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THE W HITE HOU S E 
WASH IN GTO N 

J ul y 3, 19 58 

MEMOR.AN"l)UM FOR THE PRESIDEN T 

SU B J E CT : C abinet Agenda fo r Monday , July 7 

rfhe follov1ing are the items listed for the C abine t meet i ng on Monday : 

EXEC UTIVE SESSI ON : 

L as t Satur day when Governo r Ho eg h and G ordon G ray discussed 
witl1 you the ' ' s urprise '' aspects of OPE!L-\ TION AI .E R T , yo u 
concurred with thei r pr opos a ls but expressed the V\rish tha t 
each C a bin e t 1v1er.r1!)e r be secret ly a lert ed tl1at the ' ' surprise '' 
was corning . T llis five-minute Executive S ess ion '\\rill enab le 
you a11d / or Gov ern or Hoeg h t o notif y the S e cr e taries . Tl1e 
paper w hich d escr ibes the 11 surprise 11 (i . e ., the request fo r 
pe;r s ona l partici1"Jation o f the Und er S ecretar ies ) is attache d 
under T'a b 1. 

REGULAR SESSION : --
1. OPERA'l'ION ALER 'l.,, 1958 - -

-- -- - -- - -
S um111a 1~ y of tl1e Situation fo r 
__ ,.___ --- - .. ----- -- -
f lie Fcd, ~ra l Ac tion P l1as e 
- - -- - -- - - -- -- -

. . ' • • 
• 
\ 

• • 

Tl i is being tl1e l as t C a bi ne t rnec1.ing pr i o r to tl1e F e d e ra l Actio n 
l~l1;Lsc of OPE A'fION ~/\.LER T , Gover11or I-Ioe gh is pr 8 p ar e d t o 
give y o t1 and t.l1c abi 11ct a rc, •:it:!\V of tl1e h) •p oth et ic 2 1 s it ua tio n 
(i.s i.t ,vil l face 1.11c gove :rn 1r1e r1t age 11cies at the b e gi n ning o f the 

l rt on Jt1ly 14 . 

• pr _0pose d Sr,cci a l 11 ssaoe ctnd 
- - -- - - --- -- D 

_I~:.gJ.!!:~t~_o11 _R .... ..§.~ r ding the I ssuanc e 
(S ecreta ry DuJ.les ) 

~ nd D ~ al ~ f 1-:>a: sport s 

S e c 1.·eta rv D t111c s ba s tra11snu · 1:•.-4-ed to 
, · - L )ro u a p r opo s ed M "-

011,~res s .~r1d a dr a ft bill . "\Vi th 1--1:r 1\-'f - - ' , - _es sag e to 1.he 
- - . .. _0.1.P"an s n e-:::, the .......__o,.,c::- • 0 

.. - · - .;.o. 1 c~- a.g e 1S 
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being revised an d in fact you may have signed it by the time t he 

C abi11e t meets on Monda y. 

Si nce th is matte r is of such genera l i nte r est , howeve r, a nd l1a s 
already b ee n the sub j ect of considerabl e public a tt ent ion , S ec retar y 
Dulles is prepare d to r e view 11.is pro pos al s f o r th e edificat ion of the 

C a bi ne t an d in orde r to insure ful l under standing a nd suppo rt . 

3 . ,..fhe S ta tus a nd Econor ni c Significanc e 
of the Ai1·line Equipm e nt Investmen t 
Prog r a m 

(M r. Ques ad a} 

The U.S . ai rlin e s are f acin g a ser io us financing p r oblem in co nne c t ion 
with tl1e ir comin g ch ang e - ove r to j e t transp or t s. M r. Q uesa da has ha d 
a stud y prepared by Dr .. Pa ul W . Ch eringto n of the Harvard U niv e rsit y 
G ra du a te Schoo l of Busines s Ad m i nistratio n . This s tudy vvill be 
p resente d o n Monda y wit h the a id of a n excellen t serie s of charts . 

A sepa r a t e l:,ri e fi n g m.emoran durn by :tv1r . Q uesada i s attached unde r 
,..f r-1.b 3 . 

/ 
~-f.» ~ c _ _ ;;., ..A,~ --. ~ 

o b e rt G ra )r 
Sec1·ct a1~y to the C abir Je t 

I -,· 
• • . ( . . 
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THE WH IT E HOUS E 

WASHINGTON 

July 3, 1958 

MElviORANDUM FOR GOVERNOR ADAM S 

FROM : Robert Gray 

SUBJECT : C abinet Agenda for Monday 

''The Stat us and Economic Significance of the _Ai r line Equipment 
I oveblt11ent P rogram '' has now shaped up fo r C abinet presentatio n 
Monday . 

Mr . Qu esada wil l brief the President in adv-an ce by mean s of a 
s pe c ial memorandum which will be given to the President ahea d 
of time a l ong with his othe r C abinet materia l . 

The ~xcellent vi sua l- ora l presentation wi ll be given to the Cabine t 
by Dr . Cherington of Harvard . 

The report it se lf wil l be di st ribut e d unde r our PRIVILEGE D 
cove r- page on a one - copy-to- eac h-D epa rtment ba s is ,vi.th the 
word that this is no t a n app roved or even a recorrun en de d 
Administ1·atio n documen t . 

'fhc agenda for Monday is attached . 

• 

• 
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EXECUTIVE OFFICE OF THE PRES IDENT 

PR ESIDENT'S ADV ISORY COMMITTEE ON GOVERNM ENT ORGANIZATION 

W AS HI N GTON 2 5 , D. C. 

Jul y 7. 1958 

1'ri£MO RA NDU lA: FOR T H "€ PR E6ID £ t <"T 

s u -BJ ECT ~ G en er al ~ .!es ada ' s Lc.-tte r of J uly 3, 1958 
Transmi tting P .. epo r t on E:conorni c Diffi cul ti e s 
in Avi a tio n L~s t ry . 

Ba c l-...gr OU-"l d 
.---.. __.. - ---- -

Cm .?.pr il 29. 1958, we di s cu ss ed v..,-ith yoa o· •. tr r eo r gan i z...:\.tion 
pr o;osa l for CGtab ll shm(!n t of a DcpaTb11en t of T rc:J..ns J rbtio.c "l. 
You \·1er o re c e pti v e to t11.la ai.,p roa. ch z.i 1.d i nd ic ated t!m t S-"1Ch a 
r c·_or gaoiza ti on p ro posa l ehoi.u.d be d ev el oped in ti :n e f o-r tr o..nz- «;

1
., 

m lttal. to Congt'S':3 0 In Ja."T,iary 1959. r,~ -; 
\\ e a l so tl i oc1.1SLJt~ p0!l5 ible inter i in ac ti on s to <l 

ur g<.:l1t oit ~.1atl ona inc l uding : 

\
:'.\ .. 
::::" .,,c::, 

• 

1. ,,._ etu dy to de vc l 1.>p tl1e !ac t s concern ing the t."1r e~ t e.oe;d 
f ln.anc'-1~ c ri s i a in j ct co nve r s i on of c ~---n.me rci al 
a \ria.ti an . 

1·11i s s t udy was tJ1e bas i s i o r the r epo rt ~•hich G ene r al 
C'uosada tr ansrt'Jli.e d to you on Jul y l .. 1958 . 

2 . Cre.,ti.ng a et ll .f of ove r -all t ransporta tio n expe rt s 
CDpnbl of pr ovidinG a h1.-l:i1iccd an d impar ti"-"-4', e\-"?..ltta tio n 
o! th e il1t c r- r eb t ed tranapo r tat i :>11 needs o f t.:\c r--.~~t io.., . 

You Su.~geste-d t-hzit }~i.lr Z:::tne r ~e..."lcy ::-tL~d rrJ.n,...1z..t be 
uaed i.ntti :l.ll y to est.a.hl i ch t.¾.is e.x?e rt staf f. ~·:hi.:.h it v.~ s 
<'O.."lter.1plat ~ ~-o'..l.ld be att~ched te..i-npox-a rily t -:> t !-1e 
Se-creta.ry of Co mme rce, pe..-u:li.ng la ·t e r t r~ a!e r to th e 
Se crat .-1:ry o! T r ansporta ti on. 'I.'hi s proj e ct ha s 1~~t y et 
be -::n im l en1c:ite-u . 

>..noth~r i :'lt ~r i rn action io mee t ;:!..;.~ u.rg~ t nec -rl wrJ.ch 
<:ev·el ~· .. s ab se<::.ie::it t :l t..¾e ~ti :?r i l 29, 1953 meetin g, 1.~-as : 

-tt:-; 
0 \~· 

I 
' . 
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3 .. Tr a.!'AS-mittal on J un e 13,, 1~58 o{ yo u.r meaBa.g e 
propoelng establishm,e'.?lt cai a single E~r al Aviati on 
Agency (~h.ich yo-u. approved to meet an !rnmed iat e 
eituatic;rn with.oat pre~ee to its late r incorpor ation 
with in an ov er-all Dcp&ztxn.e-nt of Tran sportation ) .. 

Reco---:o:meodati otJa 

Thie C on:::u:nittee has r el-1.e.v~ G·ene ral Cia,es.a,..dat s l ette r 
to you d ? tcd Jul y ~ 195.8, and th ~ attached report p~epa r ed b y 
.Professo r P a ~ Cherin.gt.otl. .and have the followin g r eet\-mmendation.s : 

1. \Ai,, e ! ee l that i t would he in the p 1bli c in.t..e-rest {or you to --~ 
/"t. :,ll I ~ provide copies of the Chorln~-ton Jteport : 

1
1;0 · __ , 

~ ::rl 
\ c ca 

.c. c:, 
a . To tl1e C ongres s for its inf ormati on.. r""'·.;, (I ~-:.-r-.. 

b ,. To the Civi 1 Aeron..utics Boa.rd ~ d other de rtm~rt ts 
and a.gemcle s directl y concern ed. for approp r iat e 
Q.ctio n.. 

e .. To the pr es • 

2 .. '\\' e ~·o;.tld urge tha t your sta.tctnent tr an.snutting th e 
C eringto n B..eport i ndi cate tha t studie s a.re now in 
,J:lrocess ookin.g to\'vard the davelop1:nent by ea:r ly 195 9 
of. r~commenda.ti.ol'\s for the ~tte r org ao i zatiou and 
a.dm1ni.st:taUon o f the ede ral C;)ve r :omen t• s r eaponsibi!ltle s 
covering a ll fi e-lds of transportatioa. 

3. ~·e recom rnirn d that ste s be ta.k.e.n ro:nptl y to e Btabl ia.h 
tho grou p o! ove r- a ll trans orta.tio n e~rt a . a.s discuesa- d. 
with y-o a on ~-pr 29 &D.:i ~s re cor:nme....,.ded !.n C en.a ral 
Cuoaad 'a l ette r of July 3, 19 58 . Howev-e ? . unde -r pre sen t 
ci.rcu..."Uata11c s 'Uo"e bell.eve this gl"'ou? sho uld be loc a ted i a 
the I: x.ecutl vo Cff ice o1 th e Pl"."e s i c.a~ r ath e r tha n a.tta.che d 
to t~a ~-ecretary of Com_rr~erce. ~;ling ultir.-aate tr ans fe r 
to the Sec re ta~ of Trans . r b.tio a.,. 
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It might be a.dvi aa.ble to ann~ tJnce your plan to e3tablis h 
this ex.pert group to tudy and evaluate the Nation ' s 
t ra.n ;>0rtation need.a an d pro.blems as anothe r Ex.ecuti 
action to id.antify an d deal u-ith probl em s suc h as tho se 
ideutified by t~ Gbarington P...eport . 

4 . 'rte ~ comm.en d. that a th ,:>roug h stu dy of the :regulato ry 
pr-oce&s with speciflc re.ference- to the rol e s of the sev-er a.l 
regul ato ry a.genci eo in t rans orv..,.tion. s hv-"1d be undertake n.. 
Be c ::iu.se o { th e quasi- l egislat ive a s pect o! the re&ul.ato ry 
agencies , there migh t be a~vnnta ge in establishing !o r thi a 

u poae a Prea i dentia l Co m:nissio n with Co ng re ssiona l 
roemberehi o, oi rnila. r t~ the Ke stnba12m Co rn.mis sion .. 
lr1ter-Goverumental Re l ation. a.. This sbog}d be ful ly v,o rked 
ou t be fore any armou.n.eemen.t is mad e . 

.5 . v.·~ agre e v.it .h Gen.er Quesada that it woul d be h-el fu.l an d 
a ppropr late or y ou to cl.ire-ct the Se cretary of D..:;!e n se lo 
• urve y the rob lern concerni ng the MiJita. ry Ai r T ra ns rt 
Ser~-ic e , i dentif i ed int e Cherington Report . 

If you approve these r e co m m endations this Committee is read y to 
~s si s t the Director of the Bure.a u of th e Budge t an d G eneral Qu:s a da 
Ul. d e veloping ap ro p riat e impl ementin g action s . ,,-:--_;-:---:~ 

I ._ 
I ;- ~ 
. § ;'} 

l ~ "~ .,.. ' ~ ~ ~ . I . r .... - . -
Nelsen ~ Rock~{ ell~ r 
Chairma n 

I 
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THE WHITE HOUSE 

WASHINGTON 

July 3, 1958 

Th e President 
The White I-lous e 
Washington, D. C. 

D e ar Mr . Pr es ident : 

I have the honor to transmit a report concerning tl1e Status and 
Econom i c Signilicance of the Airline Equipment In,,estu 1ent Program . 
,.fhj s repor t was prepared a t my request by Dr. Paul W. C heringto n, 
Professor of Business Administration , Gradl.1ate Sc hool of Business 
Adminis tration , I-Iarvar d Un.iv e r sity , who is a nat i onal ly recognize d 
aut hor i ty in th .e f ie ld of t rans portation . T he report is designed t o 
set forth a11. ob j ecti ve ana ly sis of the ilnpact of the airline inv estme nt 
program on th e overa ll nationa l econo my . This program represent s 
a ma j or transition of our dom e stic trunk l ine s a11d internationa l c arri e rs 
from pjston to j e t aircr aft . Re l ative to the natio na l economy , thi s 
pro gr run is sign ifi ca nt . It c al l s for a net investrn e nt of $2 . 8 billion 
by 196 2 i n aircraf t a nd fa c ilities . The repor t conclud e s tha t: 

l. rfJ-1e e quip1ne;nt program is not unreasonably la rge 
unn ec .essa1 ·ily acce l erate d, provided the ca9iers 
,,igor o11sl y d eve l op n ew trave l marke ts . 

2. Seve ral of the carr i er s may have cliificult)r in 1n aking 
th e n eces sary finan .cing a rrangements to buy nee ded 
e qu .ipment . Of $1. 4 billion which the c arr ie rs mus t 
raise fron1 private source s, arrangements for $75 0 
million are stil l to be ma de . 

3 . F a ilu re of the carriers to succeed in financing any 
ma jor portion of the equipm ent progra_rn will pose 
serious problems : 

(1) for the airline s an d the preservation of a soun d 
competitive domestic an d inter nat ional air r ou te 
system ; 
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The President 
July 3, 1958 
Page Z 

(Z) fo r the aircraft and engine manufacturers and 

their 5 , 000 vendors who have investe d heavily in 

the jet transport program; 

(3) fo r the nationa l economy 

(a) through loss of some portion of the 120, 000 
jobs estimated to be directly in, 1 olved in the 
program at its peak . 1n addition , there is a 
potentia l lo ss of in direct emplo)'-rnent esti.i.-r1ated 
to be at le a st a multiple of the direct . 

(b) through the loss of economic stimu lus \vhic h 
this l arge private in,, e stment program "vouJ d 

provide ; 

(4 ) f o r the Gov ernmen t 

( a ) through a po s sib le rett1r n of some ai rlin e s to 

s ub si dy; 

(b ) throu gh pr e ss ure on G ove rnment (military ) to 
p urc1 1ase j e t transports no t de l ivered to airlines 
an d t)1ereby recove r d e velopment costs . 

Th e repor t docs 11ot recornrnen d any prog r am of fi na nc i a l assistance 
l o th e car ri e r s . It do e s point out certain steps which migh t be taken 
b)r vario\15 GoverJ1.n1en t age 11c i e.s, ,vi t hin the fr amewo rk of existing 
autllori l y , to faci li ta t e tl1.e success of the equipmen t program . 

'fl1 c rep o:rt a l s o points ou t th at if the ca:rriers are to hav e an 

opportuni t) r to fi x1ance thei r e quipment p r og r am at r ea s onab le cost , 
the i1\d\1S tr,· 1n u::>t b e ab l e to sho,, · private lenders and mvesto rs a 
favo r ab le l c,· el of e arnir1gs . From 1950 -1 9 56, airline earning s we re 
relati '\·e ly goo d . In 19 57> e arning s ,vere depressed a n d in 1958 to d2.te 
have been s till l o ,..,e r .. These greatly- reduced earnings (losses for 
man y o ! the c a r rier s ) unfortunately occu r at the most crucial stage 
of th e financing fo r the e qui p n1ent prog r am . The only apparent w ay 
in whi ch a rea son a ble e arn in gs l e,·el can b e ac h ie ve d in time to attrac t 
a d e qu a t e f ina ncing ap p ea rs to be through : 
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The Pr esid e nt 

J u l y 3 , 1958 
Page 3 

1. Eli minat i o n or r e d u ction of cer t ain f are di sco 11nt s 
n ow in eff e ct . 

2.. In crease d p r omot ion of ai r t ravel during o ff - p e ak 
periods through r e duced f are s . 

3 . • I ncr e ase d fare s for c e rtain c la s s e s of air ser v-i ce . . -• \ _ •- l«:J/j, . . .. •• 
• .::. · 

4 . 
·. -

C on ti n ue d aggress i v e acti on on th e p art o f man a g e - i~ - i 
• • • r,r • • ~ ~f'::::: m e nt to unp ro ve t he i r ope rat l.Ilg en 1c 1ency . c 1, 1" 

T h e rep ort su gge s t s th a t , while t he ini t ia ti v e f o r deve l op in g s p ecifi c 
f ar e c h a n ge s s houl d b e l e ft to th e carr i e rs , t h e Civ i l l te r o n a u tic s B oa r d 
rn us t ex a m i n e tb e c a rr1 e rs I p roposals p ro m pt l y , wit h f ul l r e a l iz atio n 
of th e b roa d imp li c a t j on s o f the pr e s e n t e qu ipmen t p rogra m . In t his 
co n11ec t i on tl1.e r e p or t p o in t s out tha t, s i nce 194 9 , the carrier s h a ve h a d 
tw o s 1·na l l f a r e i rlc r eas e s , t 11e 1nos t rec e n t one be in g i n F ebrua ry 19 5 8. 
D es p it e t 11e 8e i n c r ease s , t l1e r e a l cos t o f do mes ti c a ir tr a ve l (ad j us t e d 
fo r ch a ng es j n the v a l u e o f th e do l] ar ) h a s d eclin e d by 9 perc e n t d u r ing 
this fJcrio d . A J?C11dir 1g CAB p ro c eeding r e l a t ing t o d om e s tic pass e nge r 
f a :re l ev e l s if:! no t d ue f or d ec i sio n unti l M arc h 195 9 . By tha t tim e , the 
Sl1cce s s o r f a jl,1 re of n .1.aj o r seg n 1e 11t s of the e quipmen t prog r am m ay 
w e ll h a ,,e b <.:~c n <let e:rn1 i11ed . 

As i.11.d ic a t e d , tl1e repo rt co il.fine s i t s e lf to the pre se nt statu s a 11d 
e co1101n i c c on s e qt 1er1ce s wit h r e s pe ct t o the airline e qui pm en t p r ogra m . 
It m a k es no 1·e co1111,1en d a t ion s for f un d a 1n e nta l change s in the w ay in 
wh i c h w e r e g t1la t e a n d fos t e r t h e e con omic s o f a i r t r a nsportatio n . H o ~n 
e v e r , t he bas i c s er i ou sne s s of the sit u ation d esc r i b e d by th e r e p or t 
h ig hli ght s im p li c a t io 11s of l o11ge r r ange irnpo r t a11ce , in dic a t i n g tr1e nee d 
fo r ! t1rth e r s t t1dies of th e e cono m ic a n d regulatory asp e c t s of a i r 
t ·ra 11spo r ta ti o n . 

Th e:re is , h o ,ve v e r , a similar nee d f o r stud ies in th e case of 
o the r t ranspor t a t i on m e dia a11d th e re gul a t o r) r a ge n c ies c on c e r n ed . 
'f11e basic prob l em s o f t h e aviat i o n i n du str) ~ are inte r twine d w it h s i_-rni l ar 
prob l e 1'l1S wi tl1 r espe ct to o~"ier f orm s of t ra n s p o r t a t i on. 

-

I W1de r stan d th .a t yo u r i\ d\ ' iso r y C orn_YJ"'l...itte e on G ov e rn_TDen t 
O rganiza t ion a11d t he D ire c t or of the Bu re a u o f th e B udget h a v e di s 
c usse d with you the nee d to br in g to g e t he r a group of ge n era l transp o r _ 

ta t ion ex.pe .rts capab l e o f eva l ua t in g Ll:ie Na t i on 1s tran s por t a ti on nee d s 
an d prob l ems . I ~~·ould u r g e that t l1is be done as soon a s pos sib l e a n d 
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( that the further studies needed with respect to aviation be 11ndertaken 

as part of this broader, overall evaluation. 

I recommen d, therefore , that this report be transrr1itted to 
the Congress £or its information and also be directed to the attention 
of t ho se age ncies of Government having action responsibility within 
the fram ew ork of existing authority . I also recon,_-rn end that this 

r epo r t be made p ublic . 

R e spectfully yours , 

E . R . Q uesada 

... .., 
:t: 

' ~c- C:,, 

•: .,_i' 
-~ 0 ,'-l' 



CABINET PAPER- PRI VILEGED 
Prope rty of the Wh ite Ho use-For Author ize d Persons Only 

CP - 58-83 

Ju.ly 2, 1958 

• 

Th . .,... . .1. n se e wr:::. ..,e nou 

Wasri-1.ngto n 

THE CABINET 

The St atu s end Econ omic 
· Ai r li ne ~:iF ment and 

Si gnificanc e of th e 
I nve s tme nt Pro gr am . 

For cons id era tio n b y the Cabine t , at ta ched is a copy of a 

Repor t whic h has b ee n pr epa r ed at t he direct i on of th e Spe c i al 

Assi stant t o t l1e Pr e side n t. f or Aviat i on Matte rs, in cooperat i on 

w1th ot her i nt ereste d ag encie s. 

-:,-.. 

A summary of the pr obl ems deal t wi th i n thi s doc ument an d of 

th e conclu si .ons of t h e Repor t appea rs on pa 3e s i - iv p r ece ding tb e 

full te xt . The visua l oral p re s en ts t i on Yhi ch wi ll be rr.ade a t th e 

Cabinet JDeetin.g of J t1l ;:,r 7 al so cons t i tute s a s1.1mJ'T'.ary of t b e Repo r t I s 

finding s and conc l u sio ns 

At the coming Cabi net meet i ng , Mr . Quesada will p res ent fo r 

initial Cabine t con sid era t ion t he var i ou s cours es of ac t i on ~h; ch 

the Pr es ident an d th e Adminis t rati on mi gh t now tak e "--i th r espe ct to 

the Repor t 's f indi ngs, a s ve ll as th e que s t i on of t h e publ i ca t i on of 

the document i t sel f . 

Pending th e Pres1deot ts dec i sio n , th e Repo rt i s PRI VIIE ED, 

e...11d i s being gi .ve o LIMITED distribu t io n . Car e shoul d b e taken by 

ea ch recipient to protect it s priVilege d statu s 

Robe rt Gr ay 
Sec retar y to t 11e Cabi n e t 

I 

• 



• 
i 
• 

' ' ' 

, 

' • , 

' " 

i. 

---• 

" 

r _ 

• 

• 

• 

-
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THE AIRLINE EQUIPMEN T IN-VESTMENT PROG~~ 
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A Repor t by Dr . P au l \V . Ch e rington , Professo r of B us i ne ss ...Admi n i s
tratio n, Graduate School of Busi ne ss Adrri..ini.stration, Harvard Uni,.,ersity , 
prepared for th e Pr es iden t's Spe c ia l -~ssistant fo r _A..viation . 
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June 30, 195 8 

D e ar Mr. Pr es ident : 

I have the honor to transmit a report on the Status and 
EconoTn i c Significance of the Airline Equipment investment 
Prog r am . 

This report has be e n made possible through the co 
operation of many individuals i n the D e pa r tm ent s of Co n,me rce 
and D e f e 11s e , . the Civil Aeronautics Board, the Bu re au of the 
Budget , the P res id en t's Co m mitt e e on Govern .me ::it 0 1·ganiz a 
tion, and th .e airline and aircraft m anufacturing industries. 
"fh e jr cooperatioT1 should n ot, ho we ver, be interpreted as 
n ie aning that they necessar ily en dor s e the co n clusions of 
th e 1·e port. 

R e spec ·tfu ll y , 

'Tl1 r.t\. P:re side n.t 

Th Whi te l-lo use 
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SUMMAR Y 

I. The Probl e m: 

A . The airlines have embarke d on a capital expend i
ture program which will entail an outlay of $ 2. 8 
billion for equipment and f acil itie s ove r the next 
five years, a n d d i rectly involve from 100 , 00 0 to 

12.5, 000 jobs a nn u ally . 

B. The a bili t y of the airlines to carry through this 

program is o f gr e at co n c e rn to : 

l. The a i _..-1ines tl1.ernselves and the pre 
serva t j on of a s oun d competiti, re ai r 

route system ; 

Z.. '"fhe airc r aft, e n gine, an d re la t e d 
manufa c tu re rs ,vbo have i n vest e d 
h e avily in the t r a ns port program a n d 
who will suf f e r se rious f in ancia l 
l o sse s if t he air li ne s' pr esen t a nd 
c o11.l ern pl a t e d pur c h ase s ar e not con 
surnm a t e d; 

3 . Th e econ o111y as a whole which stands 
to l ose b o th pr iva t e in ve s t m e nt an d 
e mp lo 1rm e n t; a nd, 

4. Tl1 e Go ve rnn"'l e nt which has a dir e c t 
s t ak e i ·n tl1e ma i nteri ance of h e althy 
ec onom ic c on di ti ons in t he airline 
i ndustry, in t he a ircraft industry whic h 
pro d uce s , rita l w e apon s , and i n the 
~ -
e c oI10m )r g e ne rally. 

C . J.~s a r e su l t o f r e c e nt de c line s i n t h e rate of t r affic 
g r o\ :i...rth a11d a substant ial det e ri o ration in earni n gs, 
in , rc sto r confi d en c e i n air carri e rs has b e en re 
d u ce d to t h e point ,, ·h e r e ma n v airli n es are en -, 

c ou n t er ing co 11s i d e rab l e di f fi cul ti e s in sec u ring 

• 
l 

• 
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the necessary financing. It is doubtful that a 
n umbe r of domestic carriers, presently 
accounting for about 28 percent of th e industr)r 
traffjc v olume, v✓ill be a ble to complete ne cessary 
fin an cing under anything approaching no rmal 
credit conditions . Some cutbacks in orders an d 
c on template d purchases of new aircraft have 
already occurred . 

D . There is also some doubt that the carriers, e"\ren 

if they do arrange the necess ary fina nc ing , '-Vill 

be ab]e to utilize economically th e equipment 
V✓l1.ich they ha--v-e ordered , without extensive ne\.v 
marketing ef forts . 
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II . Conclusions: 

A. 

• 

-

. which are within Th ere are several corrective measures . 
. • G -runent agenc1e s the power of the carriers and various oveJ. -

to accomplish . T hese are : 

1. Passe nge r fare adjust.111,ents which are 
immediately necessary to provide im 
provement in earnings levels and restore 
the confidence of investors in the airlines ' 
-earning capacity ; 

2. Direct action by the carriers to study and 
apply the measures necessary to broaden 
the traffic base and regain the gro'.vth rates 
experience d during the last decade; 

3. Closer coordination between the ca rri er s, 
airport and municipa l off i cia ls, and the 
Civil Aeronautics Ad.m.inistration in the 
planning and insta ll at ion of ground facilitie s 
and e quipm en t which are tailore d to ·the 
requirements of ec onomic and operational ly 
f ea si ble j et se rvices; 

4 . St u di es by the Civil Aeronautics Board or by 
the Under Sec ret ary of Co mmer ce for T ran .s 
portation , to be trano!l~itted fo rmally to the 
Bo a rd, as to the ef fect of recent l y certified 
competition on ai.rli11e service a nd costs an d 

5 . 

6. 

as t o the app1·opriaten~ss of the present route 
pattern for jet operatio n • 

Studies by the Air Coordina. ting Committee 

or the Op e rations Coordinating Board on ,Nay s 
i n which the sale of older U . S. co mm ercia l 

aircraft abroad might be facili t ated in appropriate 
cases • 

In . the event that the question of excise tax policy 
is reopened, further consideration b) r the S ecretar y 
of the Tr ea sury of the favorable effec t on the 

ca :r:ri ers of repeal or reduction in transportation 
ex cise taxe s. 
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THE STATUS AND ECONOMIC SIG:N1F ·ICANCE OF 
THE AIRLINE EQUIPMENT INVESTMENT PROGRA.l\,-1 

I . The Problem: 

• 

• 

A. The airlines are engage d in a major invesbnent pro 
gram for new jet aircraft and related facilities . 
Total planned airline capital expenditures in con
junction with this program are estL-nated at $2 . 8 
billion over the next five year s . 

B. The airline investment program is of direct concern 
to the air1ine s, and to several aircraft and engine 
manufacturers ar1d their suppliers, nU1nbering some 
5,00 0 concerns . In addition, it is in1.portant to the 
economy as a major private investn1ent program . 
It is es tim a ted that the program direct ly involve s 
an average of 100,000 to 125,000 net ~dd itiona l 
jobs annual ly in the economy and indirectly st ill 
more. 

C. R ecc ntl y, doubts have been raised as to "\v·hether 
the carrie1·s will be a ble to carry through this pro
g :ra1n successfully . It l1as been charged that the 
progr a m is u11r ea listically large . C onversely , the 
carriers c l1arge that the Ci,,il Aeronautic s Board., 
through failu:re to act on requests for higher far.es 
and tl11·ough the crea t i on of excess ive competition , 
is und ermini11g t l1e eco11om ic soundness of the 
indt1stry an d inv esto r confidence which is needed 
to financ e the industry 1 s capital program . 

D. Th e airline industry has long been the object of 
Gov ernment a ssistance and regulation, in con 
junction with stated national policy to develop a 

s011n d a ir transport S)rst em for defense~ postal 
an d com1nercial need s . The aircraft indus try 
has also b ee n hea,ril,r dependent on Go vernmen t 
busin e ss and constitutes for the Gover -n..rnent a 

major source of "'·eapons . Thus, the success or 
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failure of the present invest1nent program is in
evitably of concern to the Go verrunent . Tl 1 ese 
factors, together with the benefits which the 
succ es sful completion of the program _, or at least 
major seg1r 1en ts thereof, would give to the economy 
at the pre sent time, pose two questions : 

1 . 

z . 

W"'n at is the present airline situation and 
w hat are the prospects that their proposed 
in ve str1-1ent program can be successfully 
put into e ffect? 

Is there any action which might appro
priately be taken by the Go vern...rnen t to 
facilitate the successful completion of the 
inv es tment program? 

N OTE : Tl1is r epor t l a r ge l y fo cuse s on th e domestic trunk.line and 
U.S.-F1 ag int e rn a tiona l an d overseas operation s. The 14 
car1 ·i ers which conduc t these operation s are listed b elow. 1 / 
'fl1cse carrie1 -s accou nt for a bout 95 percent of the com -
rr1e1· cia l 1-eve nucs of tl1.e U . S . airline industry . Oth er seg 
n1ents of tl1e i 11du str y, such as local ser, , ice l ine s, carg o 
carr i ers , sup rJl e inenta l carriers, et c. , t en d to have some -
,v11.at T11ore sp ecia li ze d problems . 

• rn 
' 

1 I -

--::, 
"' 

~ - C ,._ .;z 

\ ,: ""' "'" ' ... - ,. "' ::, 0 ~" 

· erican l Branif f, C a pital, C ont ,nen t al Delta Eastern N L " l .. · - ' '--- , , a,..,1.ona 
N 01·th e as t, T ran s- \Vorl d. 1-orthwest, United, Western, Pan Am eri c an 
and Pa ,nagr a . 
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Background and Economic Setting : 

A . The Growth of Airline Traff ic in the Past Decade 

1. Over the past 10 years the majo r U . S . ai r 
carriers have carried increasing amount s 
of mail and cargo traffic, but passenger 
busi n ess has been and continue s to be the 
predominant source of operating revenue s. 
Passenge r revenues i n 1 9 57 ai.-nounted to 
$1 . 3 billion domestically , and $378 million 
abroad, accounting for 9 0 percent of all 
re-venues of the domestic trunk.line and ove r 
7 5 percent of th .e re, ,enu es of internationa l 
and overseas carrier s. 

2. P assenge r traffic on domestic trunk.line has 
has increased fourfold f rom 6 billion passen 
ger m il e s in 1948 to 25 billion in 1957 . 

3. 

5. 

Over the same period, passenger traffic 
on international and overseas routes in 
cr e ased thr eefol d from l . 9 billion to 5 . 8 
billion passenger miles. 

In t enn s of passenger miles, the domestjc 
airlines are now the larg es t comn-ion 
carrie rs of intercity passenger traffic. 
In 1957, 11carl)r 35 p ercen t of common 
ca r rier i1-itercity passenger trave l was by 

• air. 

The growth in traffic and revenues since 
1948 partl) r reflects an expanding -volume 

of coach senri .ce which now accounts for 39 
percent of the domestic p2.s s enge r traffi c 

and 65 percent of the international and over 
seas air travel on U.S. carriers . 

Despite the impressive re venue and traffic 
gro\vth the airline 'market 11 :remain s 
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f · di · · d als limited in terms of the number o in v1 u 
wh o travel. Estirr:a tes of the nu..inbe r of . 
different dome stic passengers who travel in 
any one year range from three million to 

six million persons. It is generally agreed 
that penetration i s limited and that ''repeat 11 

travelers account for the bulk of air travel. 

Airline passenger trav·el co n tinued to grov. , 
in 1957 at the rate of 13 . 2 percent for 

domestic trunklines and 12 . 5 percent for 
foreign and overseas air carriers . · · But 
the rate of traffic growth has declined 

gradually since late 1955. It fell off n~ore 
rapidly in the fourth quarter of 1957, and 
in F e bruary, March and April, 1958, traffic 
was at or below the 1957 levels . •~-

• 

- :t..:j ... 

B. Fa res and Yi e lds. 

1 . Only t w o ge n eral inc rease s in domes tic 
l)<l i:-; s e r12 e: i· fa r es have occur red since 194 9. 

In 1952, $1 \vas added to tl1e price of eac l1 
ti cke t an d in F e bruary 1958, fares were in 
crease d by 4 p erce nt plus $1 a t ick e t, for 
a n overal l increase of 6. 6 perce nt. The 
fare increases o,rer this p erio d added 9 
percent to the price of an · average ti cke t. 
l-Iowever , in terms of constant dollars , 
adjusted for interim price level change s. 

tl1e r ea l cost of tl1e a,,erage ticket actually 
declined by 9 percent. In contrast to the 
rel at iv ely mode rate 9 percent increase in 

the price of ai r tran sportation, other trans 
portat:ion costs have risen much rriore sub
stant:iall )r. For exam ple, the cost of 

automobile o,vnership a n d operation rose 
ove r 19 percent in actual dollar s betv,reen 
19 49 ar1d the end o f 1957 . 
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limited in terms of the nu_-rnber of individuals 

who travel . Estirra tes of the number of . 
different domestic passengers who travel in 
any one ye ar range from three million to 
six mil lion persons . It is generally agreed 
that penetration is limited and tha~ ''~epeat'' 
travelers account for the bulk of air travel· 

Airli ne passenger travel continued to grow 
in 1957 at t he rate of 13. 2 per c ent for 
domestic tr un..kline s and 12. 5 percent for 

d · · But foreign an ov·e rseas air carriers . 
the rate of traffic gro"vtb has decli ne d 
gradually since late 1955. It fell off more 
rap i dly in the fourth quarter of 1957, an d 
in February, March and _.A.pril, 1958, traffic 
was at or below the 1957 levels . -~-

• 

. ,_ 
;ii,. • , ,. 

Fares arid Yields . 

1 . Onl)' t wo ge ne ral inc i·ease s in domestic 
p as s .:;ri e~ r fares have oc curred since 19 4 9 . 
In 19 52, $1 ,vas added to the price of eac h 
tick et and in February 1958, fares were in
crea .sed b) r 4 percent plus $1 a ticket, for 
an overal l incr-ease of 6. 6 perc e nt. The 
fare increases over this period added 9 
perc ent to the price of an · average ti cke t. 
}-Jo\~rever, in terms of constant dollars , 
adjusted for interim price level change s, 
the r ea .1 cost of t he average ticket actua ll y 
d e clined by 9 percent . In co n trast to the 
relatively moderate 9 percent increase in 
the price of air transportation, other trans 
portation costs ha'-re risen much more sub 
stantial});- . For exam ple, the cost of 
automobile ow-ne :rsh_ip and operation rose 
0 \

7
e r 19 percent in actual dollars between 

1949 and the end of 1957 . 

.. 
I 

' I 

' • 

I • 

• 



• 2. , 

I 

• 

3. 

\ 

• 

-. 
• 

• 

• 

.. . 

Because of the availability of family plan 
• 

discounts and the gro-....vth of coach service 
(at a n average cost to the passenger, l_:ss 
tax , of 4 . 3 cents per mile) , the domestic 

• 

airlines have been realizing a progressive -
ly l owe r yield fr om each passenger 1:1ile 
transported . Average revenues received 
by the trunklines declined from 5. 7 5 cents 
per passenger mile in 1948 to So25 cents 
in 1957. 

Internationally , there have been sever al 
oenera l incr e ases in the levels of fir st -o 
cla s s pass enger fares, the most recent 
b e ing an incr ease averaging 8 percen t 
in the North Atla n tic ar e a which became 
effective Apr il 1, 1958 . Transatlantic far es , 
as ex emplifi ed by the first-class New York
London fare , have risen 24 perc ent . Fir st -
class Tr an s pacific fares have be en hel d 
con s tant in s ome c a ses , and have ris en in 
oth e r s . But , while t h e incr e as e s w e re being ·..: ;'. -put into eff e ct , the intern a t i ona l a 11d ov e r- 7- • , ~t> 

se a s ca rr iers have introduc e d a nd ex pande d ~ o,11~ 
a variety of coach , tourist eco n omy services . 
For ex a mple , t h e re are no\v a vailable acros s 
th e North Atl antic ih e following s ervices 
a11d f a r e s , as illustrat e d by tho s e avai lable 
b etwe en N ew York a nd Lon don : 

Type 

D e lux e (Sl ee p e r) ........ . . . . 
D eluxe (Sl ee per e rre) •.•.•• 
First Cla s s • • • • • • • • • • • • • • 
Tourist . . . . . . . - . . . . . . . . . . 
Eco nornJ" ........ .. .. ... .. . 

One 
Way 

$ 56 0 
48 5 
43 5 
315 
252 

Roun d 
Trip 

$ 1,023 
873 
78 3 
5 67 
454 

P as ~enge r ~ e lds have d e cli ne d more s harpl y 
for 1n t ern a t1onal a n d o v ers e as carri e rs t h an 
for doz:n e st_ic carriers , due to the more rapi d 
and ext ensive grovrth of coach, to u rist an d 
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other discount services . From an average 
mile in 1948, of 8.; O cents a passenger 

y-ields declined 17. 5 percent 
a passenger mile in 1957 . 

to 6. 6 cents 

C. Costs and Profits. 

1. 

2 . 

'Nbile the prices of things that the _airlines 
buy and the wages of their employees have 
steadily increased over the past years J ne\v 
aircraft which they have brought into opera 
tion have been more efficient. T1le"1.use of 
more effici~nt equip1nent, coupled \\'ith 
commendable cost controls and the gro\.v-th of 
the cheaper c oach services, enabled the 
domestic trun.kline s to reduce the co .st of 

-providing a ton mile of lift from 30 . 3 cents 
in 1948 to 26. 0 cents in 1955 . However , 
costs have since inched upward to 26. 5 cents 
an available ton mile in 1956 , and further t o 
26 . 8 cents in 1957 . 

There is a nota ble difference in the cos t 
exper ie11ce of the four larg e st trun.klines 
(Big 4 ) as compared with the exper i e nce of 
othe1· t1·unklines. Available ton mile cost s 
of the Big 4 carriers hav·e increased con 
sistently from 1955, but the cos ts of the 
otl 1e r tr unk li ne carriers declined in 19 5 7 afte r 
increasing from 1955 to 1956 . 

3. Available ton mile costs of internationa l and 
overseas air carriers have been steadily de 
c:reasing since 1951, when such costs averaae d 

0 

44. 4 cents, to an average of 35 . 6 cents an 

4. 

available ton m ile in 1957 . 

The lir1k between capacity costs e1~1 d costs 
per unit of r evenue (cost per available ton 
n1.ile vs. cost per re...,-enue ton mile ) is the 
load_ fact or - - the extent to which capacity 
(ava1lable ton miles of lift or available seat 
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miles) is utilized. Since mid - 1956, _there 
has been a stead y decline in d ome s t1c load 
fa ct or s wh ich ha s continued tl1rough the 
first quarter of 1958. \Vhereas load factors 
averaged nea r ly 65 percent for the fiscal 
yea r 1956 , in 19 57 there were only 6~. 5 per 
ce nt. Decliri.ing load factors, super impose d 
on increasing capacity costs, have materia ll Y 
increa sed the costs involve d i n handling 
traffic . Thus, in 1957, the cos t per revenue 
ton mile wa s 5 0. 8 cents as compared '\.vith 
48. 1 cents in 1956, and 46. 8 cents in 1 955 . 

5. From 1950 through 1955, airlines reported 
net profits were relatively favor ab le . As a 
p er centage of return on investrne11t , they 
averaged in exces s of 11 p ercent . As a per 
centage of gross revenues, they average d 
b etter than 5. 5 p e rcent . In 1956, net profits 
declin e d onl) ; moderately, due to a substa11tial 
increase i n capital gains from sale of e quip -
111ent which practically offset a decline i n 
op era ting in c o:rne . In 1957 , 11owever, ·net 
fJrofit declined b y over 50 p ercent t.o $26 
m .illion, despite the offset of eve n la rge r 
capital gains . Net profits in 1957 amounted 
to 4. 8 percent return on investm en t an d a 
1 . 9 p er cent margin on sales . During the 
first qtarter of 1958, the decline in net pro
fits continued at a rate which, if it persis ts, 
will eliminate all profits by year - end 195 8 . 

6 . In contrast to the uni avoT ab le t r end s of costs 
and profits '\\rl1ich mark the rec ent experience 
of the domestic trun.kline s , the situation for 
the international and o, :-erseas carrie r s h as 
b ee :1 generally less disturbing . C osts per 
ava1la ble ton mil e hav e declined annua ll y f rom 
1951 through 19 57. Load factors have been im 
pro, riding, the ton mile lo ad factor of 66 per 
cent for 1957 being the b.ighest a nnu a l loa d 
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factor in a d ecade . The combination of de 
clining capacity costs a n d improving load 
factor s has resulted in a relativel;r pro
nounced reduction i n c osts per revenue ton 
mile from 71 c ent s in 1951 to 57 cents in 
1957. Through 1956, cost reductions have more 
than offset the decline in revenue y-ields, re 
sulting in relatively stable profit m ar gin s 
averaging about 7. 5 percent on invested 
capital and 4 percent on gross revenues . 
In 1957 some de c line in profitability is 
eviden t . Net operating income dropped 
from $33 million in 1956 to $27 million i n 
1957 , an d net profit declined moderately 
from approxLr.nately $21 rr1.illion t o $19 
millio n . 

All segments of the i n dustry have repea t e dly 
complained t ha t profits and p rofit marg in s 
have been inadequate . The Civil Aeronautic s 
Board for a numbe r of years ha s held that an 
8 percent return on investme nt was a r eas on 
a bl e profit for domest ic ca rri er s an d 10 pe r 
cent for international carriers due t o the 
specja ] financial risks involv e d in operating 
abroa d . More recen tly, the stall of the 
Board l1as proposed that a retur n of 8. 9 p e r 
cent for the four largest trunklin e s (Big 4 ) 
a nd 9 1 5 percent for the other trunkli n e s be 

t 

used for determining the reasonablenes s of 
profits . The carriers have taken the p o s ition 
that tl1e staff proposal is ins11fficient an d som e 
have attacke d the rate of return as a rr1easu re 
of p1·ofit reasonab l enes s on the grounds tha t 
appropriate consideration is not given in t h.i s 
measu re to tJ1e risks of repeated exposure s 
of a narro~~ investment base to depl~tion f rom 

-operating losses . It is co ntended tha t this 
risk is quite s ub s t a nt ial in the airline industr y 
v:hich is subject to err atic fluctuation s in 

• earrung s. 
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8. Notwithstanding ·.;.rhat co n stitutes an ap pro
pr iate yardstick an d bow it should be 
implemented, all partie s seem to agree 
that the earnings of the domesti c trunk.lin e 
carriers in 1957 and the first quarter of 
1958 were inadequate . The reported profits 

• • .-:, of international and overseas air carriers 
have been c ons is tently bel ow t he stan·da rd 
which ha s been applied by the Board . 

9. It should be emp h asized that for the m ost 

l 0 . 

part the foregoing figures are thos e reporte d 
by the carriers and do n ot reflect adjus t
m e nts or disallowances in costs which the 
Board or its staff feel a pprop r iate for rate 
making purpose s. I n some case s such 
adj us t me nt a n d disallowances are substantial .· 
Th e y are , ·of course , cont e sted by t he 

• carr1ers . 

In t l1e sp r i n g of 1956 , the B oar d initiate d a 
G e n e ra l P asse n ger Fa r e In ve sti g ation to 
d et.e .rn 1ine a re a so na bl e lev e l of do mes t ic 
airli ne f ai: es. This i nv es tiga t ion is s till in 
pl ~ogre s s, a ft e r su s p e nsions during the 
Slllnn~ er of 195 7 a nd the s pring of 195 8. It 
is now es ti ma t e d that it wil l be comp l ete d 
th e first h a lf of 19 59. 

Co n"lpetition. 

l . Since 1955 the Boar d, in a s e ries of rout e 
cases, 11as substantially increased the 

am o unt of c om p e tition bet w een airlir s.e s by 
a, vardi n g n ew c omp e titive ro u tes . 

In ma. 'king t.l-iese a v.·ards, the Board has in 

~ca.ted an e:x.--pre s sed policy of atte m pting to 
stre n gt.rien the mediu..rn sized carrier 5 -vis-2. - vi 

6 
the Big 4, a l tho uo-h extensive -i--ou'e gr- t i._ -

o - L. a.n s ll.d.Ve 
b e en m ade to the B i g 4 a s we ll. 
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4. 

In the new route grants made over the 

past two and a half ye ars, a major chan~e 
has been effected in the scope of competi 

tion among domestic air carriers. Before 

1955, nearly 60 percent, or 228 of the 40 0 
most important ai _r travel markets ( city 
pairs ) which account for the great bulk of 

operating revenues, were non - competitive . 
Today, competitive service has been 

authorized in 348 (87 percent) of these 

markets . Prior to 1955, only 38 of the 

top 400 markets had authorized service 
& • • from three or more compeL1ng carriers . 

Today , there are 115 markets, or three 

times as many, with three or more authorized 
carriers . Moreover, 12 of these

1 
in con 

trast to on .e before 1955, have five or more 
competitive services . The net result of the 
additional competition which has been 

au tJ1o rized is an increase in the average 

nwnber of carriers per market from about 
l. 5 before the recen t round of route grants 
to 2. 2 t oday . And, this average is likely 

to be incr eased furtl1er "vhen decisions are 
:reac l1ed i11 maj or route cases now pending 
b e fore the Board . 

Co1np eti tion l1as been e xpanded m ost exte n
sively in the 5 0 heavies t traveled markets 
which alone account for about 40 percent of 
total 1·evenues. In these markets the . 
a, ,e rage nU1nber of carriers per market 
has bee11 i11creased from 2. 0 to 3. O. But 

it has also b ee n extended a l most proportionate 
ly · throughout the l ighter travel segments. Be 
fore 1955, segrnents ranking from 51 to 400 in 
traffic volwne averaged about l. 5 carriers per 
segn 1.ent . Now, such segments average more 
than 2. 0 carrie rs per segment, an overall in 
crease of about 40 percent in competitive 

services "';hi ch extends to even the lightest 
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In the new route grants made over the 
past two and a half y e ars, a 1najor change 

..... has been effected in the scope of compeL1 -
tion among domestic air carriers. Before 
1955, nearly 60 percent, or 228 of the 40 0 
most important ai_r travel markets (cit)r 
pairs) v1hich account for the great bulk of 
operating revenues, --w·ere non - competitive. 
Today , competitive service has been 
authorized in 348 (87 percent) of these 
markets . Prior to 1955, only 38 of the 
top 400 markets had authorized service 
from three or more competing carriers. 
Today, there are 115 markets, or t h ree 

times as many, with three or m ore autl101 · ized 
carriers. Mo r eover, 12 of these, in con -
tr a st to one b e fore 19 5 5 , have five or 1n ore 
co m p e titive s e rvic e s. The n e t r e sult of the 
a dditional comp e tition which h a s b ee n 
a uthoriz e d is an incr e ase in th e av er age 
nU1Tibe r of c ar rie rs p e r m a rk e t from about 
1. 5 be for e the re c e nt round of r o ut e grants 
to 2. 2 today. And, this a ve rage is likely 
to be in c 1·ea s e d furtl 1e r wh e n d ec i s ions are 
r e a c h e d in 111.aj o r ro ute ca se s now p e nding 
be fo re tl )e B oar d. 

C o1n p e ti ti on has b ee n e xp an ded m o st e xten 
si ve I) ' in th e 5 0 h e avie st tra ve l e d markets 
v., 11 i c h a l o 11 e a c c o u n t f o r about 4 O p e r cent of 
t o t a l r evenue s. In thes e markets the . 

• 

a v e r age n U!Tibe r o f ca rri e rs per market 
h a s b e en incr ea sed from 2 . O to 3 . O . But 

i t l1a s al s o b een extended almost pr oportionate -
1)' t l1r ou gh o ut the lighter travel seg ·ments . Be
f o re l 9 5 5 , s e gin e 11 ts ranking fr om 51 to 4 O O in 
tr af f i c v ol mn e a ve rag e d about l . 5 carriers p e r 
s egme nt . No\li.', such s e gments average more 
t h an 2. 0 c arr ie rs per segm e nt, an o-verall in 
crea s e of a bo ut 4 0 p e rcent i n competitive 

service s \•.rhich e xt en ds to e ven the lightest 
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traffic segments. 

The extension of competition through new 
. 

grant s to medium - sized trunk line carrier s 

appears to have arrested and reve r ~ e_d a"". 
tren d t o in c reasing per c entage part 1c1paL1 o n 
of the B ier 4 carr i er s i n the domestic 0 

passenger market s . Howeve r , in severa l 
, . . . 

instances, the heav ·y cost of brea.K.1ng in to 
these markets has meant that newly certif i e d 
carriers have experienced Sl1bstar1tial l osse s 
in their initia l operations over the new routes . 
The increased competition which is , in part, 
designed to provide the medium-sized carrier s 
with access to greater t raific densities in orde r 
to perm i t them to e.cilize larger, more eff i
cie n t aircraft , by the same token imposes on 
these carriers the need to re-equip themse lves 
with the most modern aircraft in 01-der to 
compete effectively with th e ir larger cor11pet i
tor s . 

In t ernationa l operations of US. carriers have 
also b econ1e more competitive dlJe, i11 part , 
to so rne expansion of the are .a of competition 
a 111 o ng U . S . ca r r i er s , s u ch as the r e: cen t 
extension of 'T\VA 1 s ro ute s to Manila , thereby 
cnab lir1g T '¼' A and Northw e st to provide a 
secon d U.S. round-the - \~orld service. Ma· l 

l n y , 
110\:ve ver, additional competition has been t he 
re .sult of the increasing activities of foreign 
air carriers ope rating between the U. S . an d 
poi11ts a broad purs uant to bilateral agreement s. 
The numbe r of foreign air carriers operating 
to and f ron-i the U . S. has increased :from . 2 2 t o 
39 cin ce 1949. During this period , U . S . carrier 

~ · .. ,&.."' .. , • 

part1.c1paL1on 1n tne 1nte rnatio n al market de _ 

clin e d from 7 5 percent to about 62 percent, 
although the absolute volume of traffi c handled 
b) , our international carrier s increased . C e r 
tain of the recently· certificated foreign route s 
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E. Equipment . 

1 . 

provide at least indirect competition to 
our domestic trunkline s. 

In response to traffic growth and compe 
tition, the carriers have steadily ex-panded 
the capacity of their aircraft fleets ove r 
the last ten years. The addition of capacity 
was fairly gradual during the early 1950 1s 
when most carriers were restricted in their 
operatjons by equipment shortages . Heavy 
deliveries of equipment, f2 rticularly four 
engine equipment since 1954 have added 
extensively to airline fleet capacity. Orders 
outstanding for late - mode l piston aircraft 
contemplate the deliv e ry of 58 a dditiona l 
units in 1958, after whic h prod uct ion of piston 
t ransports will presuma bly come to a halt . 

2. Purch ases of new aircra ft over the past ten 
y e ars have increased the size of the combined 
domestic and international ai r fl e ets from 
954 units at the end of 1947, of which 44 per
cent w e re 4 -engi n e aircraft, to 1,803 units 
at Fepruary 1958, of which 62 percent were 
4- engi 11e a i re raft . 

3 . In 1955, se, , era l manufacturers announced 
that they were about to em bark on the de 
velopment and construction of turbo-prop 
a 11d turbo - jet aircraft. All the trunklines 
and international air car:rie rs have no w 
placed, or plan to place, orders for turbine 
equipmen t, :reflecting the irr .1.pos sibility of 
operating coJ11petitively inierior aircraft . 

-12 -

.i\t the present t i.me (June 1958) announced 
turbine aircraft on order by ye ar of 

expected delivery for t he twelve trunk.lines, 
plus Pa n -~e rican and Pa nag -ra, are as 
f 0110\1:.' s: 
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Type 1958 1959 1960 1961 TOTAL 

B oeing 7 07, etc . . . . 5.. 66 35 - - 106 

DC-8 • • • • • • • • • • • • - - 13 72 14 99 

CV - 880 • • • • • . • • • - - - - 43 - 6 49 

El e ctra • • • • • • • • • 14 76 :26 - - 116 

V i scount • • • • • • • • 15 - - - - - - 15 

B . . J r1 ta nn 1ct'i' .. . .. . . 5 - - - - 5 

TOTAL ~.9 115 176 20 39 0 

* C a n c-el lat i on of the s e air cr af t wa s a nn o unc e d 
mi d-J une , 19 58 

5. T h e se t r u nk} in e s a nd U. S. - F la g i nt e r n a t i on a l 
o rd e rs are a substan t ia l p ortion of th e to t a l 
co mn1.er c ia l ord e r b a cklog of five U . S. ai r
cr aft man ufactu r e rs a s i r1dicated b v t h e f ollow-, • 
1ng : -----,/ ,. ~ I y 

I ...,·. 
I :: 
I t 
~ 

.,,,. 
-::r .. 

C t:, 
<},~ ~~ 

'·i ·o ,~,-
T ota l 

C o11:1pa ny O r d er s 

Bo e i ng 
~ • • • • • • • 164 

Co nva ir 57 

.Doug l as ....... . 140 

F a i rch i ld . . . .. .. . 49 

L oc k h ee d . . . ~ . . 143 

TOTAL 
• • • • • • • 553 
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T runk lin e & U. S- Fl a g 
In t e rnati on al O r d e rs 

' 
No. o/o of Total 

106 65 

49 86 

99 71 

- - 0 

116 81 

37 0 67 
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7 . 

8. 

In addition to aircraft on fi rm order, several 
carriers have options to purchase additional 
aircraft and some carriers which hav e not 
yet placed fi r1r1 orders expect to do so. Still 
ot }.2 r ·.:ar riers which have alr ea dy placed 

orders for some of their equipment needs have 
indicated that more orders will be placed when 
a decision is reached on whi ch aircraft to buy. 
I t is estimated that additional orders from 

these sources might add in excess of 150 air-:: 
craft to the nmnber on firm order 

Th e straight jets will range in cost f ro1 n 
$4 milljon to over $6 milljon each . The turb ·o 
props will c ost betv..,een $2 - 3 mil lion . 

The total estimated costs of new air cr af t on 
firm order and contemplated to be ordered by 
the tr unk li ne s, including some piston aircraft 
to b e delivered in 1958, i s $1 . 9 billion . Nearly 
80 percent of these costs are associat e d with 
aircraft to be delivered in the 11ext three years . 

9. In addition, P a n American and Panagra plan 

to sp e nd $293 n1il l ion on new aircraft before 
1961, bri1 1ging the total estimated expendit ure 
for domestic and ir1t e rnational carriers to 
$2. 2 billion over tl1e n e xt 5 years a n d- ~ 
billion over th e n e xt three year 5 . /.., ;:-:.""

1 

,' t 
I~ ,~ 

F. Ca pa .city and Traffic Fo recasts . \-"".:•.? 
0 

• .._'!tc 

l . ~ feature of t11e new e q uipment is its greatly 
1ncreased capacity and productivity when 
compared \J...·ith piston equipment. In most 

:ases , the n e \~r- aircraft will h ave substantially 
increased sean.ng capacity and, of co urse , 

they \.Vill fl, r faster. Thus, the transportation 
\1/hich they \\rill gene rate per hour , day or -rea r 
.. - ] - 1 

1s 1~cr e ased . For ex2..mple : the DC - 8 wi11 
p r oauce about three times as man)' seat miles 
p e r day as the DC - 7 . 
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. . .. It is estimated that the new Jet equ1pmenL 
e ither nov. 1 on order or to be ordered and 
de li vered by 196 2 will have (as su_rning 8 
hour s utilization ) a productivity of c l ose to 
61 billion seat miles a year . In addition, 
there will be delivered, in 1958, piston 
aircraft with a capacity of nearly 4 billion 

· seat miles a yea r, for a grand tota l of 
65 billion s e at miles for trunkline and 
inter na tional operation s . 

In 1957, the trunklines generated 40 bil lio n 
seat mi l e s, and the internation al operator s 
9 1.)illion, for a total of 49 billion . 

The capacity of the on - order aircraft i s 
t}1en considerably in excess of that now 
availa ble . T aking into account capacity 
adde d 1 ate in 1 9 5 7 , w h :i c 11 is no t f ul 1 y re -
f leeted i n the 1957 seat mile figures and, 
ignoring for the moment equipmen t retire
n1ent a rid at tr itio n, tl1ese c arriers have in 
s ight capacity for app r ox im a tel y 119 bil li 011 _____ 

......-: sea t m :i 1 es by 196 2. .· ,..'.._y:.,., 
~ 
1 

~ ,.._.. --Of course, e x t e nsive retirements can be ":..,. ~f:, 

\. ? a • 11·1,, e xp e cted . Son1e carri e rs plan to r e t ire · 
al l or virtua lly al l of th e ir present pis ton 
e quiprn e nt. Others, h oweve r, plan to reta in 
a portion of their p i ston fleet . On the basis 
of pres e 11t pl a ns, it appears that something 
in the range of one - third to one - half of pre 
sen t piston capacity wil l be retained thro ug h 
1962. Thi s \;,,,oul d indi cate a 1962 total 
ir1dustr> r capacity o:f 83-92 billion seat mile s . 

At the 19 56 load factor 1e, , els of 64 percent , 
passenger traffic '-'--ould have to aggregate 

53 to 60 billion passenger miles (in contrast 
t o 30 billion in 1957) to utilize 196 2 fleet 
c apacity. This v..,ould require a rate of 

-
.ero\vth o f f 1·om 11 percent t' o 13 t - _ percen pe r 
ye ar from 1957 traffi c level s_ 
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7. Traffic forec asts, of course, va r y wide ly• 
The most recent CAA forecast for 1962 is 
40 billion passenger miles for domestic 
traffic and 9 billion passenger miles for 
international traffic, for a total of 49 
billion passenger m iles and a growth rate of 
approximately 10 per cent per year . Th i s 
growth rate is below the 1952 - 1957 ex-perience 
but above the mo st recent e.>:perience of z 2 ro 
growth . The concensus of several othe r 
forecasts of traffic for 1962, increased to 
reflect international traffi c of 9 billion 
passenger miles, also indicates a le\ rel oi 
tr af fic at 49 -billion passenger miles. 

8. Wjth the largest part of the deliveries of 
aiJ·craft sch e duled to occur in the next three 
y e ars at a rate faster than the traffi c buildup, 
there appears to be little doubt that a t e mporar y 
surplus of capacity will d e v e 1op . How e ver , by 
1962, surp1 us cap a city c ould be absorbed if 

9 . 

F ina n c i11g. ....., 

1 . 

the e xp ec ted low e r op e rating costs of the new 
e quipme nt s permit p :r ofitable op e rations at 
l o\1ve r utilization rates or low e r load factors , 
or a combination of the t\vo . It a l so is possib l e 
that t]1e :retir e m e nts of piston aircraft can be 
acce l erated and increased, reducing the avai l
a, ::l e· ~apac:ity . 

It is cl e ar, in any event, that substantial traffic 
g1~0\vth is nec e ssary if the equipment to be ac 
quir e d is to be justified and profitab ~ p.e ra t ed . 

,. ,. ...:,ry ~ 
I ..., 

- -:::. ) - -
. :;. ; 
.. ..-,,"' ., ,~ ~ 

' Q :) • "'--In add ition to th eir in v estm e nt in ne ~ c {i_ip -
m e nt which they have ordered, the airli~es 
must have additional amounts of mane)' avail 
able for ground e quipment and facilities. for . ' 

i n cr e ased. \Vork.ing capital 1'"or deb .. re·· 
-, \, Llrement 

an d t h e like . It is esti .m ated that the total 
a1n~u nt of fu n ds wh ich t!"1e trun.kline a n d inter 
nation al car r i e ,-s wil 1 be re ·q u i r e d t , 

- - - o nave 
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d 19 62 · $4 O billion. a v a i lable b e t we en now an 15 - · 

Th i s is over and above the a m ount of $20 0 
~ "he million i nv e s t ed by oth e rs for t h e use O.L ~ 

carriers in such thi ng s as hangers, termi n al 
f acil i t i es, and the like . 

Of t h e total f un ds wh ich the carr i ers 11eed, $1 . 4 
b i llion is es t im ated to become avai l able from 

· · · b l ce of $2 6 bil l ion de pr ec1a t 1on, l e a v ing a a _a n - · 
to be m et out of : 

a. Sal e s of exi s ti n g e q ui p men t; 

b . Profits, l es s d iv ide n ds; 

c. Misc e ll a neous so u rces, such as 
de fe rre d ta xe s; and, 

• d . Ne w f und s to be borro we d or 
tl1r ou gh the sa l e of e qu ity . 

r a is e 

-----•• )It; " • 
,. . ... ,) 
. '" 
' '• 
' -. 

. --,. 

·. 

3 . P roceeds fr om the sa l e of e q uipmen t l1ave b e e n 
es t in1 a t e d at $3 00 m illi on, o r some\vha t in e x 

ce s s of book ba lu e at ti m e of s a l e . This e stima te 
r e fl e cts a ··20 p e rc e nt p e r ye ar dec l ine in air
craf t p r i ces as e xcess a ir craf t are m ark e t e d . 
. A.t b o ok v a lu e (res id ua l val ue i n mo st c as es ), 
th e 1

4

e a l i z at i on wo u l d b e $16 2 m i l lion. 

4 . If the carri e rs m ake prof i ts at a ra t e of r e turn 
of 9 perc e n t on in"\•e sted capit al, 5-y e ar e arn 
ing s, afte r pa ')r:rr1ent s of cash di v id end s at the 
19 5 6 a n11ua l rate s , wil l amo unt to $ 500 million . 

5. 

6 . 

Un der abo v e esti rnate s of d e pr e c i a t ion, pro
c e ed s from e quip m ent s ale s , an d earnin gs, 
the ne \l ;, c a pit al requi r ement s for th e ind u st ry 
a.i1-iount t o $1 . 4 bi 1li on f or t h e 1958 - 62 per iod. 

Of this a.moun t . :a r r 2.ngemen ts h 2.ve been made 
a s of Ap ri l 19 58 fo r app r ox imate ly one - b alf. 
The r emain in .g $ 76 0 milli on, 'b y ye ar i n which 
r e q ui r e d, is a s f o llov, ,rs : 

- 17 -

• 

( 
I 
I 
I 

I 
' ! 
i 
I 
' I 
I 
f 



' 

.. 
( 

-

-
• 

• 

• 

• 

• 

';, 

. 

Year 

Financing Required 
but not Arranged 

(Millions ) 

1.9.58 
1.95.9 
196 0 
196 1 
1962 

. . . . . . . . . . . . . . - .. . 
• • •• • • • • • • • • • • • • • • 

··· ····- ............... . 
• • • • • • • • • • • • • • • • • 

. . . --. . . . . . . . . . . . . 

Undetermined* . . . . .. . . 

87.4 
· 1s o.6 
312.8 

41. 5 
8.0 

133.3 

*.Da.ta for P an American and Pa n agra 
did not per m it an annual distribution . 

7. Un der the assumptio n s m ade, the a m ount s 
r e quired by each carrier, list e d in d e sc e nding 
order of m ag n it u de, a re sho'\vn b e low . Severa l 
of the carri e rs i n dicate that, if a n ything , the 
as sumptions are too favo ra ble and that, in fact, 
th e ir :te qu.i :reme nts will be l a r ge r th a n the 
amo unts shown . 

'G,';arr i e r 

Fina n ci n g R equire d 
but not A rrang ed 

{l\1i l1i on s) 

TWA . . . .. . . .. . . - . . . . -
P a n Ame ric a n . .... _ .. 

$ 

No rt h we st ........... . 
Ca pi t al ...... .... . . .. . 
Nat io n al . . . .. . ... .. . 
Ain erican ........ . ... . 
Delta . . . . " - . . . . . . . . -
No rt h ea st . .. . . . . . . . . . 
Ea s te rn .. . .. . . . . - . . . . . . 
Panag ra .... . ... ~ ... _ 
C onti nenta l _ . . . . . . . - . 
We st e rn . . . . . . . - . . . . . 
Uni t e d . . . . . . . . . . - . . 
Braniff 

T ot al . . . . . . . $ 

3 13.3 
115 .3 

63 .5 
53 . 5 
4 7.5 
31.9 
28.8 
26', 3 
22.6 
18.0 
17 . 8* 
17.2 
8.0 
- -

7 63 . 7 

*In mi d - J un e 19 58, t hi s carrier sold 5 3/4 
c e n~ · ·bl p e r-

• L con_verr1 e s ub ordi na t e d deb en t u r e s v, hic.h 
)Q:1d e d i t approximat ely $12 m ill i on of the re 
qwr e d a.moun t he r e i ndicate d. 
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T he carriers have typically followed a pattern 
of long -t erm financing, mainly through loans 
fr om in surance companies, supplemented by 

.. shorter-term loans fr om bank s to cover req u.1rc-
ments no t met by the lon g-term financing . Some 
equity f inancin g was unde r taken in 1956 and earl)' 
195 7, v1hen co nditio ns in the equity marke t an d 
carrier earnings were more favorable . None 
has been unde rtaken thereafte r . 

In contrast to the Big 4, the medium - sized 
tr unk.lines have had limited succes s in arranging 
long - term loans. Moreover, a recent an d as yet 
unpublished study of the Harvard Business Schoo l 
indicates that, b eyon d two loans presently t1nder 
negotiat i on (covering only a part of the fi nanci 11g 
n ee ds of the carriers involve d), it is doubtf ul 
wh et her under recent earning s conditions an)' .,..--....., 

• ,... ": ,;. 14 r y further long-term funds will be availab le to f:;" 
medium-sized carriers, excep t in limited \i "i 
amoun ts, at re lativ e ly high i nterest ra t e s of ~~ a,.~ 

-....:...,o , .. 6 percent , and under highly restrictive ,covc ::: a rJ· gi--:-"' 

10. To th e ext e nt that bank loans can be arrange d, 
the insist en ce of the banks on loans of relative 
shor t tei·ms ( 110 longer than 10 years and gel} e rall y 
l es s ) , wi ll impose onerous repay1r1en t requirements 
on the carrier s, if they turn to this type of fin 21ic
ing . Additiona11) ' . the f inanc ing require1nents 
are so la rge in relation to presen t capitalization 
tl,at the debt ratios (already high for most of the 
carriers } \.,rill exceed the li.inits con side red p r u 
dent or acceptable b) r financial instit ution s. T h us 
it se en-:is clear that equity financing will be re 
quired in most cases as a condition prE:cedent to 
the granting of ban_k loans . 

1 1 . The equity market is not favorable for the 

issuance of common stock for mo st of the medium
sized ca rriers . The marketing of additional stock 
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by any carrier whose stock is selling below 
book would involve a substantial loss in 
equity on the part of the present s tockh olders. 
Until earnings are suificie n tly i.-rr1proved to 
restore the cori.-fid en ce of the equity m arket 
in airline securities, it is questionable whether 
the present stockholders wil l au tho rize further 
issuances of stock . 

• 
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III . T l1e Airline Eq uipme nt Program , the Aircraft Industr1.1, and 
the Economy: 

A. In addition t o the airlin e s, .. h . .. .. major segm ent s O.l t e a1rcra.1..t. 
indu st ry have an important 
jet equ ipment program . 

stake in the success of the 

1. C omme rcial transp o rt orders .from ali so u rce s, 
including for ei gn carriers , he ld by f iv e airf r a111.e 
manufacturers , total over $2 billion . E ngine s and 
accessories for these aircraft, h a ving a v-alue of 
over $500 million, are also i r.tvolve d . 

2 . Despi te the substantial orders w hi ch they hav e 
r ecei v e d, none of the manufacturers ha s as y~et 
so l d enough aircraft to cover its bre ak - even point - 
th e number of aircraft re quired to pay for develop -
m e nt, eng in ee ring and tooli11g expense s . 

-· • ... - . ~ :., " -.. ,, I ·- ,. 
. . 
I : 

3 . 

4 . 

5. 

\-2~ ti 

'~ - <., T 11c airf1· ame , engine an d a c e es s or y manuiactu:rer s , · .J 
O 

,-=-r" 

h ave a lr ea dy made extens ive investments in d es igning , 
enginee ring , tooling and production fac i l iti e s . This 
s um 1na y be roug hly es t i n-:i.ated a t $65 0 mi ll io n to 
da t e . Th is figu1·e ma y be expec t e d to increase 
1na t er ially b ef ore de l iver i es corru.nence . 

Cur1· e nt e 1nploy:m e nt di r e c tl y associate d w i th the 
tra 11spor t prog ram s of t h e air.frame , engine a nd 

access ory manufacturers and of thei r su b contract ors 
i s es tim a t e d at 80-90 thousan d people . T hi s 

numb e r s hould rise t o ap proxi 1na tely 120 thous and 
wh e n pe a l< p1·oductj on is re ac hed. 

It is virtua ll y i111poss ibl e t o e stimate the total 
• 

lm pac t 011 the economy of the equipment progra m . 
O_bvious ly, the i~vestment and em p loym ent figure s 
g1ve11 abo , ,e , \\'h1ch can be directly identified v, ith 
' ... 

tne progra m~ shou]d be increa sed ap p rec ia bl y in 
ord e r t o a :rr 1, re at an appr a.isal of the total · - • _ _ 1mp a.cL • 
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IV. Analysis of the Present and Pr ospect i ve Sit uati on: 

A . The foregoi ng background and economic material i~dicates 

that the present economic situation of t h e airlin e s 1s un 
satisfacto r y an d is dete rio rati n g . Pr ospe ctively, the 
s it uat ion is at l ea st potentially seriou s for: 

B . 

1. The airline indust ry, as a whole , through loss of 
public and in "Jesto r confidence • 

2 . Particular carriers , through ina bility to carry 

through on competitive e quipment program s. 

3. Th e air f rame and engin e industries and their 
supp li e rs, t hro ug h order cutback s, s t retchouts, 
an d failure of new or ders t o materia li z e. 

4 . Tl1e e c or,om y, th roug h los s of pri va te inve s tmen t 
and e mp l oymen t. 

5 . 'fl 1e Gov e 1·nmen t , because of the tradi tion a l 
(lepe 11.d e nc e of bot J1 the airline and aircraf t 
o 11 Gov e r 11 me 11 t o :rd e rs an d a s s i s tan c e . 

In l a rg e 1n ea sure , th e p1·ese nt situation is a r esu l t of 
e v e nt s Crtl<ing pl ac e simu l t an eous ly. The recession 

l1a s C llt d ee p l y i 11to tr affic growt h . S imult a neo u sl y, many 
c arri er s are i11a '..lgu1·a ting new se rvic es over new com 

p cit itjv e r ot 1te s . Bot h of th e se C\rents have depressed load 
fac t ors a 11d e a r n ings at a ti 1ne wh e n many of the ca rri er s 
are a t.tem ptir1.g lo m a ke a rrang e m e 11ts for financing their 
e quipm ent progr a ms, a nd when virtua lly all the othe r 
Ci:'i.rx·iers must 11.1aintain earning s if they are not to be in 

at l eas t t ec h n ical d e f a ult unde r e x isting l oan agre ement s . 
It see1ns p r ob a bl e th a t, at current earning levels 

1 
sever al 

of t l1e ca r r i e rs wh1ch hav ·e 11ot yet :fina n ced will b e unabl e 
to car ry t l"ir o u gh t h e ir equ ip m ent programs . Indeed , 
a l thoug h n ot ye t a n 1101.1nced , some orde r cutbacks and 
cance ll at i o11s h ave alr e ad) ' t ak e n plac e. More can be 
e xp e cted if th e p rese nt s i tua tior1 conti nu e s . If th e 

sit11a tion deter i o r ate s furtl 1er 1 se\. ·e ral othe r com pa n ies 
whi c l1 ha .ve financin g wi ll be u n able to meet the · 

prov i sion s of the i r l oan agr e emen ts as to liquidity . 
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C . The present and prospective situation has passed the point 

where it can be dismissed as simply the routine public 
relations effo rts of the industry to a:rouse public and 
official interest in the carriers ' problems . 

D . If the carr i e r s which must still finance are to have any 
c hance of making satisfactory arrangements, and i£ 
exi s ting arrangements are to stand, an i :r:r1..rnediate 

objective must be a return of the industry , i£ possible, 
to a satisfactory level of earn i ngs . This is the immediate 
pr obl e m corifronting the industry . 

E . lmrn e diate E a rnings Prosp e cts : T he need for a favorable 
re c ord of earnings in the nea r- term as an aid to the 

carr i ers in V✓Orking out and preserv-ing financing plans is 
p e rhaps too obvious to require e xt e nsive comment . It 
may be s aid that wh e n added to all the o t her uncertai n ties 
of re e quipment , the current d e pr e ssed a nd falling leve l 
of airl i ne c a rn .ings me a ns t ha t investors e ither tend to 
i gnor e a ll but the l a rg e st a nd s oundest (f ina ncially ) of 
th e c a rr i e rs , or to i ns ist on on e rous t e1·rns a n d cond i tions . 

1. Tl1e Ci v il Ae ron a utics Board has ta k e n th e p e rf e ct l y 
r easo n a ble po s ition that it would t en d to look at 
car ni11g s ov e r a fairly long p e riod of time and 
w oul.d 11c ith e r i n s i s t on redu c tions in fares , no r 
p e :r1nit in cr e as es in far e s in t he fa ce of short -
ruJl tr e 11ds in ea i-ni ng s . Although it is difficult 
to di sag r e e \¥itl1 this ge 11eral policy, its 

a ppli ca tion cl ea rly re quir e s a recog n i t ion of the 
f in al 1c ial pi·obl e ms of the c arri e rs during a p e riod 
of m a jor tra1 1si tion . 

2 . T h e fac ts h e r e to f ore prese11 t ed ind i cate that cer t ain 
of th e p rese nt a irli n e in dustry tr e nds h2. ve been in 

prog r es s f or a t l e ast 18 mo n t h s 2.nd per h aps l o nger . 
It \X.-'as p r esun'"la bl) r in partial recog n ition of this 
fac t tha t th e C ... L\.B, in February 1958, permitted 
the c.arr i e rs to incr ea se :fare levels b;r 6 . 6 percent . 

3. ~~s suming tha t the C _A B is i n agreem e nt with the n eed 
for a prompt return of t he indu stry to a mor e 
fa vor~ble l e v el of ea r ning s, it i s by no means 
c ertain th a t this coul d be a c h i ev e d -t t' 

a ne present 
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tirne through further fare increase s . 

But further recognition by the Board of the need 

for improved earnings in addition to the £are 

relief afforded in February would , at least , 

have a favorable effect on the investment 
•L c ommun1L y . 

,.. The majority of the carriers appear to ravor a 
flat across - the-board fare increase in the 

order of 10 to 12 p e rcent as the shortest means 
of r e turning th e m to a more satisfactory 

e arnings position . These carriers hold ·t11at 
the impact which such an incr e ase would l-.1ave 
on traffic would be minor . A m.i 1~v1·ii:y of the 
carriers apparently do not favor a flat per 
c entage increase but might favor various 
c ha nges in fare stru c ture wh ich wo uld tend to 
in c r ea se rev e nu e s (s uch as the r e moval of the 
round-trip dis c o unt ) . It is not l-;:nown wl 1e ther 
th e s e ca rri e rs w ould ''hold out 1 1 aga i n st a flat 
10 to 12 p e 1·ce 11t i nc r eas e. 

6 . Mo s t of tl1e ca rri e rs a l] e ge th a t t h e 6 . 6 p e r ce nt 

i11c 1·ea s e in ea rly F e bruary h a d no a dv e rse effect 
011 tr a ffi c a nd th a t th e curr e nt f a i lure of t raffic 
to grow a bov e 1957 l e ,,e ls c a n be a ttributed 

e nti1· e l)r to t11e rec es sion a n dJ m ore recently, to 

two n1id-air c olli s ions. B eca use a high proportion 
of fi1~st-c] as s air t ra vel is bus ine ss travel, it 

see ms prob a bl e that s om e i n cr ea se in first-class 
f a 1.·e s \Vould l ea \re t h e ca r :r-iers in a better revenue 
(a nd e ar nin gs) position . Furthermore, some 
i n c r ea s e ir l d a )•- coach far es wo u ld seem to be 

jus t if ie d, r efle c tin g t h e re c e n tl y im pr ov ed day 
c oa c h se r v i c e st andar ds . 

7 . V ir t ua ll y all t h e ca rriers argue that a reduction 

or repea l of the tra n sp o rtatio n t ax on passeng e rs 
would assis t the m in p l a cin g in t o effect higher 
fa re s . Thi s subj e ct i s d i s c u s s e d fur t he r be 1

0 
w . 
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8 . It seems prob able that in the s ho r t - ru .n, a 
combination of s tr ue tu r al and le vc 1 :fare changes 

of fers the best prospect of returning the carriers 

to a mo re favorable earnings level . Th is shou ld 

not, :for reasons discussed below, necessa rily 

set the J.011g- ru11 patte rn fo r fares . The precise 

rnetho d of effecting a short - run increas e in 

revenues should be left up to the carriers . 

• 

9 . The Board and it s staff h a v e t aken the position 

that a rnajo r facto r in the carriers ' current 
di ff iculties is the carriers' failui"e to control 
load factors, through cut - b ac k s in c apacity . 

10 . 

11. 

In highly competitive situations, complet e 
l oad factor control by an indiv·idua. l carrier 
cannot be achieved . O n the other hand , there 
appear to be instances v✓here the carriers hav e 
added cap acity despite stable or even declining 
t raf f ic volum e . A continuation of this practi c e 
would clear l y vitiate ar1y b enef its to be der i ve d 
from fa r e relief . 

'fl1e1· e does not app ea r to be a 11)rthing in the 
G e 11e ral P ass e11ger F a re Inv e stigation whic h 
would prev ~nt the Boar d frorn r ec ogni z ing 
tl1e r e quir e rnent of tl1e carriers for an 
imm e diate im pro ven-ient in ea rnings , at l ea st 
up lo tl1e l e vel found r ea sonable by the Board ' s 
Bureau Cou11se l ( 8 . 9 per ,.:ent and 9 . 45 percen t ). 
Inc re a s cs 01 · cl1a11ge s in fares could b e made 

l e n-ipora1·y pendi11g tl1e co1npletion of that case . 

R ece nt e arni11.gs of the intern a tional carrie :.rs 
with s0111e exception s in Latin ..America, hav e, 
1·erl1ained relati-vely st ea dy . In Latin _A.Jnc:ri ca 
th e~e appea rs to l1a,,e been a sharp drop in 
bt1s1n e s s tr a , ,e l outbound from the Unite d 

St a t e s in rec en t months . T he e>:pected heavy 
S\.11nn 1er international tra-ff 1·c is 

0
.c _ 0 I -- - , ~ \... u r s e 

vulJ1erable to political unrest ab r oa d . ' 

• 
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Economi ·: Fea s ibil it y o f Eq uipment P rog r am : 

In add.iti.on to the need for immed :ate action to re tu rn 
the in<lust r y to a bette r level of earning s, the mate rial 

presente d in fore going :;ections indicate s th e n ee d 
to examine t~1e economic feas ibility o f the indust ry ' s 
p 1·esent an d pros i) ective equipme nt pro g r am . 

1. T o fill the .now 011- order and to be ordered 
ca pacity will require a substantial exp2.nsio n 
and b r oadenin g of t h e air travel m2.rket . A 
growth of 11 to 13 percent per ye ar i s needed . 

2 . Fai l ure to achieve this g rowth wil l r esu lt in : 

a . U n der-utili z ation of e qu ipn-ient to t !le po int 
wh e r e capacity costs are a{ f ec ted . 

b . R e duc e d l oad factors wh i c h -...vill raise un it 
t raf fi c cos t s . 

3 . Di sc u ssior1s with tl1e individual carrie rs rev~ale d 

th a t only a smal l minori t y had ,vell - develope d _ ._-... ~~ 
pla11s for tl1e dev e lopment of specific traffi: , ... 'v -;. 

n'\ a 1·kets . 'fl1 e majority appcG.!.r to place reli a:1c-.~,- ~;. 
0 11 the historic g rowth tr e nds which applied ~, n' ~ 
lh1 ·ough 1~57 a11d ,,._,}1ich a \1e raged 13 percen t 
over the past thr ee yea rs . 

4 . At p r esent, traffic growth l1as s t oppe d cornp l ete l y . 
i\ l tl1ough the r eces sion must be charged with a 
major po1·t.i on of the blan-ie fo r th i s stopp2.g 8 , 

th ere a r '2! re ason s for believi_1e: that the carrie rs 
may fi11d it difficult to get '.:>ack 011 2.:Dd m2.in .tai n 
a 11-13 pe r ce11t gro\vth pattern . This i s ce r-
tain l the :..:ase if the O"t1ly marketing a ction which 
the carrie rs :: onte rnplate is price inc reases . 

5 . Dom es ticall)T, mu l:h of the past g1·ovJth appe;J.rs 
t o ha~,e been di'\·er~ed from rail r oa ds . There 
is lit tl e firs t- ~lass rail traffic remaini~g (4 -5 

bil_lion passenger miles) and much of the :remainin g 
ra .11 :.oac h traffic is shor t- haul (unde r 100 miles ) . 

• 
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6. I t appe;J.rs that new airline traffic will, in part , 

have to be diverted from automobiles a11d in part 

be newly generated travel . Because of the high 

fixed cost of automobile ownership, auto traffic 

may w 1~ll pro·ve hard to divert . Newly generate d 

traffic will require changed personal expe 11d i ture 

patterns whic:h are typ i cally slow in taking place . 

7. Or ,. the other hand , there are se -..reral favorable 

factors whi,:h ·will tend to boost traffic at l e ast 

u n der more ::1or mal eco n om ic c onc.lit io ns t h an 
tho s e wl1ich prevail t oday , such as : the markedly 
gr ~a te r sp e ed and comfort of the nev. , a ire raft ; 
th e growing acc eptan c e of air transport ; the 
grow i ng p opulation and tl1e eco n omy . 

8. On b a l a nce , it m us t be c onc lud e d that , whil e the 
e quip me nt pr og r a m c a:;1n o t be d e scrib e d as 
u 11 r e a s on a b J e , t h e :re is a t J ea st r o om f o r doubt 
tl1a t th e n ecessa ry tr af fi c to m a lc.e the en l a rg e d 
ca p ac ity s oun d f ro n, a n e c onom ic poi nt of vi e w 
ca n be ge11e 1· a t e d . G rea te r cre dibility c o u ld be 
gj ve 11 to tl1e ca r rie rs I t r a f fi ·:: for ecas ts if t he y 
c ould i •:1 en ti f )r t he ne w c l as ses or t ype s of 

cus t o1ne r s w h om th e y e xpe ct to pro v i d e the 
a l n1os t d oub l e d vo lume of tr aff ic . It see ms 
ce 1·ta in th a t such tr a ffi c inc r e as e s 'J'.."i ll be forth 
com i ng 011ly \.Vi tl1 ex t en si ve e fforts b y t h e 

ca :i.·r i e rs in the for m c,f r e s e ar chin g :!1ew m ark e ts 
a11d d e ,,e Jop i ng pro g r am s to ser v e t h em . Con 

si d l:!1· a b]e \.\'O r k an d e xp e r im en t at i on is ca ll e d 
f o r b) r th e ca1 -ri e rs to pri ::e t heir n ew v olume 
in a r e a 1 i st i c m a :.1n e :r • 

Possible G o\re rnrnen t A ct i on to _A.ss i st Traff i c Growth ; 

Discussion s with the ca rr ie rs in d i ca t e t wo areas in wh ich 
they ~el_ieve that th e G ove r nmen t c ould assist the ai rlines 
1~ bu1ld1ng trafiic o ,~er the ne xt f:iv e yE:a:rs a n d i n th e 
snor te r run . 
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Repeal of the T:::-ansportation Tax : The carriers 
argue that if the transportation tax of 10 pe1-cent 

on domestic passenger :fares were --repeal ed or 

reduced , such action ·v1ould permit them to 
increase passenger fares up to the level of the 
reduction , or 10 percent , v, ithout forcing th e 

traveler to p2. y an additional amount for his 
transportation . 

a . So far as the airlines are concer ::.,ed, their 
share of t he passe,.1ger :ranspor: ;1t.io n tax 
amounted to slightly more than $100 millio n 
in F i scal Year 19 5 8. The total ta x on all 
passengers by all forms of transportation 
amounted to $230 million . 

i • 

b. It w ou ld be unrealistic to consid e r the 
tr ans po 1·t at ion tax on passengers a.part 
.from th e ta ~~ on property which am ounted 
to $487 1nillion, pJus $40 million r ece ived 
for tl1e mov e me z1t o.f oil by pipeline . 

\ . . -' .' 

c . F l11·tl 1ermo r e , a repeal or reduction of these 
excises would almost certainly inv olve 
extensi ve pre ss ure to take similar actior1 
with r es pect to the excises on autom obil e s , 
tr l1cks , parts, etc . , which amo unt to 
app1"oximately $1. 5 billion annual l y. 

d . It is aµpare ~1t that the p1·oblem of the airl in e 
passe )1g er tr a11sp ortation e x.::is e has fis(:?1.l 
ramifications of much broader significance 
than the airline problem alone . 

e . ...c\.part from the los s of re·venue to the 
Go vern.."U ent , it can be said that r ::pe al in 
tl1e se taxes has co .11siderable merit . Tlle 

o~iginal purpose of th e tax '.vas in part to 
discourage v..·artime p 2..ssenger travel . Its 

repeal or reductio n w o t1ld UJ.1doubtedly assist 
the carr:ie rs . 
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f . In light of the broad fiscal implications of these 
excises and furt h er, in light of t he Adminis -
tration 1s recently anno un ced position on a ll 
e x c ise taxes , a specific reco m m en dat io n on 
the airli n e passe n ger tax is i n appropriate . 
Sho u ld the policy que s t ion be reopened, how 
ever , the Se c retary of t h e Treasury might 
•..vis h t o co n sider the ass i s t ance whi c h repeal 
or re d uc ti on w oul d pro, rid e to t h e a i rl in e s . 

2. MATS Tr a ffic: Several of t h e inte r n at i o n al c arr ie rs 
s tat e d th at in t h eir vie·w m aj or a ssis tance co ul d be 
gi v e :t1 by the Gover n ment t0 c. bui l d u p in a i r line 
tr a ffic througI-1 a d ive rsion of a d d it i o n al p a ss e nger 
and cargo tr a ffic now c arri e d b y MA T S to c orm nercial 

• c a rriers . 

a . Tl1e qu e stio n of the pr op e r si z e a nd c om pos i 
t io n of M AT S t ra ff ic is a n e xtr eme ly c om -
pli c a te d on e . E s sentia lly, th e c on tr o v e rsy ----Se twee n th e ca rri e r s a11d t h e Ai r F orc e m ay ·.,.-, 
b e d e scribe d as fo ll ow s : . 

(:, ~-
(1) • ~ c.-r;,. 

T l1e Ai r Fo r ce al l eges t h a t M AT S is ·-.... ? 0' 

p r ima ril y a force - in - being u nde r m ilit a ry 
'"'ontJ ·ol whi c l1 wi ll b e nee d e d, l ite r a lly at 
a n-iomen t ' s n otic e, t o de pl oy o ur fo Tce s 
overs e as 1.111 d e r tig h t se cu r i t y . T h e y a rgue 
t h a t in p e ace ti me , th i s f orc e mus t b e 

tra in e d to perform its eme r g e n c y mis sion 
a nd e x e r ci s ed in such a m a nne r th at a con 
~i derab l e , ,oJun -ie of t r ans port c a pacity 
1s n ecessa ril y c r ea t e d whic h, i n t11e in te rest 
of economy , shoul d b e utilize d b y t he 
G o,;e :rnme r1t. No civili an f orc e, th e Air 
F orce ar gue s, coul d per for m thi s missi on 
complet el y s in c e it woul d 2:ot b e u n d e r 
milita r )' c o11.t.ro l and d i s ci p lin e . Th e _A:.,i r 
For ce allege s th a t t he r ap i d g r owth of 

lvf_.i\T S ove r the p 2.st f e w yea rs {ap pr ox:imate l 
a thre~ - fold increa s e in th e 19 51--57 per iod , -Y 
a 11d a :>O perce n t in crea se s inc e i:;'isc a l y 

- - . e a r 
1954} is a r e flection of gr e ate r '-Vartime l i ft -
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requ i rem e nts imp o s e d b y th e J o int C hi efs 
of Staff in order to meet t h e w ar p l a n s. 

These pl an s a n d the p l a nnin g f ac t ors used 

t o c omput e a i rl i ft r e q u ir em e n ts in s u pport 
thereof a r e, of c ou rse, s la s s ifi ed. The 

Air Fo r ce a l so po int s ou t th at, e s p ecially 
in Fi s c?,l Year 19 56 - 57 - 58, it h as g iven the 
com m e r c i a l carr i ers a co n sid er able a11d 

~,. . gr ow ing vo l um e of th e pa sse nge r tr a .1.11c 
unde r MA T S c ont ro l . Th e .,.;__i r F o rce 

furth er s t a te s th a t t h e c:..i~t~ines, th r ou gh 
t h e Civil R e s e rve Ai r F leet (GRAF) will 
b e us e ful pr i mar i l y in pr o \riding l if t 
in t he period af t er D p l us 48 h our s . 

t:> 
~ . ~ T he car r ier s a ll ege that they have a co n .:-._'::...("' '!l 

sidera b le quantity of 1 1rea d y 1
' lift availab le 

f o r immediate eme r gen c y us e . Th e y 
poin t ou t that n1uch of th e M AT S f l ee t w ill 
be widely disperse d througl1out the w o r ld 
at an y pa r ticula r time , and he11ce w ill n ot 
b e 

11
rea d y 11

• T he)' fu r the r allege that t h e ir 
crews wil l b e willing and able to O FC-\ ·...,.·~~ 

wartime emergency rnissions . They als o 
argue tha t if 1-1ATS is , in fac t, conducti n g 
a t r aining operatio 11, with peacetime 
tr anspo1 · tati on capacity simply a b y -
produc t, there ar e cheape r and mor e 

ef f ec t i, 1 e ways of conducting such trainin g . 
Tl1e carriers des ire additional G overnme nt 
passe11ge r and cargo t r affi c, som e t o be 
assigned to regula r co1nmerci a l fligli ts 
and some t o cha r te r flight s . 

{3 ) It is iinpossible to 2.ppraise the merit s o f 
thes e coru'1icting contentions withou t 

extensive anal)•sis of clas s ified mat er ial . 

b . This issue is now bei1:.g fought out betwee n 
the car r i ers and the _!\.ir Forc e in the h a ll s 
of Congres s . 
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c. Even the carriers would prol::a bl y be un 
will i ng to see action taken which \JJOuld 

jeopardize the r,::adi n ess ~apability of the 

Air Force . On the o th er h ai 1d, denied t~1.e 

opport u nity to exam ine t h e c l assifed basis fo r 
the Air Force con t e n tions and s u spicious of the 
v alidity of th os e co n te n tions, they are seeking 
r e lief from w h at t h ey r eg ard as a 13.rge and 
gro w in g G ov er nm ent a i rl in e, t h rough 
legisla ti ve access . 

d . It w ou ld a pp e ar tha t the Air Force unj u st i fiab l y 
dis cou pts th e n atio na l defen se pot e ntial for 
im m ed ia te r e ad ines s of th e air lin e i n dustry, 
b ecau se it is not unde r d ir ect m i l i tar y contro l. 

e . Thi s i s a c on tr o v e r s y whic h, it wo uld ap p e ar , 
s ho u ld b e r eso lv e d, if at all p os s i bl e , at the 

l e v e l o f t h e Departmen t of D efense . ,:t~;:.;-~ 
• • • • . -- ,::, \ . . .. Finar1cir 1g F eas i b i lity : ~~ ;1 

\. . "" 
• (I • 

~ :i e ._-o. 
1. With o ut i d entifyi n g th e ca1 · :rie r s , it ca n be st a t e d tha t 

t11ree t:ru 11kli11e carr i e r s aln"los t certain ly ca11no t n ow 
fi11a11ce , t o th e exten t that the ir currer 1t program s 

r e qu ire , un d er norma l credi t con d ition s . The s e thr e e 
carriers comprise abo u t 20 percent of t he d o me stic 
indus t r , r. 

• 

2 . Some co11cern must also b e expres:;e d as to th e a bility 
of two ot}1e r trur1kl i ne s to financ e to the exten t t h at 
t l1ei :r an11o u11ce d p r ogram s woul d d ic ta te. T h ese 

carrie rs con1prise ano t.he r 8 p e rce nt o f t h e d om estic . , ... 
1naus Lry . 

3. 

4 . 

T h us , s OlTie 28 percent of the -
described a s in a preca r ious 
financing is concerne d . 

domesti c in d u s trv mu st ., . . 
po s 1t 1on so f ar a s ne w 

Only three , or perhap s fou r, c a rrie rs 
have substan ti all)' completed can be sai d t o 

thei r financi::i g arr ange -m e11ts . 
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5 . The remaining trunk1ines (3 - 4) and the international 

carriers should be able to make satisfactory 

a rran gemer1ts to finar1ce, although for some of 

these, the cost in terms of interest rates an d 

conditions wi l l be heavy . One carrier in this category 

wrich is currently in the market is experiencing 

g r eat diff i culty in borrowing long - term money at a 

rate below 6 percent . 

6 . As already indicated , a prolonged depression in 
airline earnings would undoubtedly mean that certa in 

• 

of the carriers which have already financed or seem 
• 

able to do so wo1.1ld not be able to draw : -_wn the fu ll 

amounts of their loans . 

7. One of the major difficulties whic11 the carriers face 
in fi :nan t:ing is the fact that in the present market , 
it is ~ith~r i1npos si ble or at l e ast extremely cost l y 
to raise equity money . Altho u gh the carriers n -ia y 
be critici z ed for not hav i ng foreseen the need for 
r1e w equity money and arranged for it during the 
fa\rorab l e 1nark ets of 1955 - 1956, such criticism does 
not ass i s t 1n a solution to the presentprobl e m . A gai~....-. 
a rctur11 of tl1e industry to a more sa tisfactory le ve{ ";" 
of ea 1·nings pro1ni se s to be the on ly way in w ·."!;._:·. :~ o 

I ,-. ~ 

s011-ie of tl1e ai1· li11e s ca n exp ec t to raise new eL __ ity '·,tt;,,,:J:. (\,·t ,. .. ~ 
f l.l11ds ov e r th e next f e\v y ea rs . · 

8. Of th e to ta l amount of additional fu nd s whic h must be 
rai se d in order to iinance the equipment program 
($760 n1illion), approximately $500 million is 

required by the car riers concerning which there 

is at l east doubt as to thei r financing capability . * 

9. F ai lure to raise all o r a m :-._=:c pGrtion of these funds 
,vould pr ,;::sum a bly r esult i n : 

a . 

b . 

Or de r cancellation s or c utb acks , h aving a 

serious i mpact on c ert3. in of the rnan ,1facturer s. 

In1pa i rment of the compet1· -L· 1· ve b -1-... .- , · _ a 1 11., y 01 tno s e 

*These requ i r e m e nt figures a re a s 
of April 1958 . 
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carriers forced to cancel or cut back , thereby 
seriously upsetting the atte m pts of the CAB over 

the past few years to create opportunities for 
• greate .r competitive parity among carr1ers . 

I . Governm en t Action to Assist Fi_ 1ancin g: 

. In view of the difficulties whi ch are apt to co11£ront n1aJor -
segment s of the industry in f inancing their equipmen t, the 
question arises as to whether there is a n >' action \.vhich tl1e 
Gov e rn men t can 4 ppropriately take to facilitate such 
fi~1 2.i1C i ng . 

• 
• • • 

2. 

. ' . ' ... 

Gu a r antee d Loans: T he re \va s passed by the curr e nt 
s~s sion of Congr ess and sig n ed into law, an Act whic h 
permits the Gov e1·nment to guarant e e up to 90 p e rc e n t 
of t he value of private loans to local service and 
t.e rritqrial car:riers for the purchase of equip n--ie nt -
bot )1 new and used . The maximum loan u11der tl1is 
1aw i s $5 1nillion. Som ew hat similar assis tan::e has 
been propos e d for the rail1·oad indust ry . O ne way of 
assis ting the larg er carrjers would be to am e nd this 
Act to exte nd its pro\ ris jons lo trunklines a n.cl U.S . -Flag 
in t erna tional ca rri er s. To be of any material a.ssistance 
to s u c )1 carr i er s, an upper limit wel l in e xcess of $5 
n-iillion would also be requir e d . To a major degree 
s u c h a n e xt e 11sio11 woul d, in essence , cons tit u te a 
form of dir e ct, albeit contingent, subsidy to these 
car1 -iers . Un .ti] the carriers have been given a 

:reasona ble opportunity to return to an im .proved level 
of ea rnings and until they ha,,e exhausted every avenue 
of co11,1 en t iona .l private financing, it is not believed 

tl'1at th e Guaranteed Loan _,!\.ct should be extende d to the 
tru11klirlc and international car -r-i.=.-r-s Thu· s co 1 · - ------ . nc us1on 
hO \\.'e , re:r , should be re .examined at the end of I 9 5 8 in 

~l1e light of experience on the fi n ancing p r oblem acc rue d 
1n the next six n-ionth s . 

Guarpnteed Loan s to Local S ervice C arrie rs for 
S e cond- Hand E .,ujnment Du-rc ha ses. c t · ,.. 

• "1 • • - ~ - - e r a1n 01 the 
trunkl1nes appea r to be unde r the misapprehension that 
G uara; :1t ~c:d Loan _A.ct p recludes or · b · dm · • 

- ' - 18 e 1ng a 1n1 st e red 
to precl l.lde, the purchase by local service carriers of 
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of second-hand equipment re1eas e d by the trunk.line s . 

They argue that , in . part, th .eir f inancing problem is 

directly related to their ability to dispose of olde r 
aircraft at favorable prices, incl ud.ing to local service 
car r ie rs. In fact, the Act permits, and in appropriate 

circumstances the Board 1s staif will approve, loan 
guarantees for secon d - hand aircraft. Indeed, at leas t 
one loan of this sort is now pe r:d in g . Presumably the 
Board wi ll realistically ad.mi n: e r tl1e provisions of 

the Act in connection with sec c ,. :i~hand air_craft s~~ 
as to facilitate the movement 01 aircraft, 1n app r:op r 1at . . , 

cases, fron;1. trunkline service to local service . (f ; 
. ~- ~ ,·~·,.. .).' 
.. '-; , C' , tiJ.."' 

Loans and ,Assistance for the Export of S econd - Har1 a. 
Aircraft : A consjderable market for second-hand ai r
craft, expecially of the s1nall e r t ype , appears to ·;..x ·:_,: t 

abroad . This is particularly true of relatively und e r
deve l oped countries which do not have operation s jtisti 
fying and vJ1 ich could not afford new turbine aircra ft. 
Any fina11cing assistance which Fed e ral Governm e nt or 
int e r 11 at i o 11 a l age n c i e s co u 1 d furn i sh to such co u lit r i e s 
or their car1·i er s \1-1 oul d serve a du ·a l purpose . In the 
fir s t instance, it would provide assistance to our 
carriers in t11e disposal program . More importan t, 
it "''Ot11d get appropria .te _tm,erican aircraft operating 
on the routes of th ese countries, in lieu of the aircra ft 
of u11fri er 1dly r1ations. It is understoo d, howeve r 

' 
th at the age11cics such as the Export - Import Ba .nk an d 
the De·ve lopn-:1ent Loan Fund are extremely reluctant to 
111ake loans to foreign countries for the purchase of 
second - hand aircraft. It is believed that either the 
Air Coorclinatino C omm ittee o-r the Ope....-at·o c . . .::, - - 1 ns oor -
d1n~t:on ~oard \\1 ould be appropriate avenues by wh:ic h 
po11c1es 1n\ rolved in this problem m~gh ... ~ · d d • _ _ -- - --1. oe ra1se an 
examined 1n greater detail with tbe age ; - ncJ.es concerned 
P r e_sun:abl)r t he Department of State s hould assume co -· 
ordinating responsibility for action to be take n. 

--- - -
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Depreciation: Until very recently, the carriers 

fol lowed varying policies with respect to deprecia -

tion on their eqvipment. While most carriers adhere 
to a d epreciation policy on aircraft of a 7-year life 

and a 10 percent resid 1.1al, certain of them used, for 

CAB and p1:1blic reporting purposes, a shorter life . 
Beca\,lse of the relative scarcit y of airline equipment 
down to 1957, aircraft which \.1.;ere sold seco !1d-hand 
by the carriers yield a return to the carriers \-vell 
above the book value . T his resulted in substantial 

capital g9-in~ for the carriers. In the face of the 
proqabiiity that pjston aircraft v.'ot,ild rapidly lose 
p-qqlic accept~nce after the jet$ v.,e re introduced into 
service and. in view of the probability that prices o¼ -.r; 
secon .d-han .d airc;:raft v,.,ould drop sharply, severa l ,11 
the carriers ap plied a sh orter life to piston aircraf :.t c:, 

,! 
clel~evered in the last f e w y ea rs. In 1956, the CAB ·,::_.:-0 ,-~ 

pr9posed a rµle whi c h would l1a v e made manda tory, 
fo:r; r~:porti .n g an d :ra t e p u rp ose s, a life of 7 years 
a nd 15 percent residual for all piston aircraft, e x ce pt 
wh ere a. v.1aiver was req t1ested and grante d. The . 
ca rri er s took excep t :ion b oth to the rate, at l eas t 
as app lied to l a t e pisto11 aircraft, but more part i
c ularly to t}1e co11cept that the Board ha d authori ty 
to prescribe d epreciation policy for t he carriers , 
a n area \1/hich the carriers fel t was a mat ter for 
rn a nage1ne nt jud grnen t. This l atter issue was 
app e ale d to tl1e co ur t s . On June 20, 19 58, the U. S. 

• 

Court of Appeals he ld that the B oard wa s without pow e r, 
· \1nless specifically provided by the Co ng ress, to pre

scrib e deprec iatio n ra te s and charges, except in con -
11e ction \.,,it h rate - ma.~ing cases. _A.part from the 
jurisdictional question, the ca rr iers argued t h at to 
i~c 1·e ase the life for depreciation on t h e piston 
a1rcrai t now being deli\. •e red is no t onl •, un l"'eal· t· · ~-- > ·- - 1 S 1 C 
i n the light of the u s e d aircraft market, but will 
d e pr i, ,e th e m of cash th r ov., - o ff 1·n ~Lhe next ~ 

·- - - 1..ew years 
an c v.·:il1 s ubj e ct t h e m to the possibility of capital 
l oss es s h ould it be n eces sar y t o ,..e .. 1·.,...e th · f 

• _ - t. - ese a1rcra t 
o_n a d e cl1n1ng s e cond - hand market prior to the 

expir a
t1 o n of t he 7 - y e ar period. Tbat the ma r k et for u sed 
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aircraft, particularly large fen.tr-engine a·ircraft.,· 

has det-eriorated is clear . In light of these facts, 

the CAB will presu...rnably reexamine, in conjunction 

with it-s general pas-senger fare investigation, its 
required life of 7 years and 15 percent residual, 

with respect to recently delivered piston aircraft . 

J. Other Cost and Financial Problems . 

A number of other problems that promise to be troublesome 

over the n.ext few years have been raised for consideration 

during the course of th.is survey. T h ese may be briefly 
suxnmarized as follows : .,..---,;;..-ry-. 

~ 

1. 

... ... 
Airport and Ground Facility Expenses : 
the c a 1·riers th e mselv e s are confronted 
s ub s t a ntial inv es t me nt p r ogram in the tra n sition 
to j e t a ir cra ft, still fu r ther funds "vill be in, ,e sted 
in g round f a ciliti e s by local g ov e r nm e nts, airport 
at 1tho rit i es a nd the like. Th es e a ge nci e s will be 
d epe nd e nt on, an d u.n doubt e dly will i n sist on, 
l1i gl1e r r e nt a ls a nd u se r c harge s i n or d e r to rn a ke 
tl 1cse f ac iliti es s e lf-l i qui da ting . In a f e w i r1st a nces, 
tl1e ca .rr i e rs jn dicate th e )r b e li e ve s ome ground 
f ac iliti e s ar e b ein g pl anne d a nd built t h a t e xceed 
a c tl1a l n ee ds. Th e y d e sir e to be c onsult e d by both 
F e d e r a l a11d l oc al off ici a.l s on r e alistic airline re1:
qui rcn1e nts. In a n) r eve nt, t h e c a r r iers point out 
t h a t i n .t hi s a r e a, t he ir e xp en s e s are apt to increase 
s l1ar pl) r in t h e ne xt f e w ye ars, both absolutely and 
a s a pr op o r tion of to t al rev e n u es. Th e y urge that 
full r e c ogn i t ion mu st be gi ,, en to this problem when 
the nJa t te r o f .fa r e s is b e i n g co n side r ed. 

• 

2 . G roun d P ro b lem ~ _J\ ss_oc ia te d w it h Jet _Aircraft Ope r ation: 
S ome of the carr i ers e x-pressed co n ce~n that Lh 

- - - L- ere was 
a l ac k of adequ ate c oo rdination and co ope rat· -· , .. d 10n a.mo n g 
1nmv1 ua l ca :r r i e r s a n d be t we e n car 'l'".: a rs a d - · 

• . - .1.._ n a. 1 rp ort 
and mun1ci p al off i ci a l s on a var .1·etu 0 ~ ~ 1 

• • - ., .1. pr o b e ms t h at 
seerne d certain to b e a s so ciate d wiL~n t h d -

• • -L e g ro u n op e ra -
tions of Jet aircraf t. S uc h problems ra n g e d from the 
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noise problem to the joint - use of expensive ground 

handling equipment . This pr ob lem is one which 

should be left to carrier i nit iative. 

Us e r Charges : Virtually all of the carriers pointe d 

ou t the high cost to them of the prop os al to hav e 
charg es for the use of air navigation, traffic control, 
and la ndin g aids, based on a gradually increasing 
gas tax. The proposal calls for a s te p-up in the 
p re se nt 2 cents a gal1 on tax to 6 1 / 2 cen ts in 1 96 2 • 
Assum.ing that jet fuel is taxable, one es timat e of 
the cost to the domestic carriers is $167 xni llion a 
y e ar . Thi£ compares with a total cost of $24 . 8 
m ill io n in 195 7. The princi ple of use r charge s i's . 
a correct one . Its applicatio n ., ho\~reve r, is beyond 
th e scope of the present study beca us e an apprais a l 
of actual rates is high ly coTnplex . Presumab ly the 
.Departme nt of Comm erce an d other agencie s v.rill 
care£,1 1ly conside r tl1e impact of such charges on the 
carriers . Presumab l y a l s o, the CA B wi ll permi t 
the CiJ1· rie rs to re fl -ect in the ir fares the net 
a ddi .tiona l cos t of these charges , after off-se ttin g 
sav ings d erive d from the improve d air navigatio n 
and t raf fi c contro l system now unde r deve l opmen t. 

K. Ro1.1tes and Con1.petition. 

rev 

- ·-
1. The . Civil Aeronautics Act charge s the Boa rd , arn .ong 

other things, ,vith both the developmen t of air trans
portatio n and the creation of sound economi c condi t ion s 

~thin the indu _stry . ?£ten these objec ti ve s are conflicting 
since the services \1/h1ch the t ravelers and com.rnu n itie s 
d esire are . not _al\~a') ~S economically justifie d. Th e pro -
blem of estab l1sli.1ng a route sti-uctur~ , -,1-,--i cb ,.,.,..;11 , · . . - --- -~- • ........ acnie ve 
both ObJectives is a difficult one and is complicated by the 
fact that the Board , under the Act ha s no ef " t · 

- , .1. rec 1.ve con -
trol over scheduling of ser-1-ices s h 1 · · ... d " - · uc .urni"e powers 
as the BoaTd has in this area derive from it s -,, ... , •t t · --- - .. a. - L no r 1 y 

o r e quire ''ad equ acy ' ' of se1 vice s unde r standards -w~ . h 
are, howev·e r, diml y dE:rined Th ... . nic 

J.. • - e current. policy of 
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the Board, as it appears from ·a line of cases over the 

past th ree and one-half ye ars, has the apparent ob

jectives of strengthening the medium- sized carriers 

by providing them with access to the more important 

travel markets through paralleling route grants and, 

further, the improvi n g of service through a very 

substantial increase in the num bers of co mpe titive 

authorizations . 

2 . The degree of success which the Board h as achieved 
through its current route policy is difficult to appraise 

since operating experience unde r the ne ,;;., route grants 
is limited. On the posit ive side, it is no t able that in 

· 1957 the proportionate share of the medium -si ze d 
carriers in the dom e stic travel mar ket incr eas ed, re
v ersing a six-year tr e nd. Also, it is significant that 
c apac ity units costs of the medium-sized c arri e rs h a ve 
b ee n t re ndin g d ownwa rd, in contra st t o an up turn in 
tl1.e unit costs expe ri ence d by the large r carriers. 
On t l1 e negativ c si de, th e l a r ge increase in co rnp e ti tive 
services is a ttribut e d b, , t he industry as an importan t 
co11 t ri buti11 g f a.ct or to the dee lines i n 1 oa d fa c t ors ove r 
t11c l as t )'ea1 · a11d one -h al f. _.t\.ls o, t he op era ting l osses 

/4-~ suf f ered b)' some of th e b e::11eficiar ies of t he strength e ning 
('~~ -~~\po 1i cy rnake it uncertain that the desire d resu lts are 
('~

6 
;?~/bei 11g achieve d. Hov. 1eve r, the limited exper ience pre -

~~/ c lu .d es t he for111.a li on of a n)r de fi nite conclusions on this 

3 . 

score . 

R e cen tl, , a gro\ving conce rn ha s been v oicecl i n the 
:industry, ar11011g in ,:e stors, and even among some seg

n-ie nts of the Board 1 s staif , c on c e r nin g the soundn ess 
of cur1 -cn t route po1icies. It is contende d that t h e esta b
lishn1ent of new la) ;e :rs of competitive services, as 

v.1here tl1ree , fou r o r more c arri er s are a utJ:1oriz e d to 
pro \•ide duplicating services, is dil uting the traffic 
densitie s a ,·ailable to e ac h carrier at a time when 

traf fic densit ies must be preserved and i n cre2.s e d iri . 

ord er to permit econom ic operation s w-ith t.,ne hi b . . - - .._ g er 
capacity equipmen t to be delivered soon . I t is al so 
cont en d e d that the B oard ha s bee n reaching i ts route 
gran t dete rrninations without full consideration of the 
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special factors which affect the economics of jet 

operations. It does not appear that the Board or 
its staff has undertaken a comprehensive study of the 

compatibility of the present toute structure with the 

economic requirements w:b.ich will be imposed by the 
jets. Indeed, no references-appear in recent Board 
decisions to indicate that consideration has been given 

to the special problems of jet operations and gives 
substar1ce to these allegations. In the circumstances, 
there is an obvious need for thoro u gh study of the 
relations between the eco n omics of jet operation and 
the route structure . If resources are not now avail 
ab l e to the Board for such a study, it would be de "sirable 

that arrange m ents be undertaken to make the require d 
re s ources available, as for e x ample by the Under 
S e cretary of Commerce for Transportation. Pending 
t )1e compl e tion of the st u dy, it might further be desirable 
to delay initiation of a ny m ajor route proceedings . 

, . 
V .. 

In -ipact on t l1e Ma n ufact u r e rs a n d tl1e Economy : 
- • =-

/4
~~ ."1 

0 

\ ~ C 
$: . ~ · 

• *• ,·~ •• 0 

'Tl1e diffj c ulti e s in fi nan cing pr e s e nt a n d additional orders ._:_ 
d e. scr ib e d in p rece ding s e ctions vn.11, of course, have a 
se r5ous e ff ec t on th e pro g r a m of the a ircraft industry and on 

ec o1101ny. 

1 . 

2. 

As th e co11)pet iti ve r a c e f o r a i r craft sales tigh~ e ns, 
in th e e ffort of eac h man uf ac t ur er to approach his 
b rea k- c , ,e n point, i nc r e asing pressure is being bro u ght 
on th e man uf act u re rs to give m ore favorable terms to the 
a irli ne s. T h us, s e , , eral of the m anufacturers have re 
cen t1) 1_ ag re e d t.o take in trade cer t ain older aircraft for 
n~,~· a 1:c r ~t . This, in effect, t ra n sfers the surplus 
a.1 r c rat t dis po si t i on probl e m from th e airli ne s to the 
1nanufac ture rs al ong wi th any risk t h at the old aircraft 
cann ot be sold at the trade-in p rice . -

S e '-•e ral of the manuf ac t ur e rs h ave -=ndic -t d th--f _ . _ .J._ a. e .a.t press u re 
_or mo.J.e fa '\-0.1.able te r1·r1s - red u ced do ~ --. . '.:vn-pa. y:rn e nts and 
pre-payment s, c redi t assistance a n d '-he lik · · 
• L e - 1s 1ncr e as -
1ng . Be c au s e of th e fact t h at rn ost co n tracts con t ain a 
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'~most favored company 1 1 clause (providing that the 
purchase r will receive at least as fa v orable t erms 
as any subsequent purchaser) the cost of t he se more 

favorable t·erms promises to be high, per h aps as high 
·as $100 million per compa n y in actual or contingent 

commitments. Although potentially expe n sive, these 
r e quests for more fa v orable terms are difficult to 
turn down beca u se of compe ti tive conditio n s. 

3 . In the few order cut-back cases wh ich h a v e thus far 
occurred, the manufact u rers h ave n ot f ou n d it com 

petitively feasible to im p o se anyt h ir1g appr o achin~ the 
full cancellation p e nalt y on the carri e rs . 

4. At the o~~set 9f t h eir p rog ra m s m a n y of tp e n-ia11u- 
f ~c t1,1re rs were abl e t o fina nce p or t i on s o f the ir d e si g n 
a nd e n g in e ering e xp ense fr om t h e dow n-pa )1 m e nts or 
pre-p ~ y~ne nts of th e ca rr i e rs. A s the m an uf a ctu r ing 
ph ~s e is e nt ere d with its hea v y cas h o u tl a ys, tl1e 
i n v~ 9 t 1ne nt of a ll of the manufacturer s ha s no¥' e x ce ed e d, ----a nd in s o1ne c a s e s by a conside r a bl e am o u nt, t h t~s e ~:-... Pl 

1:>ay1ne 11ts. Until d e l i v er y, th e rnanufac tu rer s , vill ~ 

in c r eas i ng ly b e fo rced t o i nv es t thei r O"\..vn cas h re- · ~ 
•• s ou 1·ce s in th e trans po rt progra m . At i t s pea k s u c h ·;) 0 

inves t me r1t p 1-orr1ises t o exceed $1 bil l i on. 

5 . ,.fh e n,.an uf act ur er s co11-iplain that thi s d eman .d on th e ir 
cas h 1· es o u r ces coinci d es wit h a c ut- b ack i n pre - pa ~,e nts 
a n d p 1·og1·es s pa)nnent s being made by th e G ove r n ment 
L1r1der various dirc'.ctives :initiated in t he fall of 1957 . 

, 
0 . 

Q u it e aside from the ~2.sh demand s of th e tra ns port 
progra1 n, t he c u t - bac l"Z ~n G o\re r nmen t prog r es s pa yme nts 
create s a Sl1bs t antial r e q uirement f o r add e d w o r king 
cap i ta l for 111ost c on1panie s. T he combin a tion of t he se 
two derr1and s p lace s the manuf a cture rs , they all eg e , in 
a seriou s "vorking capit a l s quee ze. They · se e t h e on ly 
solution to the problem t o be in cr ea s e d b or rowin g to t he 
amou11t of se"·er a l hund red m i il i on d oll ars for t he air 
frame i ndu str 1r a s a v..rhole . For som e of t he c omp a ni es, 
bo rro-...✓ing in the r equi r e d amount s m ay p r ove di ff i c u lt . 

. , 
Failure of the indu s t r y t o make addition al air c ra ft 
sales , or the ca n cellation of a porti on of the existin g 
o rd e rs \l.·ithout compensating replaceme n t order s wou ld 
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impose severe losses on all of the airframe manu -

facturers . To some extent these losses w ould be 

_abso rb e d through tax reductions, but the Ll1.1pact on 

the company's earnings and surplus would nev erthe

less be severe. In var>ring degrees the sa.t-ne thing 

may be said of the impact on engine and acc es sory 
m a n uf actur e .rs, and other venders and su .bcontractors. 

In t erm s of em ployrn ent, failure to receive new 
orders, now expec t ed, or a cutback fr om the l ev el 
of ord e rs already sold ,voul d mean c u r t ai lmen t of the 
planne.d work -f orce in the fairly ne ar future . One 
manufa ct\,lrer indicates that failure t o increase his 
orders will r esul t in a repu cti o n of pla11n e d work 
force by 25 perc (;!nt b y year en d . A 1·~duction in 
ord e rs to 8 0 perc en t (?f volume wou ld reduce ·thi s 
ma,nufacturer 1s planned work force by o,.rer 5 0 pe r

cen t. 

It seems probable t hat in the face of a static or d e 
c l inir1g l eve l of commercia l orders, the m a nufa c turer s 
wi ll int ens1 fy their existin g efforts to have t h e Go v·e rn -
1n en .t buy these transports or mo dif icatio ns thereof . 
In some instar1ce s, suc 11 sales a r e a l ready in process 
of nego t iation . _A.. furth e r d eterioration in t he ai rl in es 
abi lity to finance 1night we ll l e ad to strong pressure on 
tl1e Government to sa lvage the situation for t h.e manu-" 
facturers . 
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ACTIONS B Y GO.\/ERNMEN T 
TO FA CI LITATE JET PROG R.AM 

1.. Per1nission b y C AB to carrier s t o make reasonable , tempora ry 

fare ad j ustments . 

2 . Closer coordination between Federal , local and carrie r officia ls 
ir1 planning ground facilities . 

3 . R e - exa1·n inatio n of timing a.nd impac t of user charges . 

4 . Study by CAB o f compatibility of present rout e 
and degree of cornpe::tition with j et ope r ation . 

. .... str u c 1..ur e 

5 . Studies by ACC and OCB o n ways to facilita t e sale o f olde r 
tran spo rts abroad i11 approprjate circumstances . 

6 . If tax fJOl Jcy qu~stion re-op ene d , consideration of repea l 
or rc -:duction o f pa ssenge r transportation exc ise ta....x. 



ALTERNATIVE COURSES OF ACTION 

1. Do no thing. 

2 . Release the report as a report of the Special A ssis t ant . 

3 . Pres i den t tr .a n s rnit report to Executive agencies co nce rn .ed, 
r equest ing action where appropriate, and to C_A..B and Con g ress 
f o r infor ma tion . 

4 . White House a nr,1,ounce study program in the fo llo,:ving area s: 

a . Ex am i nati on of bas ic a v:iation ( or al l tra n sp o r tation ) 
regula tory an d economi c l eg i slatio n, l ea ding to 

l eg i s l a tive proposa ls to Co ng r ess fo r needed cha nge s . 

b . A r e vi e w i n d e pth of t h e conceptual bas is, the procedure s 
a nd the s taffing of the transportation an d utility r eg ul at ory 
age n c i es . 

5 . Presic l e nt r eq ue s t Secretary of D e f e nse to revie \v an d reso lve 
1'v1.ATS - Airline co i1.t1·oversy . 

I 
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E.O. 11 &52, s::; t iDn • 

By 
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_jJl(e, N !... E., Data 

MINU T E S 
OF CAB INET ME ET LNG_ 

• 

8 : 4 5 A . 

J uly 7, 1958 

M --.· . 10:25 A . M . 

,.f l1e fo l l owi n g were presen t : -· 

EXECUTIVE SE SSIOi '>l 
R E GUL AR SESSI O~ 

Pr es i den t Eis enh o v1e r 

Vi ce Prcs i derJ.t Nix on 
S e c . Ar1.de r so n 
Se c . McElr oy 
A t ty Gen Roge rs 
S e c . Bens on 
Sec . Mitche l l 

S ec . W cc l<s 

S e c. F ol s om 

Arn b. Lodge 

G ov . Adarr 1s 
G e n . Per s on s 

U 11der S e c . o f S tat e He r t er 
(for S e c . Dull e s) 

D epu ty P M G S essior 1s 
- (fo r l\{r . S un 1m e rfi _e ld ) 

Unde r S e c . In t eri o r C hi l s o n 
(fo r S e c . Se a to r1) 

M r . M erri a m 
G o v . Ho e gh 
Dr . S a ul nie r 
Dr . P a ul C he rin .gton , in p a rt 
M r. G o rdon Benne t t , in p a r t 

Dr . Ki l l i a 11 
Mr . R anda l l 
G e n . G oo dpas t e r 
C a p t . Aura11 d , in pa r t 
Mr . J ac k i\11de:r so n 
M r . Si cilian o 
Dr . Hau ge , i n pa rt 
11r s . Wh ea t o n 
1.1.r . Ha rl ovt , i n pa r t 
Gen . Ques ad a , in pa r t 
M r . Robe r t Gra y 
14r .. P at t e r so n 
M r. Min...Tli c h 

OEeI_:_~_? n .. ~)e_rt ~58 - Gov . Hoeg}1 br ough t the C ab in e t ~p t o da t e o n t~ i s_ 
.F.xe ·rc·i s e , setti11. g forth so1ne of the re s1.1lt s o f 2.112.lysi s 0 1 resou rce s within 
the Unit e d St a tes fol l ovl i ng the a ttack pr esun--ie d to hav-e occurre d t w o ,veek s 
ag o . l{e r·eferr,, d to the 11p l a y 11 sch~dule d f o r J l1l y 16 and 18 , a n d a ga in 
rcq1le ste <l t he full coope1·.1tion c=i.nd su1)po 1·t o f a l l lh e depart rnen t s an d agenci e s . 

1~hc P1~csid en t aske( i about the radiation effects t}1at n1.i gl1t be ex-p ecte d fro1n 
the ex po s ure of cattle . hogs , e tc . , to f a llou t . G o v . I-Ioeg h sa id t h a t n o 
ef fec t wou l d s how in the butchered prod t.1ct .. o r in corn or ot l1e r proce sse d 

~ 

fo ods , s o- l on g as these foods di d no t h a ·.;e the i 1· radi a te d ma t er i a l \.vit l1in 
t h em . 
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7 195 8 - pag e 2 C a b i n e t 1v1inu tes, July , 

57 M r H e r ter informe d th e P res i de n t 
P assp or t L eg i s l atio n - ( CI ~8- ) . - ."t h h ·m th e speci a l m e s sage t o the 
tha t S e c . D u ll es wo uld be d1 s cu s s_1ng v:-1 ~ s t r e s-s e d the impo rt an c e of 
C ongr es s on t he nee d f or th i s l eg1sl a t 1onh. e t ~o n s (n ot i de as ) are har m :... 

. d . . d ls w o se ac l - • - -- ...... b e ing a b l e t o co 11tro l tho s e i n 1 vi u a C ... m i g h t di s a llo\1\f ', -~r., 
· H note d tha t the Su pr en1 e our 1. - f,,; 

fu l t o tl1e Un i t ed St a te s . e . .... ,..h ld n ot be deter m i n e di ~ 

f o r t \vo or thre e y e a rs . 
ev e n t l1i s bill a s b e ing un co ns t 1ti.11.1on a l b u t L a t w ou \ ~. ~;· 

,.,, . , { ,, " ,,.., . ·-':: .... ../ ~_, 

_ , G __ n ... ba 5 a r es po ns ibil i t y The Pres i d e n t de v e l op e d t h e fac t t hctt tn e o ver nme _1. - ... ... k d ·.c 

· · · h h b · c:su e da pa ss po r1., the n as e u to sa fegu a rd a n 1n d1 v1dua l w o a s ee n 1.... _ • 

t h e.r e m igh t be va r i ous t ype s of p as spor ts ,vh ich "'.~ul d th u s r e h7v :~ t~= r 
Go verr 1me nt in c e rt ai n c as e s f ro m h a vin g to b ea r 1.n 1s r espon s i b_li1. y 

pe op le inten t upo n causi ng t h e G o v e rnm e n t trou ble . 

M r . Ro gers poi n te d ou t th a t the Su p r em e C o u rt did n ot declare the con ~i- o l 
· ,_ · · t , - .,_ h a t t 11 e p 1- a ct 1 c e oI p ass 1Jor t s t o be a vio la t i on o f th e C o ns t 11.,u t 1on ; r a n e .1.., L - • 

of re f t1s i ng to i ss ue a pa s sp or t v i ol a te d a n exi s ting law , 11.en c e t11e Aru 11 1n 

i s tr a ti on wa s 1n oving to ch ang e tJ1e g o v·e r nin g l a w . Ho\ v·e \,·e r, the S l1p1· e m e 
Co ,1 :t t m i ght s ub s e qu e nt ly find , a s Mr . H e r t e r h a d s ugg e ste d, t h a t t l1e a ct 
of ch a n gjng the p a rti cu l a r l aw \Va s unco 11s ti t ut i ona l . 

M:r . R oger~ re q ue s te d a n opr >o1· t uni ty to l1a ve a f in a l l o ok a t t l1e pro p o se d 
J:>rl!S i clen t i a l 111cs sage to s ee t h a t i t v.1as en t ir e ly con s is t e nt ,vit h the dra f t 
l egi s l a ti on tl1a t w o 11ld be fo r \var d c d . 

Ai r line s I 11vcs t1n -.r1t a11d 1'rfo d c1· 11iza tion Pr o bl e rn s - (C l=> 5 8 -8 3 ) - Ge1 1e ra l 
. - ----~ ------ -~ --- - - ---- -~---- ---- - --- --- -
Q llC !:ia da to l d 110 \v l·1e l1a cl for esee n s e ve r a l n1011th s a go th a t th e a i r l i.11c s m i g h t 
no t b e ab l e t.o c rlr ry ot1t, b eca u s e of fi n a n c i a l di i f i ct 1Jti c s , t he ma j o r i 11v es t-
r r1 c11t p1·0 g r ,l 10 s a 1 r ca c1y s cl 1c d1.il e d ,vi t )1 the re~ s u l t th a t the Gov er n m cn t \Vo 1.1 ld 
be sa<Jrl l c..:cl ,vi t l1 ;i s e1·i0 tt s li..~l1ility in \ r i e \\ ' o f i ts curren t p rQgra1 ·n s . C o 11s e 
<-lll c n t 1 y • }1 c }1 d ti a s k e d D r . P :.-1. 11 l C 11 e r in gt o n of t 11 e S ch o o l of B u s in e s s A d -
1 r1 i r1 i }, t r a t 'i o r 1 of 1-i cl ·r \ · R r d U 11 i , , e r s i t y t o de v e 1 op a r e po r t o n t h e p r ob 1 e m . D r . 
C l1c r ing t on rc \1 ic \ve d 1·t~l a ti v e l y brief ly the si tu ation o f the a i r l i n e s \•lit h 
rc :i~a r d to 111..!\V e q,1i p 1nen t pr o g1·.:l.1ns, t 1· en ds i n load f a ctor s , limit a t ion s 
im po se d b )r C_i\B 1- ~ t0 r e gu l at i on s , et c . His chief poin t \ t . .:a s t l1at th e Gov 
c r nn 1e n t ,1.t th i s ti r11e s ht1uld l1a.ve a tho r ough t1:i1de r s tand ing of the a i rlin e s ' 
p r ob l ems , c , •c 11 th oug h no i 111med i a te a ct i o n pro o·r 2 m v..·a s be i

11
o r ec

0
T'Y'\.,...,,...,. d d 

- b - o - ~-',...~J.-..D E; • Dr . Ch e r ing t on s ,uninrtr i ze d m u ch of th e ma te r ia l in th e v, ri tte n r ep ort dis _ 
tri bu t ~d t o the C ab i n e t rnen1be r s . He we n t over th e si.x actio n s se t -for t h i n 
the swn,na r y c onc lu ~i on s th a t th e G o , ·er nrn err t m i gh t t a k e to b e he l pf u l. 

\ V i t 11 r cg ~l r d t o t 11 c r ep or t , D r . C 1 e r j n at o n o u t in e ci 2 l ~ e ..,-r. - .,_: .. -e c 
O 

f 
• • • -=> - t., - -~c::1..J..• u r s e s o 

ac '.1~11 tn<'.lud1ng : ( ~) ta ke n o i'lct i on ; (2) s imp ly re l e as e t he r tpo r t; (3 ) as k 
t !1c •-4g,.11c1c s t(> l"C\'l C\ \.r th e r e 0 1· t a n d 1:"',-"·""rn t

1
e =r a t · · 

ov ~ , ... .1 c ion s 2.ppro p r1a ~ely· 
( '1) Jr1:ike ::1. \\ih it c l i o t1se an~10\1 11c c m t=.:nt oi a s t u d y t o b i n · t · - 4,.,,d .. _ . 1 1 .. ~ _. . . . e - . _1 1~ 1. c o n ba !:i 1 c 
.e~ i s aLlO n p1.:r t ,11n1ng 1o tl1e aviat i o n. i 11clust r y o r to a ll t r .::.j"'lsport - t · d 

a ] •-;o ()J 1 th~ c onc"' pt a l b . f h - a io n , a11 
f .. ~t · ·- . I.! tl os _1s o l e re g lLl~to r y a g en c i e s ( ,i/J1e t l1e r t h e i r 
u 11. c 1 on \\ <!. s t o 1) c p u 1· e 1 y Ju di c i a 1 

0 
r 1 

0 
i 1 d l · • 

, _ 11 c u e p o 1 c y - I1 1 a kJ n g ) · a 
11 

d ( 5) t pr, _ s~ fo r S\! ttlc1 ·r1~n t o f t} 1e 1 1A'l 'S - ~ -
1
: ' 

0 . 1r .1.n ,~s co r1tro, re r s y . 

. CQf~'f!f\f ~ l.Tf ft 1 
' ILi t t t;1 · 
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R d . th 1 t s c McEl i~oy pointed out that the effort - w as a lr ead y egar 1ng ~e as , e . 
unde r \Vay to set tle the controversy but tha t he -...vou.ld welcome _ an y supple -

d h d I tha t r11cntar y w ord from the Presid en t . The President note t . e _ 1 emina 
\VOLud r esltl t i f MAT S were t o be abolished and at abou t tha t trme th e 
G overn1 11en t \vould h av e to buy up th e jet airliner s prod uce d for c ompan ies 

t11at could not pa y ior them . 

In respo n se to a comment of the President 's on the demagoguery tha t ofte n 
occurs \vh e 11ever a s ma ll ai rl ine is involved , Gen . Q uesad a \Ve nt on to stat e 

tha t t l1e CAB s t a ff s tjll s c er ns to be governe d by the philosophy o f the ear ly 
y ea rs of a vi a t i on w hen rno 11opo ly v1as a principal feature and a grea t nee d 
for d e:v c lop m e;nt existe d . Dr . C he r ingto n res ponde d affir ma tively t o tl1 e 

P.re s i cle nt ' s quest i on as to whethe r the airlines had not o-v-erreached the:rn 
se l v c s a n d 1nigh t no t r1ave t o s uf f e r some tempo rary jars and dislocation if 
a r eas ona ble pl a n; , ,1d ob j ectiv e is to be l ai d o u t and accompli s hed . 

It w as n oted s ev<; ra l t unes throu ghou t the discu s sion tha t th e CAB had b e e n 

cl rai~g ing it s f e e t OJ 1 r a te ad j ustrnent s whic h migh t per1n i t th e airline s to s e t 
11101·c .rc:al i s tic rates on pi:!ak t raific a nd m o r e attracti ,re rate s on off-hoL1r s 
t ra ffi c , thL1S j 11creas i1~1g the l oa d factor an d tJ1e f is cal soL1ndn es s o f the ai r 
li r1e:s . 

Sec . Mii cl1c ll e r11pl a ~· :l i cU l 
· , -. . • . . -. · . 

1 
!:>l:,,,e c rc_p ca ~\. y t 1c po ss ib l e u ndesir a bility of a gl am or-

1z,e d rt;l cas c of t.]11 s 1-c1Jor t si nce 1t ,s.,ould cre a te unfo lm de d exp e ,: ta tions of 
1; ovu r 11111e r1i a l J) 1·1)g 1·a 111s to cure ev·ery l as t di fficul ty, ~,f L d ... h ~ 
th - • 1 • - r . o 0 e 1., o t1g ht 
• e r c1)<.)rt 1111g 1t l1avc a depre ss ing eco1 1om -ic effect but h . 

1 ih · f . . . . · - e ' "'a.s rcass t1rc r tha t 
. e ll l ur111 .1t1o r1 1n 1t \\ 1;1 s a l 1-l'-3d) r k 11o\vn by a ll ·h 1 d · • . 
l b . v. 0 1.a a n act iv e 1ntc-•r cs t 1n 

t 1e Sll J ec t . 1'11· . 1.f e 1·1·ia 1n f ca1· cd i l1a t .J.11n o tL11cemc nt o f a - t d ;h 
c o nt ~t' pl11a 1 1) ,1.s i s of tl l c J' c <rul a to ·r,r a "e 11c 1· .., - . h . . ~ u y on e 

o ' 1 b e s 111 1 g t J Co pa rd i z , t h 1 · · 
s t 11(1it~s t l1,1l tJ1c Ro c l, c f el l0r C o 111111:itt e c yr, ~ s on th f..,e e p r e im111a ry 
t · . . · · .... e \ ·e :rg c o tLrid<::r~ '.')k . · 
o u1't' 111.ng i11) a J o 111t s t t1cly . I..<- i ng pr io r 

.t\ftL~r \?Xl t.!11cl0t "l <-lisct1s s jo 11 of 11 0 \\ ' the :report sh uld b h -
Sl11 • ~i ,.- t d , l t ·t l • 0 e -a.n d.led G o v A d-. ,..,,_,, ... ~ u u 1a l )e r e \'lC \\'c.:d furtl 1·"'r b D Ch . ' . c.m s 

• ◄ 1 • .c . ) ' r. e r 1ngton ---n d G Q 
\ \ lt l (1 \ "l C \\' to 111.1:kin .. 1' t; Cl ' t a i n ch -, n ' • h . r - a. en . u e sa da 
1 . o d...!lgcs m t1 e l1 oh t or t, C b . . 

t .1a t 1t tl1e l1 l:1c co r1.s iti cr ,a ·~1T:. 1· J1 b )" ·1 C ---b · . ::, . ne a• 111et di sc u ss i o n 
•~o.., w1e c 1n et '\v , ... , . · • ' 

a s a r~ 1>ort frc )in D r . C 1 .. . t .. -L-f1 a v1e'\v t o its b e ing i s sue d 
• l1..:r1ng o n LO G en . Q ue sada 'T', 

(..1e n . Q t1(•s;::ic1a, c•111J)h ~tsi L.t.:d th "'"'d f • _ ne Gover n.o r, 2.s al s o 
. - e n \::1.:: -Or a s ho\\' 0 c bl· . 
t; o , ,~· r 11111c11ta l a\,·,~ r ~11~s s , pa rtic , l . L' - .l p u - lC .!nt e rest a n d 2. orc2.tt:: r 
th . l . lLl.a r ... y l n t._r1 e C A..B ..... , . o 

c <l. l r 'lr1 c 1Jr ohl t?T11 s . - ' ..1. e g a rmng tl1 e 1.1.r g <=n cy o f 

C oll ie s to : 

M 1·s • \l/hi trna >i (2 )/ 
M 1• • Gra y 
M r · 1\{:inr1ich 

L . A • J\-Iin11ich , Jr . 
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• 
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VI as h...ington 

THE CP.-.BINET 

R ec or d of Actio n 

The fol lowi n g is tl1e act ion t ake n on the it em s pr e s ente d a t the r- e gul a r 

s ession of the C abine t on Monda y, Jul y 7, 19 58: 

I. OPE RATION ALER T, 195 8 
• 

Surnma ry of the Sit ua tion fo r - - - ---
the F e d e r a l Acti on Ph a s e 

A C'r ION : 

1n the li ght of tl1e sta tus re p or t gi v en b y the Di re cto r of tl-1e Of fice 
of De f en s e 2.11d Civili a n l\1obili zat ion , the P re sid en t agai n emphasi z e d 
t h a t t he atta inr nen t of the ob j e ct ives of th e Exer c ise wil l depen d on th e 
full c oo p era tion of al l the C ab ine t M einber s an d Ag enc y I-Iead s. 

2 . P ropose d Sr>e cial Me ss ag e an d 
I..,«:Ki s l a tioii: _.R_ ~~~~ di:i _g tl1.e Is su a nc e 
an d .De11i"al of P a s s port s -

Clnf orma tion Ite m Onlfj 

~· 
.• _.,,.· ....... ! y 
. ' 

• V 

-
3 .. The Stat u s ari d }:con on1ic CP - 58 -8 3 

...,.__ --- -~---- -
Significance of t he Ai r l in e 
E~1ipl'!,:~~ t ~e _s tmcn t P :ro fl1·a m --- -- --- -
PlC1'lO N: 

The Spec i al "\ss i sta nt £0 1· _A.v-iati on 1'1att ers \Vil l : 

a ) r cv i e\v the R eport (CP - 58-8 3) in th e l i gh t of the init ial 
C abi,1c t dis cu:i sia n ,, 

b ) disct\S S \vit h the P:res id en t th e mos t fe.:::ts ., l al'- · ... -~ - 10 e 1,,.ernat1v e 
course s of actio n ,vi.th res p e ct t o ~u cl, c o 1 · . . ~ -· n c u s1on s a s t hi s 
rev1ew ma y sugges t, 

c ) disc~s s _v:,rith the Pr es id en t t.i'½e mos t auprcp:r i ate method f 
111a~ 111g uifor - t · • h ... • • o an d . me. ion in t e Report a'\railab le to the p ·ubl i c , 

d ) t.1cr1,. as .$l_lrroeste d b t p . 
1;;} b Y e r e I!' 1 d "" n t · · 

~rid tl1e recomm en d :"lt · th .., ~ , azau1 :raise the sub j ec t 
• Q,. 1on s ereon for C abine t c onsideratio n . 

Ro b e rt Gra y 
S eer etar y t o t he C abine t 

Approve d by th e 
lj resi d en t 
J u ly 28 , 19 58 
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• FOR RELEASE AT 12;00 NOON, E.D.T., AUGUST 5, 1958 

James C. Hagerty, Press Secretary to the President 

- - - - - - - - - - - - - - - - - - - - - - - - -------
THE WHITE HOUSE 

THE WHITE HOUSE TODAY M..ADE PUBLIC 
THE FOLLOWIN G LETTE R FROM THE 
PRESIDEN T TO THE HONORABLE R ICHARD 
M. N IXON, PRESIDENT OF THE SENATE, 
AND THE HONORABLE SP ... M RA-iBURN, 
SPEAKER OF THE HOUSE OF REPRESEN-

TATIVES 

Dea r Mr. P r es id e nt: 
Dea r Mr. Spe a k e r: 

- - - - -

. . 
.. .. . 

I am e n c l o s i ng f or th .e inform a tion of the ap propri a te Co mmi tt ee s of 
tl1e Se na te (House of Represe ntativ e s) a r e port whi ch was recently 
pr e pa r ed f or m y Spec i a l A ss i s tant, Mr . E. R. Que sa da, concerning 
the s t a tu s an d eco 1101,1ic sig n i fi car1 ce of the curr e nt equipmen t in,,est
mc nt program of t l1e 1n a jor air carriers wh ich, in turn, affects the 
broader av i a ti on i11.dustry . This report se ts forth, in some detail, 
th e prese nt s t a tu s of the 11.1aj o r a ir c arr i e rs and discusses their 
ab ility to impl em e nt th e ir inv estmen t program of appr oxim ately $4 
billion by 1962 in aircraf t a nd e q uip men t. This program is of su ch 
a. s i z.e as to h old son,e s i g nificance to the nati o nal economy over the 
next few y e a rs. 

I a rn t oda y a l so tr .an sn1.it ting the r eport to the appropriate agen c i es 
of g ov e r11m e nt fot' their inform atio n and such a cti on as they may deem 
c\p pr op riate with in the f ra1ne,vor k of exi sti ng a u th ority. 

Sincerely, 

The Hon or ab le R i char d M . Nixo n 
P r es id e nt of th e Se n a te 
Was hing t on, D . C . 

D-ii !GHT D. EISENHOV-lER 

The Ho nor able Sa m Ra ybur n 

Speake r of the H ou s e of Re pre sen tativ e s 
\Vashington , D . C. 
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