse
PEOPLExprass
Rocky Mountain
Sea Alrmotive
T-Bird/ San Diego
Western Yukon
Sun Land 1/

Air NHorth/Nenana
Best

tmeraild

Hawaii Express
Jet America
L.A.B,
Northeastern
Pacific East
Pacific Express
Peninsula
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The large airlipnes are not "gobbling-up" the smaller airlines.

As we have seen 1n past sections, the larger airlines are not
overpowering the smaller ones. Indeed, it 15 the smaller airlines that
are doing better than the larger airlines. Two major airlines, Braniff
and Continental, filed for recrganization under Chapter 11 of the
Federal Bankruptcy Act in May of 1982 and September of 1982
respectively. Other large airlines, TWA, Pan Am, Eastern and United are
all in deep finacial debt, Was dereguiation responsible for their
oroblems? Certainly, the recessions in 1980 and 1981 contributed to the
losses suffered by the airlines. An inspection of the financial
statements of four airlines, TWA, Pan Am, Braniff and United, reveals
that bath TWA and Pan Am suffered losses almast continuously from 1975
for TWA and from 1971 for Pan Am. DBoth Braniff and United were in
financially healthy shape tn the years preceeding 1978. 8raniff had not
suffered any losses 1n the period between 1964 and 1978 (Table 4.F.5),

Braniff reacted to the deregulated environment as proponents of
the ADA envisioned the airlines should react. As one industry insider
put 1t, Braniff was "like a ¢child fn a candy store." New alrcraft were
purchased and Braniff aggressively entered new markets. But the
expansion occurred too quickly; the weakening economy and the increased
competition could not support Braniff's rapid expansion and along with
other airlines, Braniff was hit with rapidly rising fuel prices.

United, although more conrservative than Braniff, suffered
from the economy, competition and fuel prices as well. The larger
airlines could not meet the tow prices of the newer airlines and make
profits. The majors had higher overhead, Targer airplanes and had

nigher paid employees. In order to stay in business, many of the
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Table 4.F.4: Mergers and Aguisitions, Certfficated Mr Corriers, 194)-1962

Year

1541

1942

1943
1945
1547

1548
1945
1950

195)
1952

1953
14558
1556

1881
1962
1567

Date

4430
/5
B/E
12/5
1/14
32

11710

1/5
6/1
124l
12/1

1241

1721
625
6/
671
8,22
8/9
1112
/10
B/4
B/l6
£/l
1421
411
3/3
B/l
1/
12/3
6F1
/]
1/8
21
7
1641

Surviving Afrlines

Pan Am

Fan Am

Pan Am

Transcantinental and Western
Pan Ar

Alaska Loastal

Alaska AMriines

Hortheast

Amer{can

Northern Airways

Ray Patersen Flying Service

Horthern Consolidated

Alasks Island Afrways
Wien Alaska

Manarch

Frontier

Bristol Bay Afrlines
Pan Am

Byars Airways
Western

West Loast

Branifr

Delta

Howard J. Mays
Continental

Cordova

Eastearn

Wien Alasta

Hackey

Upited
ApskasCoastal-Ellis
Eastern

Braniff

Western

Frantier

(Continued on next pagel

Mysorbed Airlines

Panams Afrways

Pacific Alaska

Pan Am [Hevada)

Marqustte Adrlines

Fan Am [Delaware)

Alaska Afr Transport

and Marine

Layvery Adrways snd Pollock
Flying Service

May Flower

American Export Adrlines
Givlam ASr Lines

Bristel Bay Afr Seryice and
Jim Podson ASr Seryice
Ray Fetersen, Horthern,
Walatks Afr and Northern &ir
Petprsburg Alr

Ferguson Alrway

Arizana, Challenger
Monoréh

D1111ngham Afr Services
Mmerlcan Ovarseas Airlines
Lon Brennan

1sland Air Lines

Expire

Mid=Continent

cnicazn and Scuthern

Munz Airways

Plans=er Air Lines
Christensen Adr Service
Colonfal Adrlinmes

Eyers

Midet Aviation

Capital

Maska Coastal and [11iy
Markey

Fan Ao-Grace Airways
Pacific Haorthern

Central



Tahle &,.F.& continued
Year Date  Survlying Adrlines
1968 271 Alaska
4/1 Morthern {entalidated
417 Paclfic Airlines
7il Allegheny
1970 4/}  Hughes Air Corp. dfbra Alr West
1871 352 American
1972 4717 Altegheny
as1 Delta
1972 471 Xodiak-Western Alaska
5/15 Eastern
1973 771 Aepublic
12/1 Pan A=
1980 1671 Alaska International
1011 Flyin? Tiger
10/3 Reguh c
1951 9/1 T-B1pd
1982 1 Continentel

Abhsorbad Afriines

Algsks Coastel

Wien Alaska

Eonanza, West Coast
Lake Cantral

Afr Wett
Trans-Caribhean Afrways
Mohawk

Wprtheast

Westarn Alaska
Casribbean-Atlantic
Horth Central and Southern
Hational

Great Morthern

Leabpard

Hughes

San Diege

Tezas AMr/Continental--
identies remain

Spurce: CAB AJR CARRIER TRANSPORTATICN STATISTICS
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Table 4.F.5: AMriines in Trouble, Frofit or Loss of Selected Rirlines, 1964-

Year

15364
1565
1966
1967
1968
1965
1370
197}
1972
1873
1874
1575
1976
1977
15718
1979
1280
1881
1882

1982

b

50,842
49,781
5,850
16,222
-5, 10
-20,235
-31,783
=3, 2604
57,647
KA

21,117
72,479
7,744
27,153
2,44
-45 495
~41,126
~E4,925
-155,013

Braniff

($000)

11,226
13,267
21,560

3,433
11,672
12,603

1,82
14,0439
14,821

[T}

39,630
19 465
42,964
E4,B21
44,373

~23,169
57,167
-80,155
115,876

Pan Am

kA
KA
HA
A
HA
20,204
1,13
-5,50]
~4,738
1Y

-28,482
12,535
3,811
-14,589
26,526
-19,950
-84,573
-229,368
-246,275

Saurce: CAB AR CARRIER FINANCIAL STATISTILS

Uni ted

45,037
72,305
53,604
BZ, 319
68,154
112,314
=20 089
34,713
75,940
HA

179,506
-5, 380
33.991
75,951
289,447
226,643

-67,929
-147,72%
=123, 656
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afrlifnes are requesting employees to take pay cuts.

Continental Airlines filed for reorganization on September
24, 1983, suspending all domestic flights for a few days and then
resumed service to only twenty-five of its seventy-eight previous
destinations. Eastern airlines was near bankruptcy when its president,
Frank 8orman, asked employees to take 20% salary cuts and lose one
quarter of their vacation time. Borman s oniy receiving a salary of $1.
a month,

A brighter spot for the airline industry was the re-entry of
Braniff into the market in 1984, 1% has become a much smalter, leaner
operation since filing for recganization.
Summary

The number of airlines Tn the market has increased over three

times since dereguiation. This increase was Calculated, Preferred. But

the question of whether the air transportation market can support all
of these new airlines remains open. Although opponents of deregulation
feared these new alrTines would be overwhelmed by the larger ones, the
opposite seems to be occurring. The major airlines have not adapted
well to the deregulated environment, Some have made some disasterous
decisjons, as was the case with Braniff. The maJor airlines have faced
problems resulting from their higher overhead and higher labor costs,
and they have not been able to match the low fares of the new airlines

and remafn profitable. These results are Uncalculated, Nonpreferred

impacts.

it seems 1ikely that several more major airlines will recrganize to
cope with financial difficulties. The upturn in the economy in 1983 and
1984 has helped most of the airlines, but 1t seems that a few of them
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are too deeply in debt to reverse their fortunes.

The future will probably see the reorganfzation of at Teast
several more of the major alriines. The upturn 1n the economy {in 1983
and 1984 has helped most of the alrlines, but it seems that a few of

them are too deep 1n debt to reverse their fortunes.
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G: AIRPORTS

Airports have had to adapt to the deregulated environment. In
the past, airports could plan to serve a very stable Industry. They had
forty-year leases with afrlines, Ip the deregulated environment, this
predictabi1ity has evaporated. Airlines are free to enter and exit
routes at will, making long term leases fmpractical, Some afrports,
especially in the sunbelt were unprepared for the increase in the volume
of traffic created by the new freedom. In the past, they could
determine what demand would be and prepare for it: deregulation has ;;;e
this 1mpossible to anticipate.

The number af airports has risen since 1978 by about 4%, The
number of "stolports" (for short take-off and landing aircraft) will
probably continue to increase in the future. With the congestion in and
around major metropolitan areas, these types of aircraft will become
more and more practical (Table 4.G.1).

Many airports feared deregulation would make financing of
expansion and modernization more difficult because of the uncertain
environment, The government has continued te fund airport development
and in 1981 it provided almost $4 bi1lion to fund 4,388 projects in 712
afrports {Table 4.G.2), Private funding has been more expensive for the
airports. The City of Atlanta, for example, sold $85.4 miltion worth of
bonds to finance a fourth runway at Hartsfield International Airport.
Moody's Investors Service downgraded the airport's credit rating from A
to Baa 1, because of the problems of Eastern Airlines, a major user of
the airport. Eastern filights account for 40% of Hartsfield's traffic.
The downgrading meant that the net interest on these bonds was 9.293%,
rather than the anticipated 9.26% (AVIATION AND SPACE TECHNOLOGY, 13



Tabled.G.1: W5, Civil Joint-Use Adrports, Stolports and Reportad
Abandonments or Record, 1972-1981

Year

1522
1973
1979
1975
1976
1
1978
1319
1980
1961

Spurce: Federal Aviation Administration

Totsl Arcraft Reported
Facilities Arports S5tolports Abandonments
12,352 10,816 - 41k
12,656 10,530 - 352
13,019 11,128 - 38
13,207 11,192 35 245
13,728 11,524 4] 254
14,009 11,679 41 g93
14 525 11,972 44 237
14,683 12,030 i 456
15,107 12,207 58 376
15 422 12,382 &7 it
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Table 4,G.2: Airport Development Aid Program Status, December 31, 1972«

Year

1572
1973
1974
1975
1976
1977
1978
1979
1980
1981

Source: Federal Aviation Administration

December 31, 1981

Total Federal
Funds $

537,112,000
80,692 378,000
1,064,164 ,148
1,132,903,866
1,516,143,078
2,056,932,790
2586, 706,000
2,960, 546,000
3,326,570,000
3,741,161,000

Total
Alrports

400
444
578
588
613
643
669
691
701
712

iotal
Projects

659

515
1,571
1,651
2,026
2580
3,112
3,529
3,966
4,388
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Jung 1983, p.33).

The new hub-and-spoke networks have also caused airports some
problems. With a hub-and-spcke system, several flights are brought into
a central location within a short time of one another, allow passengers
to disembark and board common connecting flights which depart as quickly
as possible. This creates several peak periods during the day with
Tulls ip-between. At the Memphis International Airport, for instance,
the peaks begin arcund B:40 am, and end around 10 am with 38 arrivals
and 24 departures, and in the afternoon around 1:30 to 4, when 39
flights arrive and 43 depart. The final peak occurs between 7 and 9 pm,
The airport must staff itself to handle these peaks. Everything must
run smoothly during the peaks or chaos results. Peaks create problems
air traffic control problems, such as the scheduling of runways
(AVIATION WEEK AND SPACE TECHNOLOGY, 4 April 1983, p.32).

Airlines which were 1n existence before deregulaticon tend to lease
their own gates and build their own lounges at airports, and to have
their own maintenance crews, baggage handlers, etc.. This creates very
high overhead cost for them, The new entrants have made more flexible
arrangements with other airlines., They tend to lease maintenance
services from the established airlines, rather than providing their own.
They share gates with other airlines and do not provide luxurious
walting rooms for passengers. All of this helps to keep their overhead
1ow.

Most airports serving medium sized ¢ities have fncreased the
numbers of passengers they serve. This would support the earlier
findings that service has fncreased to medium hubs and decreased at

large hubs, Salt Lake City, despite problems discussed previously, had
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increased the number of passengers it served in 1982 41% over 1981,
Ancther "winner" is Charlotte, North Cirolina, with an increase of 84,43
{Tabie 4.G.3). Charlotte 1s one of Pledmont's hubs.
Sunmary

Deregulation has proved to he a "mixed bag" for the airports.
Some have done well, others have lost airlines and passengers. The
atrports serving medium sized cities seemed to have profited most from
derequlation.

The government has continued to fund alrport construction and

improvements. A Calculated, Nenpreferred impact may be that borrowing

money from the private sector may prove to be more expensive because of
the uncertainty of the deregulated environment. Moody's Investors
Service has downgraded the credit ratirgs of some airports, making
interest payments higher because it was feared afrports might be unable
to pay off their Toans if major airlines suddenly withdrew service.

Finally, the Uncalculated, Nonpreferred impacts include the new

route systems which have forced the airports to adapt as weil. The new
hub and spoke systems create peaks and Tulls of activities, Airports
have had to staff for the peaks and then find ways tec keep the employees
busy duripng the Tulls, This type of system does not spread flights out
evenly throughout the day, and has caused delays as well as some safety
COncerns,

The ease of entrance and ex{t has aiso made it more difficult for
airports to plan for demands. The uncertain environment has made the

airport executive's task mere difficult,



Table 4,5.3: Pastenger Traffic at the Ten Busiest Airports fn the L.5. and
Eleven Other Selscted Afrportis, 1982

Ayport

Chicago {0'Hare]
Atlanta

Los Angelas

Wew York [JFKD
OgTlas= Fort Worth
Denyar

Ean Francisco

MWiami

New York {La Guardis)
Honolulu

Other Selected Alrports

Bostan

Washington {Mational)
Pittshurgh

Orlanda

Salt Lake City
Baltimore
Cincinnati
Indfanapnlis
Washington (Dulles})
Charlotie

Daytan

Source: Airport Operators Counci) Internationa) in the Wall Street Journdl

Pastenger Total
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H: CONSUMERS AND SAFETY

"The CAS has estimated that sfnce deregulation the American
traveling pubTfc has saved $3.5 billion on fares,” (Pillsbury, BOSTON
GLOBE, 9 October 1383). These savings have been the result of fare wars
in recent years. As the economy recovers however, there will be fewer
fare wars. Finding the lowest fare can often be difficult and confusing
for the consumer., According to Daniel F. May, President and Chief
Executive Officer of Republic Airlines, Inc.,, " there may be as many as
15,000 changes 1n domestic air fares every day and that while many
Americans are paying more than it costs for their air transportation,
many others are paying considerably less," {"DOT's View of Airline
Deregulation, TRANSPORTATION WORLD, 20 June 1983), Consumers traveling
ch the highest density routes are the ones who saved the most. Lower
density routes did not experience fare wars because of the lack of
competition on those routes.

In order to help them find the best price for travel, many more
people are relying on travel agents instead of calling the airlines
directly, The agents themselves are having problems keeping up with the
15,000 daily changes.

Consumer complaints filed with the CAB have decreased dramatically
since 1978, Consumers became more aware of the consumer activities of
the CAB around 1976. The number of complaints would be expected to rise
becawse of this awareness. Since 1978, the increased competition should
result in better service. According to the CAB, airlines have been
handling and settling more of the complaints themselves, leading to the
dramatic drop in consumers reporting to the CAB (Table 4.H.1).

A major concern of these opposed to deregulation is how 1t will



Tabled H.1: Consumer Lomplaints Filed with the Civi1) Aeropautics Board, by

igte

1970 1980 198] 1582
2/ 3 4]
28EBY
2945 4169 2644 20D
n3;
2718 1947 1296 129%
3FE_ 1113 597 449
oa
BEzD L 3106 1499 1409
EX] L
97
1315 » 3423 2376 1525
123
206
4099
11
104}
- 206 123 113
1ok
205
1514
6897
1121 1585 G0E 452
1310 a7 313 2556
3353 2@z 1e8) 1067

/2R e B A AL

Type, L974-1987

Year

" Type 1974 1975 1676 1997
T/

Flight-
Cancellation  B920 Sib §17 636 135D
Delay 1550 B8 13f8 1748 21M3
Irreqularity 496 ME 3BE e B2
Raservations-
Over-sale 1181 184 1182 1047 1323
Problem 12596 917 1122 1282 2170
Ticketing 27 167 193 210 Jar
Fares, Refund 1876 1585 23 2172  337&
Baggage~-
Loss 1100 BET 806 1041 1414
Damage 478 M9 &15 458 587
Delay 430 294 a4] 502 B39
Rates 75 ol 1ia 200 121
Other 337 224 133 127 e
Cust. trest., 886 859 1054 1198 162]
Msevimination-
Raciat 8 8 f 18
Fassenger 47 56 £ 1] a6
Handicapped - . 28 - .
fn-flight serv.345 s I3 523 E47
Sprv.-general 102 Bz 6l 12l L1
Flight Info. E72 677 L83 Gea 101D
Qthar 2761 2314 4133 4288 4DYA
Cargo 920 158 11 107 783
Emok fng - - - Bl 731
Foreign 1461 1508 1965 2126 2ed2
Total 15,719

11,91€ 16,121 17,951 23,600 40,645 22,988 13,278 10,151

1/ hei?htened public awareness of the existence mnd functions of 1ts cansumer

activities

2/ domestic traffic rase 7.81 §n 1979, includes telephoned and written
complaints received at its six Tleld offices
A/ more competition Should mean better Service, more complaints tettled by
the airlinss themselyps
4/ reclessified by the CAR 1n 1980

Source: CAR NEWS, )974-1%82

13%



140
affect safety. The aviation industry has had an excellent safety

recaord. It 15 safer to fly than drive. The accident and fatalfty rates
have not been adversely affected thraough 1981 (Takle 4.H.2), Commuter
airtines cut thelr accident anq fatality rates by about 50% {n 1982.

The two major crashes in 1982, with 231 fatalities will impact
negatively on the safety record of the certfficated airlines (Afr
Florida in January and Pan Am 1n July).

Many experts and industry insiders fear that the increased
economic pressures on the airlines may potentially result in more
accidents. Linda A. Puchala, President of the Association of Flight
Attendants, feels that deregulation has been z "disaster." She feels
that it has led to reductions in safety. These reductions include:

1. reduced number of hours of first-ald trafning for flight
attendants, most CPR tralning has ceased;

2. more inexperienced and first time air passengers are unfamiliar
with carry-on baggage rules and baggage monitoring at the gates
has decreased, resulting 1n storage problems in the cabin as
baggage racks and closet storage areas must accomodate more weight
than they were safely designed to hold;

3. operating ¥n flight with less than full air pacs to save fuel
ignsum¥t1un. Passengers are subjected to greater contaminants in

e air;

4. more passenger assaults on cabin crew members- because of
crowding, and less sephisticated passengers;

5. under increased pressure for on-time departures, aircraft are
taking off freguently before completing a check of all safety
equipment;

6. flight attendants are required to Fly more over-night flights
and 1un$er duty periods. Flight attendants and pflot crew
are fatigued, less alert and less able to react in emergencies;

7. aircraft flying over water are 1iberally granted exemptions
which walfve the requirement to carry life rafts (added weight);

B. new airlines have less experfenced c¢rews {Congressional
Hearing),

John Galipault, head of the Aviation Safety Institute, has voiced
similar concerns., Galipault has, since 1973, received 46,000 aviation

hazard reports, usually in the form of anonymous tips from pilots,



Table 4.M.2: Afrcraft Accidents, Fatalitdes and Accident Rates, L5

4 of Accidents

Cortificated Route Carriers, 1945-1982

# of Fatalities

Accident Rate Fer
oi1lion miles flown

Tear Total Fatai Tatal Total Fatal
1949 i3 10 122 r.15) D021
1850 12 A 173 0.143 0.016
195} 83 18 213 0,149 0.032
1G58 94 11 tis 0. 152 0,018
1953 10 11 143 0. 102 0,016
19s4 gl ? 1] 0.111 0.010
1455 80 1% 23R 0.0896 0,015
1356 9 9 174 0,099 00048
1957 104 12 84 0.097 0,010
1958 B5 13 158 0,08) D.01Z
1959 93 17 37 0.0483 0,01%
1960 87 13 3493 0.07% 0,009
1661 78 B 149 .073 0.7
1967 B 9 azxy C.05%5 0,007
1963 6E 10 250 0,066 0.006
1964 0 12 234 0.053 0.00%
1565 73 ] 256 0.050 0,005
1355 69 ] 186 0,041 0.004
1987 &i 11 283 0032 D.DJ5
1868 62 14 348 0,025 0.5
1955 bl 10 . 1B 0.023 0,003
1370 9 5 a5 0,019 0.002
1591 a7 8 203 0.016 0.0Q7
1912 44 i 184 g.0l% 0.043
1573 40 | 2l 0.01& 0,003
1574 45 a §€3 0.015 0.3
1975 k13 F 122 0.01% 0.001
1976 25 k! 42 0,010 .00
1577 21 -l BA3 0,008 0.01c
1378 27 5 16D 0.008 0,002
1979 29 ] 154 a.o10 o,002
19800 18 1 ] 0006 0,000
19814 74 4 & 0.0l 0, o0

Spurce: Federal Aviation Aduinistretion
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mechanics, controllers and other flight personnel {Grogan, PEOPLE, 28

January 1984, p.73).

Galipault charges the industry with inadequate maintenance of
afrcraft. An Eastern Airlines Jet with the oil seals left off its oil
plugs was almost "ditched" by the pilot in the Atlantic. The of) plugs
had been replaced at night by mechanics using flashlights and the 1ights
of a pick-up truck. This was the fourth fncident of missing ofl seals
at Eastern (Grogan, p.74), Afriines are "cutting corners" to remain in
business. They are atso putting greater pressure on their crews to fly,
no matter what the conditions. Two accidents occurred in 1982 because
of adverse weather conditions. The Air Florida craft which crashed in
Washington, D.C,, was flown by inexperienced pilots, neither of whom
seemed willing to take the responsibiiity to detay or cancei the fiight.
The plane took off in an ice-storm. The de-iging process had not been
executed correctiy on the wings. The Pan Am flight togk off in a
thunderstormn. Unstable air caused them to crash. Some airlines even
recap their tires. Fifty people were killed on a Spanish alrliner when
a tire biew on take-off.

Some airlines, however, are acting responsively. United will no
Tonger fly tts 747's on overwater routes because the inflatable slides
and rafts will not hold air long enough to pass certification
rEquirements'{Erugan, n.76), Unfted is deing this voluntarily.

Summary
The Calculated, Preferred impact related to censumer congerns is that

consumers flylng on routes 1n the high density routes have benefited
greatly from deregulation, Passengers on low-density routes have not

been Vucky enough to benefit from the fare wars. In fact, they may be



subsidizing many of those unrealistically low fares. This is an

Uncalculated, Nonpreferred result of the ADA.

Other Uncalculated, Honpreferred impacts include; although the

safety record of the afriine industry remains excelient, with the
1ncreased competition and huge losses suffered by some of the airlines,
safety has been lowered as a priority. Many of the newer airiines are
flying with Tnexperienced crews, crews fly longer hours, passengers are
less sophisticated and unaware of aircraft procedures and maintenance
has been inadequate in some situations. Airlines have been “playing the
odds." 5S¢ far, they have beat them. They may be settipng themselves and
the consumer up for a potentially disasterous situation. The hub and
spoke system has created delays and potential safety problems with many
flights attempting to land and take-off within short periods of time.
Finally, consumers have been having trouble keeping up with the
thousands of changes in schedules and fares which occur each day. Many
are paying higher fares than necessary because of this confusion.

The issue of the safety of the airlines has been complicated by the
1981 air traffic controllers strike which resulted in the firing of
thousands of traffic controllers. These controllers were replaced with
less experienced controllers from smaller airports and training programs
were accelerated to replace the fired controllers. The aumber of near
accidents has increased since the strike. This will have an effect on
the fatality and accident rates. %o far tﬁough. controller error has

not been ¢ited as contributing to any of the recent major airplane

crashes,
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It FOREIGN AIRLINES

The ADA has not onty affected the domestic aviation industry, 1t
has also had repercussions on the international aviation industry.
Members of the International Air Transport Associatfen (IATA} face two
bi11lion dollar losses through 1982 (FORBES, 30 August 1982, p.120).

Afrlines serving the transatlantic lost more than $650. mi1lion in
1981 (FORBES, p,120), IATA members attempted to rajse fares by 2-7%,
however, that agreement is pon-binding, Airlines are still free to
undercut the competition. A 7% raise in fares wouild mean that the
carriers on the Atlantic route would break even. An 11% raise would be
needed for them to show a profit. However, as Max Cole of Singapore
Airlines, a non-IATA member, bluntly pointed out, "I believe IATA wili
not succeed for the reason that the level of dishonesty in international
aviation is high. You can't trust an airline even if it says it will
keep prices high," {FORBES, p, 120), It is unlikely then that these
raises will remain for long.

Japan Airlines Company (JAL) has been an outspoken opponent of
airline deregulation. JAL, the third largest interpationai carrier,
Tost $80 million in 1982, and opposes any efforts at deregulating the
international industry through influence in the Pacific Carriers
Compliance Committee {PCCC), an industry group. HNorthwest and Pan Am
are also members of the PCCC. JAL's efforts so far have led Japan Civil
Aviation Bureau (JCAB} to demand that the PCCC keep closer watch over
and discontinue price cutting on Pacific rowtes. JAL itself has been
forced to cut its fares below JCAB tariff levels to defend itself
against the recession fn 1981 and the low fares charged by the Americans

and third country airlines flying U.S.-Japan routes (BUSINESS WEEK, 16
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August 1982, p.36). These third country lines, such as Singapore
Airlines, Ltd., and Thal Afrways International, Ltd., are not bound by
the t}riff price levels which are supposed to bind the airlines that
belong to the cuunfries being served. When JAL cut its fares, Northwest
also reduced fares. This caused JAL to accuse its U.S, competitors with
fare "dumping" (BUSINESS WEEK, p.36}.

British Airways has been able to reverse fts 1982 Voss of $922
million, (the largest single year loss ever recorded by an airline), to
a $111.6 mi¥lfon profit in 1983 {AVIATION AND SPACE TECHNOLOGY, 25
October 1983 p.34). They were able to accomplish this feat by
increasing the number of passengers traveling full fare and by reducing
their work force. If British Alrways was able to adapt to the
deregulated atmosphere and turn the largest loss in aviation histery
into a profit the following year, there is hope for the rest of the
internationat aviation industry's survival.

Summary

The international aviation industry, along with the American air
carriers, has suffered large financial losses since deregulation. The
world-wide recession 1n 1981, the increase in fuel prices and the
increased competition have wrought havoc within the entire aviation
industry. These losses were not foreseen by decision makers nar were

they desired, they are Uncaiculated, Manpreferred impacts. Without the

added competition and resulting fare wars, the industry might have been
better able to cope with the recessfon and fuel price increases. The
lessening of the recession and efforts at improving efficiency may save

the industry.



CHAPTER FIVE: SUMMARY AND CONCLUSIODNS
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In order to draw conclusions from the analysis presented, it is
necessary first to summarize the findings within the framework of thé
model of analysis presented in the first chapter, and then to offer some
general canciusions.

Summary of The Evalvation of The Airline Deregulation Act of 1978

The findings of the study of the Afirline Deregulation Act are
summar{ized¢ betow within the our model of analysis.

Program objectives., The Afrline Dereguiation Act (ADA) was to provide

for a safe, economic, efficient and low-priced afr transportation
system. It was to encourage a sound airline industry by prohibiting
unfair or anti-competitive practices and monopolies, maintaining service
to small communities, encouraging new entries, expanding existing
afriines, and by creating secondary or satellite airports.

Program environment. The ADA was enacted fn an environment of mixed

support. Censumers and consumer groups supported the deregulatfon of
the airline industry. The industry was hostile to the idea of
deregulation at first, but later Unfted Airiines and Worild Alrlines
changed thelr positions to support the Act. Since the Act has been in
effect, the industry as a whole has become supportive of 1ts aims,

Program activity. The Civil Aeronautics Board {£AB) quickly ended its

rate authority and later its route authority. The CAD did not prevent
predatary pricing. It had the authority to sanction airlines whose
fares fell more than 50% below the Standard Industry Fare Level (SIFL)
through December of 1979, Some of the problems of airlines adapting to
the ADA may be ascribed to the CAB for ending fts fare and ether



148

regulatory authority too quickly.

The CAB ceased operations on January 1, 1985, remaining federai
authority was be transferred to the Department of Transportation, the
Department of Justice, the Department of State, the Post Gffice, and the
Department of Labor., The Department of Transportation {ODT) now
determines mafl carriage compensation and small community service
sybsidies, and 1t shares authority over foreign air transportation with
the Department of $tate, The Department of Justice supervises mergers
and interlocking relationships. The Post Office determines rates for
mail carrdage. Finally, The Department of Labor determines 1f employees
affected by deregulation quaiify for subsidies.

All of these departments already have many responsibilities. In
all 1kelihood, the former CAB responsibilities will be given Tow
prioritfes by these departments. The new responsibilities may not
easily fit into the routines established by these departments, New
directives tend to get lost in the bureaucratic shuffie.

Program events., Variables which intervened between program activites

and impacts, perhaps changing those impacts, were the rising fuel prices
of the late 70's and early 1980's, the recessions in 1980 and 1981, and
the Professional Afr Traffic Controllers (PATCO) Strike in 1981.

The rising fuel prices made it impossible for airlines to 1ower
fares as much as predicted. The recessions discouraged the growth of
revanue passenger mites and Joad factors, People could not afford to
fly. Finally, the PATCO strike forced the restriction of flights into
and out of the 22 busfest afrports in the United States. Airlines were
assigned "slots" which would be taken away if not used. Rather than

gfve up slots, many airlines continued to fly unprofftable routes.
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Alrlines were discouraged from rationalizing their routes because they

were denied free entry and exit from these afrports.

Impacts, Impacts are summarized in Figure 5.1. Calculated preferred

impacts are the positive impacts whick were expected by policy-makers,
The airlines have been able to lower fares below projected regulated
fare levels, Airlines had fare wars on the most heavily traveled routes
to encourage more travel, Load factors and revenue passenger miles have
risen in the deregulated environment. The rising fuel prices of the
Tate 1970's did not allow airlines to lower fares as much as predicted,
but they were lower than they would have been under regulation. The
recassfons of 1980 and 1981 interfered with the predicted increase in
passengers. The airlines began fare wars to encourage travel. Since
these recessions eased, more people are traveling, usually without the
predatory prices charged during the recessfons.

Airlines have been able to begin rationatizing their routes to
provide for more efficient use of alreraft. In the regulated
environment, airlines flew point-to-point relying on the CAB to award
routes. Airlines are now able to decide which routes they wish to
serve. The rationalization of routes was disturbed by the PATCO strike.
The FAA 1imited the number of flights Tnto and out of 23 of the largest
airports, Airlines could not enter and exit from these markets at will,
Afrlines were also forced to mafntain service to 319 essential service
communities until replacements could be found.

The ADA has stimulated the entry of new airlines into the
industry. The number of airlines has tripled since 1978. The number of
stations served has increased, as has the number of alrcraft in service.

Airlines have attempted to Increase theijr efficiency by increasing the



Figure 4,17 Program Impacis*

Caleplated

Uncalculated

Preferred

—

Nonpreferred

Fares lower than under
regulation

. LFs and RPMs rose

Rationalized route systems

Number of airlines tripled
Increased stage lengths

Loss of service to small
cormunitips

Wasteful use of fuel

Difficulties in financing
afrport expansion

Outstandinmg performanze of
new and smaller 2irlines

Fewer custpmer complafnts-
alrlines taking care of
oot complaimts

Cutthroat competition

Predatory pricing

Losses {n domestfc and
international $ystems

Customer confusion
Safety conserns

* Adypted from Cook and Scioll, pp.J26-325.
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stage lengths flown. The Tonger the flight, the more efficient the use
aof aircraft.

Impacts which were posftive but unanticipated, uncalculated

preferred impacts, include the outstanding performance by the new,

smalier airlines and by the lecal service airlines 1ike USAir, which has
become large enough to be considered a major trunk 1ine. These airlines
have made profits even when the rest of the industry was incurring huge
debts. They had greater increases in load factors and revenue passenger
miles than the major airlines. It was feared that these smaller
airlines might be overwhelmed by the larger airlines, but this has not
been the case. Moreover, there have been fewer gustomer complaints to
the CAB since 1978. The airlines, due to increased competition have
been hand¥ing more customer complaints on their own.

On the negative side, impacts which were calculated, nonpreferred

were first, the loss of service to small communities. Small
communities, for the most part, have lost service. Load factors and
revenue passenger miles have decreased, The ADA attempted to deal with
this predicted impact thraugh the Essential Service Communities
provision. 319 communities have been guaranteed a minimum amout of
service through 1988, Recent General Accounting Office [GAD) reports
have suggested that the CAB change the Essential Service Community
structure sfnce it hasn't guaranteed quality service to these and other
communities.

Secendly, because of the increased competition, there has been
wasteful use of fuel. Instead of fiying one full airplane, there might
be three planes each flying one third fuil serving certain markets. The

amount of fuel used per passenger mile has risen since deregulation
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dispite more fuel efficient aircraft and other fuel-saving technologies.
Lastly, airports have had some difficulties in financing expansion |
because of the uncertainty of the market. The government, though, has
continved to fund alrport projects.

Finally, the nonpreferred, uncalculated impacts of deregulation

are negative impacts which were not expected by policy makers. Poiicy
makers did not expect the cutthroat competition and predatory price wars
which have occurred on the most heav11§ traveled routes, These fare
wars have caused afrlines to charge higher fares on less dense routes to
subsidize the unprofitably low fares on the larger routes. These fare
wars have caused huge losses {n the industry, particularly for the
largest airlines. These losses certainly were not expected. The
situation was aggravated by the recessfons of 1980 and 1981. The
bankruptcy actions of established major airlines, 1ike Braniff Airlines
and Continental Airlines, were unexpected. Originally, 1t was fearad
that the new airlines would not be able to compete with the large
atrlines, However, the large airlines did not adapt well to the
deregulated environment, while the new airlines were organized to deal
with the new environment. They tend to have lower overhead and are able
to make profits even when charging low fares. The large airlines have
not been able to adapt quickly since they are saddled with higher
overhead, such as union contracts negotiated in the regulated
environment. They are now seeking altered contracts which cut employee
wages and benefits. In some cases, uniaon contracts have been negated by
the filing of bankruptcy by the afrlines.

There have also been huge lasses in the international air

transport industry. The recessions affected the international Industry

¢
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as well as the domestic 1ndustry. Companies filying international routes
began undercutting each others prices to generate business. Instead of
creating more business, the results were large losses.

The cutthroat competition and freedom of ex{t and entry have
caused much confusion for the customer. Many consumers are paying more
than they have to for afr travel because of all of the changes fn prices
and schedules which occur without warning. Even travel agents have had
problems keeping up with the up to 15,000 changes which occur each day
tn fares and schedules.

The rationalizing of route networks, although more efficient for
the industry, has caused scme safety problems as well as delays. The
most popular way of ratfonalizing route systems has been to establish
hub-and-5poke systems, The airiines fly most flights into and out of
one or two central hubs. The airlipnes are able to serve more markets
with this system than with pofnt-to-point service. The hub and spoke
scheme causes problems with scheduling flights into airports. Many
flights arrive within a short amount of time, These flights deplane
passengers who then make cannecting flights and then the planes leave as
quickly as possible. Many planes leave at about the same time causing
long queues of airplanes wafting for clearance to use runways. Problems
are compounded if any flights are tate arriving or 1f there is inclement
weather. Delays of up to three hours are not uncommor Tn some of the
larger airports. The FAA has ruled that airlines must stagger their
scheduled arrivals and departures more to avofd these problems.

Finally, there have been problems with safety within the industey,
The cutthroat competition has caused safety to become a secondary

cancern. Pilots are urged te fly under uncertain weather conditions and
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before safety checks are completed in order to stay on schedule. New
airtines have hired less experienced pilots tc be captains. Cabin cfews
are flying longer hours. The less sophisticated nature of passengers
has caused problems. People wha have never flown before bring more hand
luggage on board than is safe and are not familiar with flight safety
procedures,

General Conclusfons

Has the Afrline Deregulation Act of 1978 met its goals? The
results so far are mixed at best. Since deregulation, the airline
industry has become more efficient and 1t has become more economical for
passengers flying on the densest routes. Prices on less dense routes
have remained high. There have been some unfair practices,
specifically, predatory pricing. There have been few problems with
monopoly situatfions since so many new airlines have entered the market.
Airlines in the pesition of being the sole alrline to service many smail
communities may, however, set fares at any level they wish.

Service to small communities has been maintained to 319
communities through the Essential Service Communities program, Other
small communities have completely lost service. Service quality has
dec1ined to most small communities. Fares are high and service has been
inconsistent,

New entries have been encouraged by the ADA. The number of
airlines has tripled since 1978, Existing afrlines have had mixed
success, The local service airlines have expanded and grown. The major
airiinas have not done as well, The majors have lost a great deal of
money and some have filed for bankrupcy. Others have consolidated their

aperations,
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Airports have been aided through federal funds to undertake
expansion. 1t has been more difficult for them to borrow private funds
because of the uncertainty of the deregulated marketplace. Secondary
airports have grown the most since 1578, They have had large gains in
the numbers of passengers served. Many of the new airlines have used
secondary airports 1ike Pittsburgh and Newark as hubs for their
operations.

It is questionable 1f the stated primary goal of the ADA, safety,
has received the highest priority by the Industry. Professionais within
the {ndustry have voiced their concern over the frequency of safety
viotations under the fncreased pressure of competition.

Many of the ADA's negative fmpacts should decrease or disappear
over time. Improvements in the economy have meant improvements for some
of the afrifnes fn trouble and much of the predatory pricing has
disappeared. There are st111 airlines declaring bankruptcy, new
carriers as well as those which existed before 1978.

Only three of the ADA's goals have been met fully while two more
have been met partially. The Act has allowed for many Tnegquities for
customers flying on less dense routes and for those in smaill
communities, Customers have found the deregulated environment to be
confusing and changable.

Concern continues about the safety record of the Tndustry. The
increased competition has seemingly caused safety to be given a lower
priority., The increased traffic brings Tncreased risks of accidents as
the skies become more crowded. The PATCD strike further complicates the
situation. There are now fewer controllers working longer hours than

before the strike. There are alsc more planes flying which must be
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handled by these controllers. Commercial air trave) has been one of the
safest modes of transportation, but {t must remain so. When an acci&ent
does occur, §t usually involves the loss of hundreds of lives. Safety
clearly must be the primary objective of the industry,

It would be unrealistic te advocate a return to a closely
ragilated air transportation system, It ¥s, however, time to hegin to
"fine tung" the ADA. The CAB should not have ceased operations in 1965,
instead, 1t should have been retained with those responsibitities which
were to be transferred to other departments. The CAB should have alsc
been given responsibility for monitoring safety which now rests with the
Federal Aviation Administration (FAA), The FAA has not had the
resources to adequately moniter safety problems with the increase of
airlines and aircraft. The ADA dfd not provide for any expansion of the
FAA, The CAB should have also been altowed to sanction airlines
engaging In predatory pricing. Predatory pricing 1s harmful to the
industry as a whole and creates {nequities in the fares paid by
passengers. The airlines are forced to charge more an some routes to
make up for losses Tncurred on the routes with predatory pricing.
Airlines should be encouraged to base fares on mitage and the Essentia)
Seryice Communities program should be reaorganized to provide high
quality, timely service to small communities. The ADA should achieve
more of its geals if these recommendaticns are followed.

The Airline Dereguiation Act of 1978 has totally restructured the
commercfal aviation system 1n the United States, and it also has had a
major impact on the internattonal commercial) aviation. The Act has not
been as successful as it appeared to be at first, and 1t may not be the

“model” of successful deregulation for those who want to get rid of
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“unnecessary" governmental regulatfon 1n other sectors of the economy.
Deregulation of the airline industry might have better occurred in small

steps which would not have been as debilftating to the industry,
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APPENDIX By COMMUHITIES DESIGNATED AS "ESSENTIAL SERYICE™ COMMUNITIES

State

Alabama

Arizona

Arikansas

Californie

City

Annistan
Dothan
findsten
Muscie Shoalss
lorence/
Shiffield/
Tuscuehia
Tuscaloosa
Flagstaff
Grand Canyon
Kingman
Fage
Preseatt
Winslow
Yuma
£1 Doradof
Camden
Fayetteville
Fart Saith
Harrison
Hgt ESprings
Jonestoro
Tezarkana
BElythe
Chice
Crazant City
E1 Centrp
Eyreka/
Arcata
Merced
Hodesta
Drange County/
Santa Ana/
Anaheim
Qznard/
¥entura
Falmdate/
Lancastar
Red Bluff/
Reddin
Santa Barbara
Sants Maria
Santa Rosa
Stocktan
Yigalia
Mantaray/
Salinas

State

Colorado

Connecticut

Florida

Geprgia

Hawaid

ldaho

Mlinols

tiy

Alamasa
Aspen

Cortez
Burange
Gunnison
Lamar
Montrose/Delta
Puebla
Steamboat Springs/
Hayden/Cralg
Bridﬂcpnrt
Wew Haven
Mew Londan/Groton
Stanford
Eglin A.F.B.
Galnesyille
Key Mest
Lakeland
Panama City
Metbourne
Abany
Athens
Augusts
Brunswlck
Columbus
Macan
Moultrie/
Thomasyille
Yaldosta

Hana

Kampela

Lanal
Lew{stor

Sun Yalley/!
Hailey /Ketchum
Twin Falls
Elcomington
Champsign/
Urbana
Danville
Decatur
Galeshurg
Marion/Herrin
Mattopn/
Charleston
Hount Yernon

Quincy
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Indians

Tows

Kansas

Kentucky

Louistana

Mafne

City

Rockford
Springfield
Starling/
Rock Falls
Bioomington
EYkart

Kok oimea
Logansport/
Feru
Lafayetie
Mene fefAndersony
Hew Castle
Terre Haute
Burlington
Cl{nton
Dubugue

fort Dodge
Mason City
Brtumwa
Waterlipg
bedge City
Garden City
Gopd)and
Great Bend
Hays
Huehinsan
Indepandenze/
Coffeyvillef
Parsans
Libara)fGuyman
Manhattan/
Junetion City/
Fort Riley
5alina

Topeka
Landon/Corbin
Owenthora
Faducah
Alaxandria
Lafayetts
Lake Charles
Shreveport
hugusta/
Waterville
Bangor

Bar Harbor

State
Maine

Maryland

Hassachusetls

Kichigan

Himnesoth

Hississipp!

iy

Lewl stan/Auburn
Prespue Islef
Houlton
Rock1and
Hagarstown
Salisbury
Hyannfs
Hartho's ¥ineyard
Kantocket

Kew Bedford
Woriestar

Al pens

Battle Creek
Bemton HarborS
5t. Joseph
Excanaba
Houghton

Iron Mauntatn/
kingsford
Iranwood/
Ashland

Jackson
Kalamazan
Manisteea/s
Menomi nee
Marquette
Felltton

Saulte 5t. Marie
Traverse Clity
Bemidif
Brainerd
Chishoim/Hibbing
fututh/Superior
Falrmont

International Falls

Mankatz

Thief River Falls
Winona
Worthingtan
Columbus
Greeny{lie
bregnwaod
Gulfport/B110x1
L aurel/
Hattiasburg
Meridlan
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State

Mississippi

Missourf

Eastern
Montana and
Western Morth
Dakota

Hontana
Nebraska

Nevads

Mew Hampshire

New Jersey

MWew Mexico

City

Hatcher

Tupels
University/
Oxford

Cape Girardeau/
S{keston
Coluenia/
Jefferson City
Birksville
Springfield

Glasgow
Glend{ve
Hayre
Lewiston
Miles City
S1dney
¥illiston, WD
Wolf Foint
West Yellowstone
Al 1ance
Chadron
Lolumhys
Grand Island
Hastings
Kearney
HoCook
Harfork

North Platte
Scottsbluff
Sydney

Elkp

Ely

Keene
Lebanon/
WRite Hiver Jet.
Manchesters
Lomcord
Atlantic City
Cepe May
Trenton
Alamagardaf
Holioman AF.B.
Carlshad
Clovis

State
Ken Meyico

New Yark

Korth
Laroting

Horth Oakota
Ohio

Ok 1 ahoma

City

Farmingtan
Gallup

Hobhs

Roswell

Sante Fp

Silver Clity/fHurley/
Neming
Binghattan/t
Endicott/
Johnson Clty
Elmiraflorning
Glen Falils
[thacafCortland
James o ‘.
Catski1i1s
Sullivan Lo,
Massens
D?denshurge
Piatttburgh
Rocky{11a Center
Saranac Lake/
Lake Placid
Utica/Rome
Watertown

White Plains

Asheville
Fayetteville
Hickory
Jacksanyille/
Camp Le Jeune
¥inston/Goldshoro/
Bresnville

¥ew Barn/
Morehead City/
Beauford

Rogky Mount/wWilson
Wilmington
Winston-Galer
Devils Lake
James towm
Mansfield
2anpsvilles
cambridge
Youngstown

Enid

LawtonfFort 511}
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State

Dk tahoma

Oregon

Fennsylvania

Fuerto Rico

South
Carglina

South Dakots

Tennessee

Texas

City

Mchlpster
Ponca City
StV iwater
Mbany/Lorvallis
Astorin/Seaside
Bend/Aedmond
¥lamath Falls
North Bend/f
Coos Bay
Pandleton
Ealem

Medford

Al toona
Bullefonte/
State College
Bradford
Clearfield/
Philipsburg
Oybopis

Erie

Hazelton
Johnstown

51T Eicer
FrantI::
Reading
¥Willmsport
Aguadiila
Mayaguer
Fonge

Florence
Myrtle Beach
Aberdean
Brook ings
Huron
Mitche)]
Watartown
Yankton
Clarksville
Jacksan
Abilene
Baaumant/
Pofnt Arthur
Brownsyille
Brownwaad

State

Texas

Utah
Yermont

¥trginia

Washington

City

Karlingen/

San Benita

Laredn

Longview/
KilgoreS

Gladewster

MissTon/McAllan/

Edinturg

Faris

?an ?ngeln
exple

Tyler

Fictoria

Waco

Wichita Falls

Cedar City

Yernal

Montepeller/Barre

Rutlang

Roanoke

Charlotiesyille

Panville

Hot Springs

. L¥ynchbura

Staunton

Heuﬁurt Hews /Hampton/
Wiviiamsburg/!

York town
Ephrata/Moses Lake
Pasco/enwick s
Richland
Puliman/Moscow
Walls Walla
Wenatches

Yakims

West Yirginia Beckley

Wisconsin

Clarksburg

Elkint

Lawfsburg

Kargantown

Bluefield

Parkersburg

Ap?1etun
Belolt/Janesville

Eau Cladre

Green Bay/Clintonyilie
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Srate

Wisconsin

Wyoming

City

La Crosse

Man!towo:

Qshkosh
Fhinelander/land U' Lakes
Wausau/Stevens Point
JACESDNR

Laramiz
Layell/Pewell /Cody
Riyerton/Lander

Rock Spring:s
Sheridan

¥arland
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APFENDIY C: CLASSIFICATIONS OF CERTIFICATED AIRLINES, 1982

Majors, Heyenuet pf
LoD, 600, OG-

1. Aserican

Z. Braniff*

3. Coptinental®
4, Delta

£, Castern

6. Norihwest

7. Pan American
6. Republic

9. Trans Wprld
10.United

L1, uskir
12.Western

tinnalg, Revenues uf

I%E1RRF§$ o, 000

13.Adr Californis
4 . Air Florida*

15. ATt

16.A 83k

17.A1agha

1B.Capitol

15.Flying TigeriMetro International
0. Frontier

2 .Hawalian

e Drark

21, Pacific Sputhwast
24 .Fledmant
Z25.5puthwest

26.Texas [nternxtional
27, Transamerice
28, . Wien

7%.Wor1d

* Oyt af business

Large Regionals, Aevenves of
0 Bu0 B00-7E 305 908 —

I0.Ar Ridwest
31.A1r New Englandg*
3Z.Ar Wiscontin
33.Maska International
34, A1tadr

A5, Aspen

36, Bery

37.Britt

38,Cascade

B Empire
A0.Evergrean
4].Goden Gate

42 .Golden West
43.Jet American

a4 Midway

45, Hi!51$$1pp1 Yalley
A6, Muse

a7 Hew York Afr
48.Hortheastern

49, Dverseas
E0.Pacific Express
&1 . FEOPLExpress

5. Apeve

81, Rocky Mountain
E4 . Rosenbalm

£5. 5outhern Alr

& Swift Alre*
£7.Zantop
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Revenuss of

Hed:umgggginnalsl

58.hpro Mech

£9, Aerastar

6. Alr Hevada
pl.Air North
E2.Alr North/Henana
63, Aemwrican Exgle
G4, hmerican [nternational
G5, Akmerican Trans Alr
66, Apolin

67 . Arista

B, Arrow

&3.Big Sky
?D.Ehal1en§e

M. {ochise
72.Colgan

13.E19n

T14.Glokal

15.Great American
6.6 1

71 Guy-American

78 Jmperial

79, Intercontinental
B0.Kodlal

Bl.L.AR,
8z2.Mackey*

BY, Mid=5South

B4, Mid State
B5.Munz

8E MNew Adr

87 . Peninsula
BE.Rich

89.5%a Mrmotiye
00, 3ky West

91.5%un Land

92, T-Bird
93.Western Yukon
94, Wright

* Qut of business
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AFPENDIX D: CLASSIFICATIONS OF CERTIFICATED AIALINES, BEFDRE }9H1

Trunks

Amarican
Braniff
Cantinental
Delta
Eastern
Hational
Horthwest
Pan Am
Trans World
nited
Wettern

Aegionals

Alr Hidwesl
Alr Hew England

Other

Wright

Southwest

Paclfic Southwest
HWew Haven

Aspen

Aitair

Afr Wisconsin

Ar California

Local Service

Allegheny {now USA{r)
Frontier

Hughes

Marth Central

Orarh

Plegmont

Sauthern

Texas International

Alaska

Wien Afr Alaska
Reeve

Munz Karthern
Kpdiak-Wastearn Alaska
Alaska

Hawaiian

Hawyiian
Aoha
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AFFENLHI Y E: DEFINITIONS DF HUE CLASSIFICATIONS

Hub Classification

Large
Medium
Small
Wan=hih

of Total Epplanements
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