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Center for THE WHITE HOUSE
Transportation A EHINGETON

July 3, 1958
MEMORANDUM FOR THE PRESIDENT
SUBJECT: Cabinet Agenda for Monday, July 7

The following are the items listed for the Cabinet meeting on Monday:

EXECUTIVE SESSION:

Lzst Saturday when Governor Hozgh and Gordon Gray discussed
with you the "surprise! aspects of OPERATION ALERT, you
concurred with their proposals but expressed the wish that

cach Cabinet Member be secretly alerted that the "surprise'
was coming, This five-minute Executive Session will enable
you and/or Governor Hoegh to notify the Secretaries. The
paper which describes the "surprise" (i.e., the request for
personal participation of the Under Secretaries) is attached
under Tab 1.

REGULAR SESSION: Sy N

1. OPERATION ALERT, 1958 --

— .3
[ —— M = e e e — e

Su_mmafy of the Situation for

A, i

| 5

5 2/ (Governor Hoegh)
e 3, -

St 'y of { 2gan

ithe Federal Action Phase

T — i i e ————

This being the last Cabinet meecting prior to the Federal Action
Phase of OPERATION ALERT, Governor Hoegh is prepared to
give you and the Cabinet a review of the hypothetical situation

as 1t will face the governiment agencies at the beoinning oi the
g 1
Alert on July 14, l

4% Proposed Special Message and (Secret Dull
) -:-'“-! .--. _"- g -.._._ -_-‘-.1:"—.' - - E.r ll- es
Legislation Regarding the Issuance J )

- —— ——— -
T —

"lnd Denial of Pa ssportis

Secretary Dulles has iransmiited o you

= I LY L
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Cabinet meets on Monday.

Since this matter is of such general interest, however, and has
already been the subject of considerable public attention, S-ecretary
Dulles is prepared to review his proposals for the edification of the
Cabinet and in order to insure full understanding and support.

3. The Status and Economic Significance (Mr. Quesada)
of the Airline Equipment Investment
Program

The U.S. airlines are facing a2 serious financing problem in connection
with their coming change-over to jet transports. Mr, Quesada has had
a study prepared by Dr. Paul W. Cherington of the Harvard University
Graduate School of Business Administration. This study will be
presented on Monday with the aid of an excellent series of charts.

A separate briefing memorandum by Mr, Quesada is attached under
Tab 3.
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July 3, 1958

MEMORANDUM FOR GOVERNOR ADAMS

FROM: Robert Gray /g

T Cabinet Agenda for Monday

L

SUBJ]

"The Status and Economic Significance of the Airline Equipment
Investment Program' has now shaped up for Czbinet presentation

Monday.

Mr. Quesada will brief the President in advance by means of a
special memorandum which will be given to the President ahead
of time along with his other Cabinet materizal,

The excellent visual-oral presentation will be given to the Cabinet
by Dr. Cherington of Harvard.

The report itself will be distributed under our PRIVILEGED
coveér-page on a one-copy-to-each-Department basis with the
word that this is not an approved or even a recommended
Administration document, -

Palam
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The agenda for Monday is attached.
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EXECUTIVE OFFICE OF THE PRESIDENT
PRESIDENT'S ADVISORY COMMITTEE ON GOVERNMENT ORGANIZATION

WASHINGTON 25, D.C.

July 7, 1958
MIMORANDUM FOR THE PRESIDENT

SUBJEZCT: General Cuesada's Letter of July 3, 1558

Transritting Peport on Zconormic Difficultices
in Aviation Industry.

Background
Cn Lpril 29, 1958, we discussed with you vur reorganization
propoeal for cotablishrent of a Department of Transportation,
You were receptive to this approach and indicated that such a

reorganization proposal should be developed in e for trane
mittal to Congiess in Jamuary 1959,

Ve alao discussed possible interiin actions to deal vwith
urgent situations including:

1. A study to develnp the {acte cancerning the threotencd

‘inancial crisis in jot convercion of commercial
aviation,

Lhis study was the basis for the report which General
Cuesada transmitted to you on July 3, 1958,

2. Creating a staff of over-all tran
capalle of providing a balanced
of the futer-related tranaportati

sportation experts

and impartial evalyation
o ne2ds of the Matian,
Tou saggested that your Lwmersency Yun

d mizht be
uaed inttially to establi

sh this expert staff, vhi-h it vwis
canteraplatod would be attached temporarily ¢y the
Secretary of Commerce, pending later traanfer to the
—ecretary of Transportation. This project has nst yet
becn implemented.

Another interies action 1o meet i ur

1 gent need which
ceveloped subsecuent to the £ oril 29,
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3. Transmittal on June 13, 1258 of your message
proposing establishment of a single Foderal Aviation
Agency {which you approved to meet an Lmmediate
situaticn without prejudice to its later incorporaton
within an over-all Departmert of Transporiation).

T Péammﬁapﬂna

This Committee has reviewed Cenerzl Onesadats letter
to you dated July 3, 1958, and the attached revort prepared by
Frofessor Faul Cherington, asd have the fallowing recommendations:

l. We feel that it would be in the publc interest for you to
provide coples of the Cherington Report: u:-“"'f\

¥

e |
ALY,

.

e
i

7 oy
Lo

a. To the Coagress for its information.

iu'
=
I

0ot

b. Te the Civil Aeronautcs Board and other departments

and agencles dizectly concerned, for sppropriate
action.

c. To the press.

2. We would urge that your statement transmittng tha
Cherington Report indicate that studies ars now in
process looking toward the development by early 1959
of recommendations {or the better crganization and

administzation of the Federal Covernment's responsibilities
covering all fields of transportation.

% e recommend that steps be taken promptly to estahligh
tha group of over-all transportation experts, as discussezd
with you on April 23 ans es recommendad in Cenzral
Cuesada's letter of July 3, 1058, However,
clircumstances we believe thia group should

the Executive Cifice of the Sre sident, rather than attached

to tha Zecretary of Commerce, pending ultismate transfep
to the Secretary of Transportation,

under present

be located in
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" It raight be advisable to announce your plan fo establish
this expert group to study and evaloate the Natica's
transportation needs and prohlems as another Execuiive
action to identifly and d=al with problems such 23 those
identified by the Cherington Report.

'H

4., Ve recommend that a thorough study of the regulziory
process with spaciflic reference to the roles of the several
regulatory agencies in transpsriation, should be undertaken.
Because of the guasi-legislative aspect of the regulatory
agencies, there might be advantage in establishing for this
purpose a Presidentlal Commission with Congressional

membership, similar t9 the Kestnbaum Commission oa
Inter-Governmental Relations, This ghogld b2 {ully worked
cut before any announcement is made.

5. We agree with General Quesada that it would be helpful and
approprlate for you to direct the Secretary of Defense to
survey the problera concerning the Military Alr Transport
Service, identified in the Cherington Report.

'-‘ If you approve these recommendations this Committee is ready to

assist the Director of the Bureau of the Budget and General Quwsada
in developing appropriate implementing actions.

g -

f / 4
Nelson A. Rockefellap
Chairmsan



Center for
Transportation

THE WHITE HOUSE
WASHINGTON

July 3, 1958

The President
The White House
Washington, D.,C,

Dear Mr. President:

I have the honor to transmit a report concerning the Status and
Economic Significance of the Airline Equipment Investment Program.
This report was prepared at my request by Dr. Paul W. Cherington,
Professor of Business Administration, Graduate School of Business
Administration, Harvard University, who is a nationally recognized
authority in the field of transportation. The report is designed to
set forth an objective analysis of the impact of the airline investment
program on the overall national economy. This program represents

a major transition of our domestic trunklines and international carriers
from piston to jet aircraft,

Relative to the national economy, this
program is significant. It calls for a net investment of $2. 8 billion

by 1962 in aircraft and facilities. The report concludes that: o
x - . T
I'he equipment program is not unreasonably large or /" \
unnecessarily accelerated, provided the ca:t};iers ‘“ =
vigorously develop new travel markets. N, Y,
e Rt
e Several of the carriers may have difficulty in making
the necessary financing arrangements to buy needed
equipment. Of $1.4 billion which the carriers must
raise from private sources, arrangements for $750
million are still to be made.
Fs g

major portion of the equipment program will pPOse
serious problems:

(1) for the airlines and the preservation of 2 sound

competitive domestic and international

air route
Sysiem;
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The President
July 3, 1958
Page 2

( (2) for the aircraft and engine manufaciurers and

their 5, 000 vendors who have invested heavily in
the jet transport program,;

(3) for the national economy

(a) through loss of some portion of the 120, 000
jobs estirnated to be directly involved in the
program at its peak., In addition, there is a

potential loss of indirect employment estimated
to be at least a multiple of the direct.

(b) through the loss of economic stimulus which
this large private invesiment program would

provide; "\

e =3
(4) for the Government ¥

(a) through a possible return of some airlines 1o
subsidy;

(b) through pressure on Government (military) to

purchase jet transports not delivered to airlines
and thereby recover development costs.

The report does not recommend any program of financial assistance
to the carriers., It does point out certain steps which might be tzken
by various Government agencies, within the framework of existing
authority, to facilitate the success of the equipment program,

'The report also points out that if the carriers are to have an
opportunity to finance their equipment program at reasonable cost,

the industry must be able to show private lenders and investors a
favorable level of earnings.

From 1950-1956, zirline earnings were
relatively good,

In 1957, earnings were depressed and in 1958 1o date
have been still lower, These greatly reduced earnings (losses for
many of the carriers) unfiortunately occur at the most crucial stage

of the {inancing for the equipment program. The only apparent way

in which a reasonable earnings level can be achieved in time to atiract
adequatle financing appears to be through:
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( 1. Elimination or reduction of certain fare discounts /

now in effect,

Z. Increased promotion of air travel during off-peak
periods through reduced fares,

Increased fares for certain classes of air service.

Continued aggressive action on the part of manage-
ment fo improve their operating efficiency,

The report suggests that, while the initiative for developing specific
fare changes should be left to the carriers, the Civil Aeronautics Board
must examine the carriers' proposals promptly, with full realization

of the broad implications of the present equipment program. In this
connection the rceport points out that, since 1949, the carriers have had
two small fare increases, the most recent one being in February 1958,
Despite these increases, the real cost of domestic air travel (adjusted
for changes in the value of the dollar) has declinedby 9 percent during

this period. A pending CAB proceeding relating to domestic passenger
fare levels is not due for decision until March 1959,

By that tirne, the
success or failure of major segments of the equipment program rnay
well bave been determined,

As indicated, the report confines itself to the present status and
economic consequences with respect to the airline equipment program,
It makes no recommendations for fundamental changes in the way in

which we regulate and {foster the economics of air transportation,

How-
ever, the basic seriousness of the situation described by the report

highlights implications of longer range importance, indicating the need

for {further studies of the economic and Tegulatory 2spects of air
transportation,

There is, however, a similar need for studies in the case of

otheér transportation media and the regulaiory agencies concerned

I'he basic problems of the aviation industry are intertwined wi
1 Ly = -3 - - -

problems with respect to other forms of iransportation,

th similar

]l undersiand that your Advisorv Co
Organization and the Director of the B
cussed with you the ne

mmitiee on Government

ureau of the Budget have dis-

‘ ed to bring together a group of general transpor-
talion experts capable of evaly the Nation's iransportation needs

; : ating
and problen :
problems, this be done as soon as possible and

I would urge that
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( that the further studies needed with respect to aviation be undertaken
as part of this broader, overall evaluation,

I recommend, therefore, that this report be transmitted to
the Congress for its inforrnation and zlso be directied to the a.tteni:‘imn
of those agencies of Government having action responsibility within
the {ramework of existing authority. I also recommend that this

report be made public,

Respectfully yours,

Enclosure

I
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THE CABINET

The Status z2nd Economic Significence of the

For consideration by the Cabinet, attached is a copy of a

Report which has been prepared at the direction of the Special

Assistent to the President for Aviation Matters, in cooperation

with other interested agencies.

A summary of the problems dealt with in this document and of

the conclusions of the Report appears on pages i-iv preceding the

full text. The visual oral presentation which will be m=

Cabinet meeting of July 7 also constitutes a sumnary of the Report’'s

findings and conclusions

At the coming Cabinet meeting, Mr. Quesada will present for

initial Cabinet consideration the various courses of action whiceh

the President and the Administration might now tske with respect to

i i ¥ -4 - X -
the Report's findings, as well as the question of the publication of

the document 1iself.

Fendingz the President's decision, thne Report is FRIVILEGED,
end is being given LIMITED distribution. are should be tazken by
each recip

tent Lo protect iis privileged siatus

Robert Gray
Secretary to the Cabinet
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THE STATUS AND ECORNOMIC SIGNIFICANCE OF
THE AIRLINE EQUIPMENT INVESTMENT PROGRAM

i

June 30, 1958

A Report by Dr. Paul W. Cherington, Professor of Business Adminis-
tration, Graduate School of Business Administration, Harvard University,
prepared for the President's Special Assistant for Aviation.




Center for
Transportation

June 30, 1958

Dear Mr. President:

I have the honor to transmit a report on the Status and

IZconomic Significance of the Airline Egquipment Investment
Program.

This report has been made possible through the co-
operation of many individuals in the Departments of Commerce
and Defense, the Civil Aeronautics Board, the Bureau of the
Budget, the President's Committee on Government Organiza-
tion, and the airline and aircraft manufacturing industries.
Their cooperation should not, however, be interpreted as

nﬂjtarling that they 11{:{:easa'ri1y' endorse the conclusions of
the report.

Respectfully,

g —

E. R. QUESADA

The President

The White House
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E STATUS AND ECONOMIC SIGNIFICANCE OF

THE

AIRLINE EQUIPMENT INVESTMENT PROGRAM

SUMMARY .

Section 1.

Section 11,

Section I1T1.

Section IV.
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I. The Problem:

A. The airlines have embarked on 2 capital expendi-
ture program which will entail an outlay of $2.8
billion for equipment and facilities over the next

five years, and directly involve from 100, 000 to
125, 000 jobs annually.

B. The ability of the airlines to carry through this
program is of great concern to:

1. The ai-lines themselves and the pre-

servation of 2 sound competitive air
route system;

2. The aircraft, engine, and related
manufacturers who have invested
heavily in the transport program and
who will suffer serious financial
losses if the airlines' present and

contemplated purchases are not con-
summated;

3. The economy as a whole which stands

to lose both private investment and
employment; and,

4., 'The Government which has a direct
stake in the maintenance of healthy
economic conditions in the airline
industiry, in the aircraft industry which

produces vital weapons, and in the
economy generally.

As a result of recent declines in the rate of traffic
growth and a substantial deterioration in earnings,
investor confidence in air carriers has been re-
duced to the point where many airlines are en-
countering considerable difficulties in securing



the necessary financing. It is doubtful that a
number of domestic carriers, presently
accounting for about 28 percent of the industry
traific volume, will be able to complete necessary

financing under anything approaching normal
credit conditions. Some cutbacks in orders and

contemplated purchases of new aircraft have
already occurred.

Center for
Transportation

There 1s also some doubt that the carriers, even
if they do arrange the necessary finanting, will
be able to utilize economically the equipment

which they have ordered, without extensive new
marketing efforts,

11
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Conclusions:

A,

There are several corrective measures which are W’lthln'

o =
the power of the carriers and various Government agenciles
to accomplish, These are:

1,

Passenger fare adjustments which are
immediately necessary to provide im-
provement in earnings levels and restiore
the coniidence of investors in the airlines’
earning capacity;

Direct action by the carriers to study and
apply the measures necessary to broaden
the traffic base and regain the growth rates
experienced during the last decade;

Closer coordination between the carriers,
airport and municipal officials, and the
Civil Aeronautics Administration in the
planning and installation of ground facilities
and equipment which are tailored to the

requirements of economic and operationally
feasible jet services:

Studies by the Civil Aeronautics Board or by
the Under Secretary of Commerce for Trans-
portation, to be trangmitted formally to the
Board, as to the effect of recently certified
competition on airline service and costs and

as to the appropriateness of the present route
pattern for jet operation,

Studies by the Air Coordimating Committee

or the Operations Coordinating Bozrd on
in which the sale of older U.S. co

aircraft abroad might be facilitated in appropriate
cases,

Ways

nsideration b
of the Treasury of the fav
carriers of repeal or re
excise taxes,

y the Secretary
Orable effect on the

duction in transportation



Centerfor il THE STATUS AND ECONOMIG SIGNIFICANCE OF
M THE AIRLINE EQUIPMENT INVESTMENT PROGRAM
I. The Prnblgm:

A. The airlines are engaged in 2 major investment pro-
gram for new jet aircraft and related iacilities.
Total planned airline capital expenditures in con-
junction with this program are estimated at $2.8
billion over the next five years.

- B. The airline investment program is of direct concern
- to the airlines, and to several aircraft and engine
manufacturers and their suppliers, numbering some
5,000 concerns. In addition, it is important to the
economy &s a rmajor private investment program.
It is estimated that the program directly involves
an average of 100, 000 to 125, 000 net additional

Jobs annually in the economy and indirectly still
more.

(7

. Recently, doubts have been raised as to whether
the carriers will be able to carry through this pro-
gram successfully. It has been charged that the
program is unrecalistically large. Conversely, the
carriers charge that the Civil Aeronautics Board,
through failure to act on requests for higher fares
and through the creation of excessive competition,
is undermining the economic soundness of the
industry and investor confidence which is needed
to finance the industry's capital program,

. The airline industry has long been the object of
Government assistance and regulation, in con-
junction with stated national policy to develop a
sound air transport system for defense, postal
and commercial needs. The aircraft industry

has also been heavily dependent on Government

business and constitutes for the CGovernment 2

major source of weapons. Thus, the success or

~1-
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failure of the present investment program 1s 1n-
evitably of concern to the Government. These
factors, together with the benefits which the
successful completion of the program, or at least
major segments thereof, would give to the economy
at the present time, pose two gquestions:

1. What is the present airline situation and
what are the prospects that their proposed
- investment program can be successiully
| put into effect?

. Z. Is there any action which might appro-
priately be taken by the Government to
facilitate the successful completion of the
investment program ?

NOTE: This report largely focuses on the domestic trunkline and
U.S.-Flag international and overseas operations. The 14
carriers which conduct these operations are listed below. 1 /
These carriers account for about 95 percent of the com -
mercial revenues of the U.S. airline industry. Other seg-
ments of the industry, such as local service lines, cargo

carriers, supplemental carriers, etc., tend to have some -
what more specialized problems.

i T o —

e e e e

1/ American, Branifi, Capital, Continental, Delta,

N ortheast, Trans- World, Northwest.
and Panagra. |

Eastern, National
4 £
United, Western, Pan LAmerican
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1. Background and Economic Setting:

Transportation

o
e

:

5 | A. The Crowth of Airline Traffic in the Past Decade

Over the past 10 years the major U. S. air
carriers have carried increasing amounts
of mail and cargo trafiic, but passenger
business has been and continues to be the
predominant source of operating revenues.
Passenger revenues in 1957 amounted to
$1.3 billion domestically, and $378 million
abroad, accounting for 90 percent of all
revenues of the domestic trunkline and over
75 percent of the revenues of international
and overseas carriers.

Passenger traffic on domestic trunkline has
has increased fourfold from 6 billion passen-
ger miles in 1948 to 25 billion in 1957.

Over the same period, passenger traffic

on international and overseas routes in-
creased threefold from 1.9 billion to 5.8
billion passenger miles.

In terms of passenger miles, the domestic
airlines are now the largest common
carriers of intercity passenger traffic.

In 1957, ncarly 35 percent of common

carrier inlercity passenger travel was by
ait,

The growth in traffic and revenues since

1948 partly reflects an expanding volume
of coach service which now accounts for 39
percent of the domestic pas senger traffic
and 65 percent of the

| international and OvVer-
Séas air travel on U.

S. carriers.

Despite the impressive revenue and traffic

growth the airline "markett rermains
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B. Fares and Yields. - &

8

limited in terms of the number of individuals
who travel. Estina tes of the number of
different domestic passengers who travel in
any one year range f{rom three million to

six million persons. It is generally agreed
that penetration is limited and that "repeat"
travelers account for the bulk of air travel.

Airline passenger travel continued to grow
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 more
rapidly in the fourth quarter of 1957, and

in February, March and April, 1958, traffic
was at or below the 1957 levels.

Only two general increases in domestic R |
passenpclr fares have occurred since 1949,
In 1952, $1 was added to the price of each i.
ticket and in February 1958, fares were in-
crcased by 4 percent plus $1 a ticket, for 1
an overall increase of 6.6 percent. The F}
fare increases over this period added 9

percent to the price ofan average ticket.
in terms of constant dollars,

N Mmuch more sub-

For example, the cost of
automobile Ownership and

Stantiall}r :

Operation rose
Over 19 percent in actual dolla

rs between
1940 ang the end of 1857,




limited in terms of the number of individuals
gfan:;;?t;ﬂon who travel. Estimm tes of the number of |
| different domestic passengers who ?ravel in
any one year range irom three million to
six million persons. It is generally agreed
£ | that penetration is limited and that "repeat"
travelers account for the bulk of air travel.

LN

Airline passenger travel continued to grow
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. 1t fell off more
rapidly in the fourth quarter of 1957, and

in February, March and April, 1958, traffic
was at or below the 1957 levels.

B. Fares and Yields.

1. Only two general increases in domestic -
passengcT {ares have occurred since 1949.
In 1952, $1 was added to the price of ecach
ticket and in February 1958, fares were in-
creased by 4 percent plus $1 a ticket, for
an overall increase of 6.6 percent. The
fare increases over this period added 9
percent to the price ofan average ticket,
However, in terms of constant dollars,
adjusted for interim price level changes,
the real cost of the average ticket actually
declined by 9 bpercent. In contrast to the
relatively moderate 9 PErcent increase in

the price of air transportation, other trans-

portation costs have risen much more sub-

stantially. For €xample, the cost of
automobile Ownership and operation rese
over 19 percent in actual dol

lars between
1949 and the end of 1257
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Because of the availability of family plfm
discounts and the growth of coach service
(at an zverage cost to the passenger, less
tax, of 4.3 cenis per mile), the dumeshic
airlines have been realizing a progressive-
ly lower yield from each passenger I_nile
transported. Average revenues received
by the trunklines declined from 5.75 cents

per passenger mile in 1948 to 5.25 cents
1 1957,

Internationally, there have been several
general increases in the levels of first-
class passenger fares, the most recent
being an increase averaging 8 percent

in the North Atlantic area which became
effective April 1, 1958, Transatlantic fares,
as cxemplified by the first-class New York-
london fare, have risen 24 percent. First-
class Transpacific fares have been held | |
constant in some cases, and have risen in i
others. But, while the increases were being . -
put into effect, the international and over- \ oS
seas carriers have introduced and expanded X g 1%
a variety of coach, iourist economy services,

For example, there are now available across

the North Atlantic the following services |

and fares, as illustrated by those available |
between New York and London:

One Round
Type Way Trip

Deluxe (Sleeper).......... $ 560 $ 1,023
Deluxe (Sleepererre)...... 485 873
First Class

: b B e e A . 435 783
Tourist...... T ; 315 567
Ecomomy ......c0000u.... 252 454

Passenger yields have decl
for international and ov
for domestic carriers,
and extensive growth

ined rmore sharply
€rseas carriers than

due to the more rapid
oi coach,; tourist and

B
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other discount services. From an average
of 8,0 cents a passenger mile in 1948,
yields declined 17.5 percent to 6.6 cents
a passenger mile in 1957.

C. Costs and Profits.

1.

While the prices of things that the airlines
buy and the wages of their employees have
steadily increased over the past years, new
aircrait which they have brought into opera-
tion have been more efficient. The use of
more efficignt equipment, coupled with
commendable cost controls and the growth of
the cheaper coach services, enabled the
domestic trunklines to reduce the cost of
providing a ton mile of 1ift 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 to
26.8 cents in 1957.

There is a notable difference in the cost
experience of the four largest trunklines
(Big 4) as compared with the experience of
other trunklines. Available ton mile costs
of the Big 4 carriers have increased con-
sistently from 1955, but the costs of the

other trunkline carriers declined in 1957

. after
Increasing from 1955 to 1956,

Overseas air carriers have been steadily de -

Creasing since 1951, when such co

sts averaced
A - =
44.4 cents, to an aver

. age of 35.6 cents an
available ton mile in 1957,

The link between Capacity

| Cosis and costs
Per unit of revenue (cost

PE€r available ton

mile vs. cost per revenue ton mile) is the
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miles) is utilized. Since mid-1956, _there
hzs been a steady decline in domestic load
factors which has continued through the

first quarter of 1958. Whereas 1ﬂad‘£ar:.t0r5
averaged nearly 65 percent for the fiscal
year 1956, in 1957 there were only 6?. 5 per-
cent. Declining load factors, superimposed
on increasing capacity costs, have materially
increased the costs involved in handling
traffic. Thus, in 1957, the cost PEY revenue
ton mile was 50.8 centsas compared with
48.1 cents in 1956, and 46.8 cents in 1955.

From 1950 through 1955, airlines reported
net proiits were relatively favorable. As a
percentage of return on investment, they
averaged in excess of 1l percent. As a per-
centage of gross revenues, they averaged
better than 5.5 percent. In 1956, net profits
declined only moderately, due to a substantial
increase in capital gains from sale of equip -
ment which practically offset a decline in
operating income. In 1957, however, net
profit declined by over 50 percent to $26
million, despite the offset of even larger
capital gains. Net profits in 1957 amounted
to 4.8 percent return on investment and a
1.9 percent margin on sales.

During the
first quarter

oif 1958, the decline in net pro-
fits continued at gz rate which

, if it persists,
will eliminate all profits by

year-end 1958,

In contrast to the unfav

and profits which mark
of the domestic trunklin
the internati

orable trends of COSts
the recent €Xperience
€s, the situation for
onal and oversezs carriers has
1y less disturbing. Costs per
available ton miile have declined annually
1951 through 1957 Load

providing, the fon mile 1
cent ior 1957 hei

been genera

from
iactors have been irmn -

oad factor of 64 per-
ng the highest annual load
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: clining capacity costs and improving load
factors has resulted in a relatively pro-
'Eﬁ:”\ nounced reduction in costs per revenue ion
mile from 71 cents in 1951 to 57 cents in
1957. Through 1956, cost reductions have more
than offset the decline in revenue yields, re-
sulting in relatively stable profit margins
averaging a2bout 7.5 percent on invested
h capital and 4 percent on gross revenues.
In 1957 some decline in profitability is
evident. Net operating income dropped
irom $33 millibn in 1956 to $27 million in
1957, and net profit declined moderately

from approximately $21 million to $19
million.

7. All segments of the industry have repeatedly
complained that profits and profit margins
have been inadequate. The Civil Aeronautics
Board for a number of years has held that an
8 percent return on investment was a reason-
able profit for domestic carriers and 10 per-
cent for international carriers due to the
special financial risks involved in opecrating
abroad. More recently, the staff of the
Board has proposed that a return of 8. 9 per-
cent for the four largest trunklines (Big 4)
and 9.5 percent for the other trunklines be
used for determining the reasonableness of
profits. The carriers have taken the position

that the staff proposal is insufficient
have attacked the rate of

of profit reasonableness

and some
reéiturn as a measure

on the grounds that
eppropriaie consideration is not given in thisg

" ) : : g £ - pu
TN measure to the risks of repeated exposures
;; of a narrow ‘thvestment base to depletion irom

Operating losses. It is contended that this
risk is quite substantial in t

he airline industry
which is subject to erratic fluctuations in
earnings.
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Notwithstanding what constitutes an 2ppro-
priate yardstick and how it should be
implemented, all parties seem 10 agree
that the earnings of the domestic trunkline
carriers in 1957 and the first quarter of
1958 were inadequate. The reportied proiits
of international and overseas air carriers
have been consistently below the standard
which hzs been applied by the Board.

It should be emphasized that {or the most
part the foregoing figures are those reported
by the carriers and do not reflect adjust-
ments or disallowances in costs which the
Board or its staff feel appropriate for rate-
making purposes. In some cases such
adjustment and disallowances are substantial.

They are, of course, contested by the
carriers.

In the spring of 1956, the Board initiated a
General Passenger Fare Investigation to
determine a reasonable level of domestic
airline fares. This investigation is still in
progress, after suspensions during the
summer of 1957 and the spring of 1958, It

is now estimated that it will be completed
the first half of 1959,

D. Competition.

oince 1955 the Board, in a series of route
cases, has substantially increased the

amount of competition between airlines b
L 1‘ " . Y
awaraing new competitive routes.

of attempting to
y um sized carriers ViE-2-
the Big 4, although exten

been made to the Big 4

Vis
Sive route grants have
as well.
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3. In the new route grants made over the
past two and a half years, a major change
has been effected in the scope of competi-
'l tion among domestic air carriers. Before
1955, nearly 60 percent, or 228 of the 400
most important air 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 competing carriers.
Today, there are 115 markets. or three
times as many, with three or more authorized
carriers. Moreover, 12 of these, in con-
trast to one before 1955, have five or more
competitive services. The net result of the
additional competition which has been
authorized is an increase in the average
number of carriers pPer market from about
1.5 before the recent round of route grants
lo 2.2 today. And, this average is likely
lo be increased further when decisions are

reached in major route cases
before the Board.

now pending

4. Competition has been expanded most exten-
sively in the 50 heaviest traveled markets
which alone account for about 40 percent of
total revénues. In these markets the
average number of carriers PETX market

has been in T f
.-~?.'_°~s~=“—\\ R inCreased from 2.0 i0 3.0.

,, But

73 2 1t has also been €xXtended almost Proportionate-

{ ly throughout the lighter travel Segments., Be-

-.x_;.;“ \.:;" fore 1955, *€gments ranking from 5] to 400 in
T traffic v

olume éaveraged about 1.
Ssegment. Now,

-10-
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In the new route grants made over the

past two and a half years, a major change
has been effected in the scope of competi-
tion among domestic air carriers. Before
1955, nearly 60 percent, or 228 of the 400
most important air 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 competing carriers.
Today, there are 115 markets, or three
times as many, with three or more authorized
carriers. Moreover, 12 of these, in con-
trast to one before 1955, have five or more
competitive services. The net result of the
additional competition which has been
authorized is an increase in the average
number of carriers per market from about
1.5 before the recent round of route grants
to 2.2 today. And, this average is likely
to be increased further when decisions are

reached in major route cases now

pending
before the Board.

Competition has been ex

pPanded most exten-
S1v E"]Y

in the 50 heaviest traveled markets
which alone account for abo

ut 20 percent of
total revenues.

In these markets the

ly throughout the lighter travel S€gments. Be-
fore 1955, s€gments ranking from 5] to 400 in
traific volume av

Segment. Now,

Such segments aVEerage more
than 2.0 carri

©IS pPer segment, anp Overall in-

4 t 3 143
=0 percent in COmpetitive
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traffic segments.

The extension of competition through new
grants to medium-sized trunkline carriers
appears to have arrested and reversed a

trend to increasing percentage participation

of the Big 4 carriers in the domestic
passenger markets. However, in several
instances, the heavy cost of breaking into
these markets has meant that newly certified
carriers have experienced substantial losses
in their initial operations over the new routes.
The increased competition which is, in part,
designed to provide the medium-sized carriers
with access to greater traffic densities in order
to permit them touiilize larger, more effi-
cient aircraft, by the same token imposes on
these carriers the need to re-equip themselves
with the most modern aircraft in order to
compete efiectively with their larger competi-
tors.

International operations of US. carriers have
also become more competitive due, in part,
{0 some expansion of the arca of competition
among U.S. carriers, such as the recent
extension of TWA's routes io Manila, the reby
cnabling T WA and Northwest to provide a
second U.S. round-the-world service.
however, additional competition has
result of the Increasing activities of

Mainly,
been the
foreign

91r carriers operating between the U.S. and
points abroad pursuant to b3

: arriers Operating
to and from the U.S. has increased from 22 to
39 cince 1949, During this Period, U.S

ML | | carrier
pParticipation in t

G i ;
1€ 1niernational market de -
clined from 75 percent to 2bout 6

although the absolute v
by our internation
tain of the recentl

2 percent,
olume of traffic handled

al carriers lnCreased. Cer-
Yy certificated foreipn routes
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Equipment.

L.

2

4.

il P

provide at least indirect competition to
our domestic trunklines.

In response to traffic growth and compe-
tition, the carriers have steadily expanded
the capacity of their aircraft fleets over

the lzst ten years. The addition of capacity
was fairly gradual during the early 1950's
when most carriers were restricied in their
operations by equipment shortages. Heavy
deliveries of equipment, particularly four-
engine equipment since 1954 have added
extensively to airline fleet capacity. Orders
outstanding for late-model piston aircraft
contemplate the delivery of 58 additional
units in 1958, after which production of piston
transports will presumably come to a halt.

Purchases of new aircraft over the past ten

years have increased the size of the combined
domestic and international air fleets from

954 units at the end of 1947, of which 44 per-
cent were 4 engine aircraft, to 1, 803 units

at February 1958, of which 62 percent were
4-engine aircraft.

In 1955, several manufacturers announced
that they were about to embark on the de-
velopment and construction of turbo-prop
and turbo-jet aircraft. All the trunklines
and international air carriers have now

placed, or plan to place, orders for turbine

cquipment, reflecting the impossibility of
Operaling competitively inferior alrcraft

At the sent ti ¥
present time (June 195

| : : 8) announced
turbine aircr

aft on order by year of
expected delivery for the twelve trunklinesg
= 3

plus Pan Amer; =
rican and Panagra, are as
iollows:
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| Transportation Type 1958 1959 1960 1961 TOTAL
f Boeing 707, etc . . 66 35 == 100
£
4 t D8 5555055 5 mn e -~ 13 72 14 99
LV =BB0 . as wwea —_— - - 43 .6 49
Tt U1 = & o PR 14 76 26 -- 116
Viscount ........ 15 -- - - -~ 15
Britannia®....... 5 o i S B 5
TOTAL 59 115 176 20 390

*Cancellation of these aircraft was announced
mid-June, 1958

5. These trunklines and U.S. -Flag international
orders are a substantial portion of the total
commercial order backlog of five U.S. ajr-
craft manufacturers as indicated by the follow-

ing:

Trunkline & U.S-Flag

International Orders
Company Orders No. % of Total
Boeing ....... 164 106 65
Convair ....... 57 49 86
Douglas ..... ... 140 99 71
Fairchild ...._. 49 - 0
Lockheed ... .. 143 116 81
TOTAL ..., .. 553 370 67

=13
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F. Capacity and Traiffic Forecasts.

1.

i m—
¥

In addition to aircraft on firm order, several
carriers have options to purchase additional
aircraft and some carriers which have not

yet placed firm orders expect to do so. Still
otl.er carriers which have already placed
orders for some of their equipment needs have
indicated that more orders will be placed when
a decision is reached on which aircraft to buy.
It 1s estimated that additional orders from
these sources might add in excess of 150 air-
craft to the number on firm order

The straight jets will range in cost from
$4 million to over $6 million each. The turko-
props will cost between $2-3 million.

The total estimated costs of new aircraft on
firm order and contemplated to be ordered by
the trunklines, including some piston aircraft
to be delivered in 1958, is $1.9 billion. Nearly
80 percent of these costs are associated with
aircraft to be delivered in the next three yecars.

In addition, Pan American and Panagra plan

to spend $293 million on new aircraft before
1961, bringing the total estima

ted expenditure
for domestic and

international carriers to
$2.2 billion over the next 5 years and-$1_ 8

. : -
billion over the next three years. /:

A feature of the new equi
ncreased capacity and Productivity when
tompared with piston €equipment. In most
cases, the new aircraft will have substantially
éncreas&d S€anting capacity and, of course,
th}j}r ‘w111 fly faster. Thus, the iransportation
which they will ¢ t hoi

whi y sEneérate per hour, day or year,
1S InCreased. For €xample: the DC-3 will
produce about three i

Per day as the .7

pment is its greatly
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It 1s estimated that the new jet egquipment
either now on order or to be ordered and
delivered by 1962 will have (assuming 8
hours utilization) a productivity of close 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 year, for a grand total of

65 billion seat miles for trunkline and
international operations.

In 1957, the trunklines generated 40 billion
seat miles, and the international operators
9 billion, for a total of 4Q bhillion.

T'he capacity of the on-order aircraft is
then considerably in excess of that now

available. Taking into account capacity
added late in 1957, which is not fully re-
flected in the 1957 seat mile figures and,

ignoring for the moment equipment retire -

ment and attrition, these carriers have in

sight capacity for approximately 119 billion
scat miles by 1962. i

e
Of course, extensive retirements can be-.?x:. =

o
expected. Some carriers plan to retire s
all or virtually all of thejr pPresent piston
equipment. Others, however, plan to retain
a portion of their piston fleet. On the basis
of present plans, it appears that Something

€-third to one-half of
sent pision Capacity

1962. This would
industiry capacity

pre-
will be retained through
indicate a 1962 total

of 83-92 billion seat miles.

E€T miles (in contrast
O utilize 1962 fleet
Te€quire a rate of

to 30 billion in 1957} ¢
Capacity. This would
growthof from 1] per

€ent to 13 percent per
year irom 1957 ¢

raific levelsg

L B
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G. Financing.

Traffic forecasts, of course, vary widely.
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 miles and a growth rate of
approximately 10 percent per year. This
growth rate is below the 1852-1957 experience
but above the most recent experience of zzro
growth. The concensus of several other
forecasts of traffic for 1962, increased to
reflect international traffic of 2 billion
passenger miles, also indicates a level of
traffic at 49 billion passenger miles.

With the largest part of the deliveries of
aircraft scheduled to occur in the next three
years at a rate faster than the traffic buildup,
there appears to be little doubt that a temporary
surplus of capacity will develop. However, by
1962, surplus capacity could be absorbed if

the expected lower operating costs of the new
equipments permit profitable operations at
lower utilization rates or lower load factors,
Or a combination of the two. It also is possible
that the retirements of piston aircraft can be

accelerated and increased, reducing the avail-
aizle’ capacity.,

It is clear, in any event, that substantial traf
growth is necessary if the €quipment to b

quired is to be justified and profitably op
7Y

fic
& Ak
erated.

|

o ond

)

-
-
-

s g
% = 5 l‘.ll|'|.|'
= .:.’ T I-.|-.

In addition to their investment in ﬂev}‘éﬁuip-
ment which they have ordered, the ajr :

must have additional
able for ground e

lines

emounts of money avail-
‘ quipment and facilities,
increased warking Capital, for debt retirement
and the like. Tt 1s estimated that the total ‘
amount of funds which the tru

national carriers will be reg

for

nkline and inter-
uired to have
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available between now and 1962 is $4. 0 billion.
This is over and above the amount of $200
million invested by others for the use of the
carriers in such things as hangers, terminal
facilities, and the like.

Of the total funds which the carriers need, $1.4
billion is estimated to become available from
depreciation, leaving a balance of $2.6 billion
to be met out of:

a. oOales of existing equipment;
b. Profits, less dividends;

c. Miscellaneous sources, such as =
deferred taxes; and,

w——
—
(-
(=%
>

d. New funds to be borrowed or raised : __,,;*
through the sale of equity.

Proceeds from the sale of equipment have been
estimated at $300 million, or somewhat in ex-
cess of book balue at time of sale . This estimate
reflects a'20 percent per year decline in air-
craft prices as excess aircraft are marketed.

At book value (residual value in most cases),

the realization would be $162 million.

of 9 percent on invested capital, 5-year earn-

ings, after payments of cash dividends at the

1956 annual rates, wil] amount to $500 million.

Under above estimates of g
ceeds from eguipment sales,
the new capital requirements

ior the industr}r
amount to $1.4 billion for

the 1958-62 period.

1 this amount, arrangements have been made
as of April 1958 ¢

tOT 2pproximately one-hnalf,
The remaining $760 million, by vear in which
required, is as follows-
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Financing Required
but not Arranged

Year (Millions)
LIOE s om e o 0056 0 » e 87.4
THBY o v v u e s sw@ & w5 . 1806
1960 ......... ... 312.8
il T T 41.5
1962 s s uow 5 5 wom 5 5w & 8.0
Undetermined® ...... W o

*Data for Pan American and Panagra
did not permit an annual distribution.

7. Under the assumptions made, the amounts
required by each carrier, listed in descending
order of magnitude, are shown below. Several
of the carriers indicate that, if anything, the
assumptions are too favorable and that, in fact,

their requiréments will be larger than the
amounts shown.

Financing Required AT

| but not Arranged E \
Eatrm‘{_ (Mi113 ons) ‘\si ;j’
TWA $ 3133 =
Pan American ........ 115.3
Northwest........... . 63.5
Capital .............. . i
National ............ 47. 5
American ..........._ . 31.¢9
Delts:  cow.vmeor vnes oo 28. 8
:Nﬂrthaast ........... 26.'- 3
Eastern ............ |
Panagra ........ i & W i‘g | ?}
Continental . ... _ ... 17 | 8%
Western ... ...... l?' 2
United ... _ . __ .. -
Braniff ‘ o

Lotal ... . $ 763.7
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The carriers have typically followed a pattern

of long-term financing, mainly through loans
from insurance companies, supplemented by
shorter-term loans from banks to cover requireg -
ments not met by the long-term financing. Some
equity financing was undertzken in 1956 and early
1957, when conditions in the equity market and
carrier earnings were more favorable. None
has been undertaken thereafter.

In contrast to the Big 4, the medium-sized
trunklines have had limited success in arranging
long-term loans. Moreover, a recent and as yet
unpublished study of the Harvard Business School
indicates that, beyond two loans presently under
negotiation (covering only a part of the financing
needs of the carriers involved), it is doubtful
whether under recent earnings conditions any _
further Jong-term funds will be available to /.- *

medium-sized carriers. except in limited i: =
3
£

=

9mounts, at relatively high interest rates Df\”{f
6 percent, and under highly restrictive .cove:

-
3 -
Sl Hrrl"n.

i
AVl g .

on the carriers, if they turn to
INg. Additionally, the fin

quired in most
the granting of bank loans.
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F J by any carrier whose stock is selling below

F 3 book would involve a substantial loss in

equity on the part of the present stockholders.
Until earnings are sufficiently improved to
restore the confidence of the equity market

in airline securities, it is questionable whether
the present stockholders will authorize further
issuances of stock.

fa
i :
\ﬁﬁy _;‘.ﬂf‘-/-/
¥ E ”‘;“ ¥
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III. The Airline Equipment Program, the Aircraft Industry, and
the Economy:

A. In addition to the airlines, major segments of the aircraft
industry have an important stake in the success of the
jet equipment program.

l. Commercial transport orders from all sources,
including foreign carriers, held by five airframe
manufacturers, total over $2billion. Engines and
accessories for these aircraft, having a value of

over $500 million, are zlso involved,

2. Despite the substantial orders which they have
received, none of the manufacturers has as yet
sold enough aircraft to cover its break-even point --
the number of aircraft required to pzy for develop-
ment, engineering and tobling expenses,

3. The airframe, engine and accessory manufacturers,
have alrcady made extensive investments in designing,
¢ngincering, tooling and production facilities. This
sum may be roughly estimated at $650 million to
date. This figure may be expected to increase
materially before deliveries commence.

4. Current employment directly associated with the
transport programs of the airirame, engine and
accessory manufacturers and of thejr subcontractors
1s estimated at 80-90 thousand people. This
number should rise to approximately 120
when peak production is reached,

thousand

5 If 1S virtually impossible to esiimate the total
*Mpact on the economy of the equipment program,
O‘bvlnusly, the investment and employment figures
given above, which can be directly identified with
the program, should be increased appreciably in‘~
order to arrive at an appraisal of the total impact,

-2} -
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IV. Analysis of the Present and Prospective Situation:

A, The foregoing background and economic material indicates
that the present economic situation of the airlines is un-
satisfactory and is deteriorating. Prospectively, the
situation is at least poientially serious for:

l. The airline industry, as a whole, through loss of
public and investor confidence.

2. Particular carriers, through inability to carry
: through on competitive equipment programs.

| 3. The airframe and engine industries and their
suppliers, through order cutbacks, stretchouts,
| and failure of new orders to materialize,

4. The economy, through loss of private investment
i and employment,

i

The Government, because of the traditional
dependence of both the airline and aircraft industrie Lty

on Government orders and assistance, (=

B. Inlarge measure, the present situation is a result of
events taking place simultaneously, The recession
has cut deeply into traffic growth. Simultaneously, many
CArriers are 1naugurating new services over new comm-
| petitive routes. Both of these events have depressed load
factors and earnings at a time when many of the carriers
are.mtempting lo make arrangements for financing their
€quipment programs, and when virtually all the pther
carriers must maintain earnings if they are not to be in
at least technical default under exXisting loan agreements.

It seems probable that, at current garning levels
A ™ - ?
of the carriers which have not v

several

et {inanced will be unable
Lo carry through their equipment programs. Indeed

; : ; ) ’

although not yet announced, some order cutbacks and
cancellations have alreadyv taken place. More can be

: expecied if the present situation confinues, If the
Siluation deteriorates further, several other compan]
which have financine wil e

] ing will be unab]

h 1 1iabie 1o meet the
provisions of their loan agr

-22-
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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 efforts of the industry to arouse public and
official interest in the carriers' problems.

D. If the carriers which must still finance are to have any
chance of making satisfactory arrangements, and if
existing arrangements are to stand, an irmmediate
objective must be a return of the industry, if possible,

to a satisfactory level of earnings. This is the immediate
problem confronting the industry.

L

Immediate Earnings Prospects: The need for a favorable
record of earnings in the near-term as an a2id to the
carriers in working out and preserving financing plans is
perhaps too obvious to require extensive comment, It
may be said that when added to all the other uncertainties
of reequipment, the current depressed and falling level
of airline earnings means that invesiors either tend to

ignore all but the largest and soundest (financially) of
the carriers,

or to insist on onerous terms and conditions.

l. The Civil Aeronautics Board has taken the perfectly I.j_j;
rcasonable position that it would tend to look at by
CATNINEGS Over a fairly long period of time and "%"'ﬂ., _
would neither insist on reductions in fares, nor \\j-n

permit increases in fares in the face of short-
run trends in earnings, Although it is difficult
to disagree with this general policy,
application clearly requires a recognition of the

financial problems of the carriers durin
of major transition,

its
g 3 period

2. The facts heretofore

Presenied indicate that
of the pr

esent airline industry trends hav
Progress jor at least 18 months ang P
It swas Presumably in partial Tecognition of this
fact that the CAB, in Xebruary 1958, Permitted
the carriers to increase fare levels by 6.6 percent.

certain
e been in
erhaps longer.

3. Assuming that the CAB is in agréement with the need

for a prompt return of the industry to a more

f&\:’ﬂl‘l&blﬂ level of Sarnings, it is Dy no means
certain that this could ba achieved at the pPresent

.5
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time through further fare increases.

4. But further recognition by the Board of the need
for improved earnings in addition to the fare
relief afforded in February would, at least,

have a favorable effect on the investment
community,

: 5. The majority of the carriers appear to favor a
flat across-the-board fare increase in the
order of 10 to 12 percent as the shortest means
of returning them to a more satisfactiory
earnings position. These carriers hold that
the impact which such an increase would have
on traffic would be minor. A minrority of the
carriers apparently do not favor a {lat per-
centage increase but might favor various
changes in fare structure which would tend to
increase revenues (such as the removal of the
round-trip discount). It is not known whether

these carriers would "hold out" against a flat
10 to 12 percent increase.

6. Most of the carriers allege that the 6.6 percent i
increase in early February had no adverse effect |2

on traffic and that the current failure of traffic QJ
10 grow above 1957 levels can be attributed

entirely to the recession and, more re
two mad-air collisions,

of first-class ajr trav

cently, to |
Because a high proportion
el is business iravel, it |

(and earnings) position, Furthermore, some
Increase In day-coach fares would seem to be

jastified, reflecting the recently improved day-
coach service standards,

7. Virtually all the carriers arg

NSportation tax on Passengers
would assist them in Placing into effec: higher
lares. This subject is discussed further below

B .




8. It seerms probable that in the short-run, a
combination of structural and level fare changes
offers the best prospect of returning the carriers
to a more favorable earnings level. This should
not, for reasons discussed below, necessarily
set the long-run patitern for fares, The precise

Center for
Transportation

method of effecting & short-run increase in
revenues should be left up to the carriers.

9. The Board and its staff have taken the position
that a major factor in the carriers' current
difficulties is the carriers' failure to control
load factors, through cut-backs in capacity.

i In highly competitive situations, complete
| | load factor control by an individual carrier
cannot be achieved. On the other hand, there
appear to be instances where the carriers have
added capacity despite stable or even declining
traffic volume. A continuation of this practice

would clearly vitiate any benefits to be derived
from fare relief.

10.  There does not appear to be anything in the
General Passenger Fare Investigation which
would prevent the Board from recognizing
the requirement of the carriers for an
immediate improvement in earnings, at least
up to the level found reasonable by the Board's
Bureau Counsel (8.9 percent and 9. 45 percent).
Increases or changes in fares could be made

temporary pending the completion of that case.

. . ;
1. Recent earnings of the international carriers
»

with some exceptions in Latin America, have
remained relatively steady. Tn Latin America
there appears io have been a sharp drop in
business travel outbound from the United
States in recent months. The expected heavy
Summer international traffic 18

| of course,
vulnerable to political

unrest abrozad,
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¥F. Economi:z Feasibility of Equipment Program:

In addition to the need for immediate action to return
the industry to a better level of earnings, the material
presented in foregoing sections indicates the need

to examine the economic feasibility of the industry's
present and prospective equipment program.

1. To {fill the now on-order and to be ordered
capacity will require a substantial expansion
and broadening of the air travel market. A
growth of 11 to 13 percent per year is needed.

2. Failure to achieve this growth will result in:

a. Under-utilization of equipment to the point
where capacity costs are a‘fected.

b. Reduced load factors which will raise unit
traffic costs.

3

Discussions with the individual carriers revealed
that only a small minority had well-developed

A TN
plans for the development of specific traffiz i ::
markets, The majority appear to place reliance ;.j
on the historic growth trends which applied K‘E{g‘_iwj":f

through 1957 aud which averaged 13 percent
over the past three years.

4. At present, traffic growth has Stopped comnpletely.
Although the recession must be charged with a
major portion of the blame for this stoppagz,
there are reasons for believiag that the carriers
may {ind it difficult to get back on 2nd mzintain
a 11-13 percent growth patt

tern. This is cer-
tainly the case if the only marketing action which
the carriers contemplate is price incCreasesy.

5. Domestically, much of the pasi growth a2ppears

to have been diveried from railrozds. There
is little first-class rail traffic remaining (4-5
oillion passenger miles) and much of the

‘ remaining
rail zoach traiffic is short-haul (under

100 miles).

o v
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6. It appears that new airline traffic will, in part,
have to be diverted from automobiles and in part
be newly generated travel. Because of the high
fixed cost of automobile ownership, auto traffic
may well prove hard to divert, Newly generated
traffic will require changed personal expenditure
patterns which are typically slow in taking place.

7. O the other hand, there are several favorable
factors whizh will tend to boost traffic at least
under more normal economic conditions than
those which prevail today, such as: the markedly
grzater speed and comiort of the new aircraft;
the growing acceptance of air transport; the
growing population and the economy,

8. On balance, it must be concluded that, while the
¢quipment program cannot be described as
unreasonable, there is at least room for doubt
that the necessary traffic to make the enlarged »
capacity sound from an economic point of view i

-

;oo
i
]

can be generated., Greater Credibility could be f
given to the carriers! traffiz forecasts if they & j
could identify the new classes or types of \\?‘J <

customers whom they €xpect to provide the
almost doubled volume of traffic.

s
i
Ly
-
|
L

It seems
certain that such traific increases will be forth-

coming only with extensive eiforts by the
€searching new markets
and developing programs to serve them. Con-
Siderable work and €Xperimentation is czlled

for by the carriers to Price their new volume
N a realistic manner,

Discussions with the carriers indicate tw
they believe that the Government -

in building traffic over the next five ves nd in the
1 ) ’ ] N
Sadrier run,

e e — — g — g
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l.; Repeal of the Transportation Tax: The carriers
- argue that if the transportation tax of 10 percent
on dornestic passenger fares were repealed or
0 reduced, such action would permit them to
increase passenger fares up to the level of the
reduction, or 10 percent, without forcing the
traveler to pay an additional amount for his
transportation,

a. So far as the airlines are concerned, their
share of the passenger transportiition tax
amounted to slightly more than $100 million
in Fiscal Year 1958. The total tax on all
passengers by all forms of transportation
arnounted to $230 million.

b. It would be unrealistic to consider the
transportation tax on passengers apart

from the tax on property which amounted CTEN N
to $487 million, plus $40 million received ;- :
for the movemeant of oil by pipeline, LE e/

c. Furthermore, a repeal or reduction of these |
excises would almost certainly involve I
extensive pressure to take similar action
with respect to the excises on automobiles,
trucks, parts, etc., which amount to
approximately $1, 5 billion annually.

d. It is apparent that the problem of the airline
passenger lransportation excise has fiscsa
ramifications of much broader significance
than the airline problem zlone.

€. Apart irom the loss of revenue ic the
Government, it can be said that rzpeal in
these taxes has considerable merit., The
original purpose of the tax w
discourage warti 2.SS¢ '
Tage wartime passenger travel. Jts

= ™ o + 4 3
repeal or reduction would undoubtedly assist
the carriers,

as in part to

-28.
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Transportation f. In light of the broad fiscal implications of these

excises and further, in light of the Adminis-
tration's recently announced position on all
excise taxes, a specific recommendation on
the airline passenger tax is inappropriate.
Should the policy question be reopened, how-
ever, the Secretary of the Treasury might
wish to consider the assistance which repeal
or reduction would provide to the airlines.

2. MATS Traffic: Several of the international carriers
stated that in their view major assistance could be
given by the Government to 2 buildup in airline
traffic through a diversion of additional passenger
and cargo traffic now carried by MATS to commercial
Carviers,

2. The question of the proper size and composi-
tion of MATS traffic is an ext remely com -
plicated one. Essentially, the controversy
metween the carriers and the Air Force may ‘v
be described as follows:-

e —

(1) The Air Force alleges that MATS is
primarily a force-in-being under military
control which will be needed, literally at
a moment's notice, to deploy our forces
Oveérseas under tight security. They argue
that in peacetime, this force miist be
trained to perform its €mergency mission
and exercised in such a manner that a con-
siderable volume of transport Capacity
15 necessarily created which, in the interest
of economy, should be utilized by the

Government. No civilian force, the Air

Force argues, could pPeriorm this mission

compleiely since it would i:0t De under
military control and discipline. The Air
Force alleges that the rapid growth of

MATS over the pzast few VeATSs (apprﬂximatel
a three-fold increzse in the 1951-57 Period N
and a 50 percent inCrease sinc * ’

="

€ Fiscal Year

& . : 5
1954) is a reflection of greater wartime 1lift

-20.
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requirements imposed by the Joint Chiefs

of Staff in order to meet the war plans,

These plans and the planning factors used

lo compute airlift requirements in support
thereof are, of course, classified. The

Air Force also points out that, especially

in Fiscal Year 1956-57-58, it has given the
commercial carriers a considerable and
growing volume of the passenger traffic

under MATS control. The Air Force

further states that the zirlines, through

the Civil Reserve Air Fleet (CRAF) will

be useful primarily in providing lift “\
in the period after D plus 48 hours. -

(2) The carriers allege that they have a coni‘;ﬁi_i: “
siderable quantity of ""ready" lift available
for immediate emergency use, They
point out that much of the MATS fleet will
be widely dispersed throughout the world
at any particular time, and hence will not
be "ready'". They further allege that their
crews will be willing and able to OPCvwid
wartime emergency missions. They also
argue that if MATS is, in fact, conducting
a lraining operation, with peacetime
transportation capacity simply a by-
product, there are cheaper and more
effective ways of conducting such training.
The carriers desire additiona?

Government
passenger and cargo traffic,

some to be
assigned to regular commercial flights

and some to charter flights,

éxiensive analysis of Classified material

Ing 1ought out between

Alr Force in the hzalls
of Congress,
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Finaucing Feasibility:

C. Even the carriers would proita bly be un-
willing to see action taken which would
jeopardize the rezadiness Tapability of the
Air Force. On the other hand, denijed the
Opportunity to examine the classifed basis for
the Air Force contentions and suspicious of the
validity of those contentions, they are seeking
relief from what they regard as a large and
growing Government airline, through
legislative access.,

d. It would appear that the Air Force unjustifiably
discounts the national defense potential for
immediate readiness of the airline industry,
because it is not under direct military control,

e. This is a controversy which, it would appear,
should be resolved, if at all possible, at the
level of the Department of Defense.

e
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1. Without identifying the carriers, it can be stated t\};‘ét‘
three trunkline carriers almost Certainly cannot now
finance, to the exient that their current programs
require, under normal credit conditions. These three

carriers comprise about 20 percent of the domestic
industry,

2. Some concern must also be expressed

as to the ability
of two other trunklj

nes to finance to the extent that
their announced pPrograms would dictate
carriers compr

industry.

| These
15€ another 8 percent of the domestic

)
s

I'hus, some 28 percent of the dom
d‘e cribed as in a precarious posi
financing is concerned

€stic industry must be
1ion so far as Nnew

4 A ¥
?. Only three, or Perhaps four, carriers Can be said to
lave substantially completed th

€ir financi= .
ments, i-1f arrange-

s

e -
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5. The remaining trunklines (3-4) and the international
carriers should be able to make satisfactory

arrangements to finance, although for some of
these, the cost in terms of interest rates and

conditions will be heavy. One carrier in this category
which 1s currently in the market is experiencing

great difficulty in borrowing long-term money at a
rate below 6 percent.

6. As alreazdy indicated, a prolonged depression in
airline earnings would undoubtedly mean that certain
* of the carriers which have already financed or seem

able to do so would not be able to draw . _wn the full
amounts of their loans.

7. One of the major difficulties which the carriers face
in financing is the fact that in the present market,
1t 1s either impossible or at least extremely costly
to raise equity money. Although the carriers may
be criticized for not having foreseen the need for
new equity money and arranged for it during the
favorable markets of 1955-1956, such criticism does
not assist in a solution to the present problem. Agaln,
a return of the industry to a more sat=5fdctnry level”
of earnings promises to be the only way in w’ (3

--l.‘-.- lll--

Ii*.l:; Ilu;"
some of the airlines can expect to raise new eg 1ty _i;’/
:.,u':,.-
funds over the next few years,

8. Of the total amount of additional funds which must be

raised in order to finance the equipment program
($760 million), approximately $500 million is

required by the carriers concerning which there
is at least doubt as to their financing capability, *

L

7. Failure to raise all or a m:

" pirtion of these funds
would presumably result in:

a. Order cancellations or cutbacks,

havlng =

serious lmpact on certain of the manufacturers.

S oy . T
b. Impairment of the competitive ability of those

¥*These requirement 1 gur

€S &are as
of April 1958,
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carriers forced to cancel or cut back, thereby

seriously upsetting the atternpts of the CAB over
the past few years to create opportunities for
greater competitive parity among carriers.

I. Government Action to Assist Fisancing:

In view of the difficulties which are apt to confront major
_ segments of the industry in financing their equipment, the
question arises as to whether there is any action which the

Government can appropriately take to facilitate such _,-:'i;'”“x\
_ finzncing. =)

Guaranteed Loans: There was passed by the current
scssion of Congress and signed into law, an Act which
permiils the Government to guarantee up to 90 percent

of the value of private loans to local service and
territorial carriers for the purchase of equipment -
both new and used. The maximum loan under this

law is $5 million. Somewhat similar assistance has

been proposed for the railroad industry. One way of

; assisting the larger carriers would be to amend this

| Act to extend its provisions to trunklines and U.S. -Flag
international carriers. To be of any material assistance

to such carriers, an upper limit well in excess of $5

million would also be required. To a major degree

such an extension would, in essence, constitute a
form of direct, albeit contingent, subsidy to these
carriers. Until the carriers have been given a

reasonable opportunity to return to an irm
of earnings and until they hav
of conventional private financ
that the Guaranteed Loan Act
trunkline and international ca
however, should be reexam
the light of experience on

proved level
€ exhausted every avenue

ing, it is not believed
should be extended to the

rriers. This conclusion

ined at the end of 1858 in

= C
' | the financing problem accrued
In the next six months .

-

¢. Quaranteed Loans to Local Servy

ice Carriers for
Second-Hand ]

EJuipment Purchases -
trunklines appear to be under the misapprehension that
Guarautced Loan Act precludes, or ig being administ

to preclude, the purchase by local service carrierlssc:frEd

Certain of the

-33.
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of second-hand equipment released by the trunklin?s.
They argue that, in part, their financing problem 1S
directly related to their ability to dispose of older |
ajrcraft at favorable prices, including to local service
carriers. In fact, the Act permits, and in appropriaie
circumstances the Board's staff will approve, loan
guarantees for second-hand aircraft. Indeed, at least
one loan of this sort is now perding. Presumably the
Board will realistically admin? .er the provisions of

[

the Act in connection with secc i_-hand aircrait so

o

25 to facilitate the movement of aircraft, in appropn
cases, from trunkline service 1o local service.

Loans and Assistance for the Export of Second-Hand-
Aircraft: A considerable market for second-hand a:}r—
craft, expecially of the smaller type, appears it wacial
abroad. This is particularly true of relatively under-.
developed countries which do not have operations justi-
fying and which could not afford new turbine aircraft.
Any financing assistance which Federal Government or
international agencies could furnish tosuch countries
or their carriers would serve a duzl purpose. In the

first instance, it would provide assistance to our

carriers in the disposal program. More important,

it would get appropriate American aircraft operating
on the routes of these countries, in lieu of the aircraft
of unfriendly nations. It is understood, however,

that the agencies such as the Export-Import Bank and
the Development Loan Fund are extremely reluctant to

make loans to foreign countries for the purchase of

second-hand aircraft. It is believed that either the

Air Coordinating Commitiee or the Operations Coor-
dination Board would be appropriate avenues by whic h
policies involved in this problem might be raised and

examined in greater detail with the agencies concerned

Presumably the Department of State s

should zssume co-
orcdinating responsibility for action to be taken.

Bl

i
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Depreciation: Until very recently, the carriers
followed varying policies with respect to deprecia-
tion on their equipment. While most carriers adhere
to a depreciation policy on aircraft of a 7-year life
and a 10 percent residual, certain of them used, for
CAB and public reporting purposes, a2 shorter life.
Because pf the relative scarcity of airline egquipment
down to 1957, aircraft which were sold secoad-hand
by the carriers yield a return to the carriers well
above the book value. This resulted in substantial
capital gains for the carriers. In the face of the
probability that piston aircraft would rapidly lose
public acceptance after the jets were introduced into
service and in view of the probability that prices of 3
second-hand aircraft would drop sharply, several of
the carriers applied 2 shorter life to piston aircré._{t
delievered in the last few years. In 1956, the CAB"’
propesed a rule which would have made mandatory,
for reporting and rate purposes, a life of 7 years
and 151percent residual for all piston aircraft, except
where a waiver was requested and granted. The
carriers took exception both to the rate, at least

as applied to late piston aircraft, but more parti-
cularly to the concept that the Board had authority

to prescribe depreciation policy for the carriers,

an area which the carriers felt was a matter for '
management judgment. This latter issue was

appealed to the courts. On June 20, 1958, the U. S.
Court of Appeals held that the Board was without
‘unless specifically provided by the Congress,
scribe depreciation rates and charges,
nection with rate-making cases.
jurisdictional question,

pPower,
to pre-
€xcept in con-
Apart from the

the carriers argued that to
increase the life for depreciztion on the piston

aircraft now being delivered is not only unrealistic
in the light of the used aircraft market., but will
deprive them of cash throw-off ;
and will subject them to the DOS
losses should it be necessar*
on 2 declini

in the next few years
sibility of capital

Yy 10 retire these aircraft

| ng second-hand market Prior to the expira-
tion of the 7-year period. That the market for ude

P
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aircraft, particularly large feur-engine sircrait,
has deteriorated is clear. In light of these facts,
the CAB will presumably reexamine, in conjunction
with its general passenger fare investigation, its
required life of 7 years and 15 percent residual,
with respect to recently delivered piston aircraft.

Other Cost and Financial Problems.

A nunber of other problems that promise to be troublesome
over the next few years have been raised for consideration

during the course of this survey. These may be briefly
surnmarized as {ollows:

1. Airport and Ground Facility Expenses: Although
the carriers themselves are confronted with a
substantial investment program in the transition
to jet aircraft, still further funds will be invested
in ground facilities by local governments, airport
authorities and the like. These agencies will be
dependent on, and undoubtedly will insist on,
higher rentals and user charges in order to make
these facilities self-liquidating. In a few instances,
the carriers indicate they believe some ground
facilities are being planned and built that exceed

actual needs. They desire to be consulted by both

Federal and local officials on realistic airline rew-

quirements. In any event, the carriers point out

that in this area, their expenses are apt to increase
sharply in the next few years, both absolutely and
as a proportion of total revenues. They urge that
full recognition must be given to this problem when
the matter oi fares is being considered.

Ground Problems Associated with Jet Aircraft Operation:
Some of the carriers expressed concern that there was
a lack of adequate coordination and Cooperation among
individual carriers and between carriers and a

irport

and municipal officials on a variety of problems that
seemed certain to be associated with the ground opera-

tions of jet air ¥ '
i jet aircrait. Such problems ranged from the

_3E..
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noise problem to the joint-use of expensive ground

handling equipment. This problem is one which
should be left to carrier initiative.

User Charges: Virtually all of the carriers pointed
out the high cost to them of the proposal to have
charges for the use of air navigation, traffic control,
and landing aids, based on a gradually increasing
gas tax. The proposal calls {or a step-up in the
present 2 cents a gallon tax to 6 1/2 cents in 1962.
Assuming that jet fuel is taxable, one estimate of

the cost to the domestic carriers is $167 million a
year. This compares with a total cost of $24.8
million in 1957. The principle of user chargesis

a correct one. Iis application, however, is beyond
the scope of the present study because an appraisal
of actual rates is highly complex. Presumably the
Department of Commerce and other agencies will
carefully consider the impact of such charges on the
carriers. Presumably also, the CAB will permit ﬁ;;;“
the carriers to reflect in their fares the net M
additional cost of these charges, after off-setting Kii
savings derived from the improved air navigation \%\*74 Lf}
and traffic control system now under development. -

o/

™~ g

.

Routes and Competition.

L

The Civil Aeronautics Act charges the Board, among
other things, with both the development of air trans-

portation and the creation of sound economic conditions

within the industry. Often these objectives are conflicting
since the services which the travelers and comrInunities

desire are not always economaically justified. The pro-
blem of establishing a route structure which will achieve
both objectives is a difficult one and is complicated by the
fact that the Board, under the Act, has no effective c:}n-;
trol over scheduling of services.

as the Board has in this area der rom its authority
! s 11 i . o o -
to require "adequacy" of services under standards which

are, however, dimly defined. The current policy of

Such limited powers
ive {

=537 -
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the Board, as it appears from a line of cases over the
| past three and one-half years, 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 improving of service through a very

substantial increase in the numbers of competitive
authorizations.

2. The degree of success which the Board has achieved
through its current route policy is difficult t o appraise
since operating experience under the new route grants
is limited. On the positive side, it is notable that in
1957 the proportionate share of the medium-sized
carriers in the domestic travel market increased, re-
versing a six-year trend. Also, it1is significant that
capacity units costs of the medium-sized carriers have
been trending downward, in contrast to an upturn in
the unit costs experienced by the larger carriers.

On the negative side, the large increase in competitive
services is attributed by the industry as an important
contributing factor to the declines in load factors over
the last year and one-half. Also, the operating losses
S \ suffered by some of the beneficiaries of the strengthening

o=y

{-:: K 1})011‘1‘)! make it uncertain that the desired results are
\ 'hmng achieved. However, the limited experience pre-
N g f‘_;/ cludes the formation of any definite conclusions on this
sSCore.
3. Recently a growing concern has been voiced in the

industry, among invesiors,
ments of the Board's stafi,
of current route policies.

and even among some seg-
concerning the soundness

It is contended that the estab-
lishment of new layers of competitive services,

as
where three,

four or more carriers are authorized to
provide duplicating services, is diluting the traffic
densities available to each carrier at a time when
traific densities must be preserved and increzsed ig
order to permit economic operations with the higher

capacity equipment to be delivered soon. It is also

contended that the Board has been reachs; ing its route
grant determinations 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 foute structure with the
economic requirements which will be imposed by the
jets. Indeed, no refierences appear in recent :Bnar.d
decisions to indicate that consideration has been given
to the special problems oi jet operations and gives
substance to these allegations. In the circumstances,

i there is an obvious need for thorough study of the

| relations between the economics of jet operation a?d

the route structure. If resources are not now avail-

able to the Board for such a study, it would be desirable

that arrangements be undertaken to make the required

resources available, as for example by the Under

Secretary of Commerce for Transportation. Pendit}g
the completion of the study, it might further be desirable

to delay initiation of any major route proceedings.

Economy:

L. Impact on the Iﬁamﬁacturers and the

&
" 'r.. -

The difficulties in financing present and additional orders
described in preceding sections will, of course, have a
serious cffect on the program of the aircraft industry and on
eCconoImny.

1. As the competitive race for aircrait sales tightens,
in the effort of each manufacturer to approach his
break-even point, increasing pressure is being brought
on the manufacturers to give more favorable terms to the
airlines. Thus, several of the manufacturers have re-
cently agreed to take in trade certain older aircraft for
new aircraft. This, in efiect, transfers the surplus
aircrait disposition problem from the zirlines to the

manufacturers along with any risk that the old aircrzft
cannot be sold at the trade-in price.

[

Several of the manufacturers have indiczted that pressure
for more favorable terms - reduced down-payments and
pre-payments, credit assistance and the like - is INCYreas -
ing. Because of the fact that most contracts contain a

-39.-
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T most favored company' clause (providing that the

purchaser will receive at least as favorable terms
45 any subsequent purchaser) the cost of these more
favorable terms promises to be high, perhaps as high
2s $100 million per company in actual or contingent
commitments. Although potentially expensive, these
requests for more favorable terms are difficult to
turn down because of competitive conditions.

rH-'lll-‘.

5. In the few order cut-back cases which have thus {ar
: occurred, the manufacturers have not found it com-
petitively feasible to impose anything approaching the
full cancellation penalty on the carriers. |

4. At the outset of their programs many of the manu--
facturers were able to finance portions of their design
and engineering expense from the down-payments or
pre-payments of the carriers. As the manufacturing
phase is entered with its heavy cash outlays, the
investment pf all of the manufacturers has now exceeded,
and in some cases by a considerable amount, these .y
payments. Until delivery, the manufacturers will :
increasingly be forced to invest their own cash re- c.
sources in the transport crogram. At its peak such-~l
investment promises to exceed $l billion.

5. The manufacturers complain that this demand on their
cash resources coincides with a cut-back in pre-payments
and progress payments being made by the Government
under various directives initiated in the fall of 1957.
Quite aside from the cash demands of the transport
program, the cut-bacx in Government progress payments
creates a substantial requirement for added working
capital for most companies. The combination of these
two demands places the manufacturers, they allege, in
a serious working capital squeeze. They see the only |
solution to the problem to be increzsed borrowing to the

amount ol several hundred million dollars for the air-
frame indusiry as a whole. For

some oi the companies, |
borrowing in the required amounts may prove difficult

{j'-.

Failure of the industry to make additional aircrait
sales, or the cancellation of a portion of the existing =
orders without Compensating replacement orders would

~40-
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1mMpose severe losses on all of the airframe manu-
facturers. To some extent these losses would be

.absorbed through tax reductions, but the impact on

the company's earnings and surplus would neverthe-
less be severe. In varying degrees the same thing
may be said of the impact on engine and accessory
manufacturers, and other venders and subcontractors.

In terms of employment, failure to receive new
orders, now expected, or a cutback from the level
of orders already sold would mean curtailment of the
planned work-force in the fairly near future. One
manufacturer indicates that failure to increase his
orders will result in 2 reduction of planned work
force by 25 percent by year end. A reduction in
orders to 80 percent of volume would reduce this

manufacturer's planned work force by over 50 per-
cent. |

Jt seems probable that in the face of a static or de-
clining level of commercial orders, the manufacturers
will intensify their existing efforts to have the Govern-
ment buy these transports or modifications thereoif.

In some instances, such sales are already in process
of negotiation. A further deterioration in the airlines
ability to finance might well lead to strong pressure on

the Government to salvage the situation for the manu-
facturers.
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ACTIONS BY GOVERNMENT
TO FACILITATE JET PROGRAM

Permission by CAB to carriers to make reasonable, temporary
fare adjustments.

Closer coordination between Federal, local and carrier officials
in planning ground facilities.,

Re-exarnination of timing znd impact of user charges.

Study by CAB of compatibility of present route structure
and degree of competition with jet operation.

Studies by ACC and OCB on ways to facilitate sale of older
transports abroad in appropriate circumstances.

If tax policy question re-opened, consideration of repeal
or reduction of passcenger transportation excise tax.
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ALTERNATIVE COURSES OF ACTION

A Do nothing,

2. Release the report as =z report of the Special Assistant.
. President transmit report to Executive agencies concerned,

requesting action where appropriate, and to CAR and Congress
for information,

4. White House announce study program in the following areas:

d. Exarnination of basic aviation (or all iransportation)
regulatory and economic legislation, leading to
legislative proposals to Congress for needed changes.

b. A review in depth of the conceptual basis, the procedures
and the staffing of the transportation and utility regulatory
agencies,

9. President request Secretary of Defense to review and resolve

MATS - Airline controversy,



EYivITIRIZIE RS

£, 11652, 2stibs J
- /1-7%

TR 1E, Date

Center for
Transportation

The following were present:

REGULAR SESSION

EXECUTIVE SESSION

President Eisenhower

Under Sec. of State Herter
(for Sec. Dulles)
Deputy PMG Sessions

Vice President Nixon
Sec., Anderson

SEC. MLJ‘:]J"UY ,r"-’:';“:;?%\‘ (fl’.}r Lir- Sun-_.n"lerfiﬁld)
Atty Gen Rogers :‘f, _:‘z Under Sec. Interior Chilson
Sec. Bf;‘fnﬁﬂﬂ 1' f;} (fgr Sec. Seatan)
Sec, ﬁjtjt:]‘l N Mr. Merriam
gzz F;]i-;c:-m LBV Hneg-h

Dr. Saulnier
Amb. Lodge Dr, Paul Chexington, i part

Mr. Gordon Bennett, in part

Gov. Adams

Gen., Persons Dr. Killian
Mr. Randall
Gen. Goodpaster
Capt. Aurand, in part
Mr. Jack Anderson
Mr. Siciliano
Dr. Hauge, In part
Mrs. Wheaton
Mr. Harlow, in part
Gen. Quesada, in part
Mr., Robert Gray
Mr. Paztterson
Mr. Minnich
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ED};}L’ ration Alert 1958 - Gov. Hoeeh brou
i

t t the Cabinet up to date on this
Fxercise, setting forth some o | sources within
the United States fﬁlli’_‘-'ﬂ’ii’zg the atiack pres ed two weeks
ago. He referred to the "'play" scheduled for July 16 and 18, and again
requested the full cooperation and : he departments and agencies,

The President asked abe 3. adizti vt ¥ .
5 " TL.;i bout the radiation effects that might be expected from
the exposure of cattle, hogs, etc., to fallout. Gov. Hoegh said that no
effect would show in the buichered product, or in corn or other nrocessed

fi‘?dﬁi so long as these foods did not have the irradiated material within
them. |
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Passport Legislation - (CI 58-57) - Mr. Herter infnrmied the President
that Sec. Dulles would be discussing with him the special message to the
Congress on the need for this legislation. He stressed thia importance of
being able to control those individuals whose actions (not ideas) a:r._'e ha“f-,:_:ﬂf
ful to the United States. He noted that the Supreme Court might disalloy” \f\\\

even this bill as being unconstitutional but that would not be determine%g
S

for two or three years.

The President developed the fact that the Government has a responsibility
to safeguard an individual who has been issued a passport, then asked if
there might be various types of passports which would thus relieve the
Government in certain cases from having to bear this responsibility for

people intent upon czusing the Government trouble.

Mr. Rogers pointed out that the Supreme Court did not declare the control
of passports to be a violation of the Constitution; rather, that the practice
of refusing to issue a passport violated an existing law, hence the Admin-
istration was moving to change the governing law. However, the Supreme
Court might subscquently find, as Mr. Herter had suggested, that the act
of changing the particular law was unconstitutional.

Mr. Rogers requested an opportunity to have a final look at the proposed
Presidential message to sce that it was cnlirely consistent with the draft

legislation that wonld be forwarded.

Airlines Investment and Modernization Problems - (CP 58-83) - General

Ty T o —
e i Tep— — = =

Quesada told how he had loreseon Seve - irli :
e e A 1ad EILhLLﬂ several months apgo that the airlines might
C able 1O carry ou ) S INanCci iifficulti ' :
e ] y L;t, ;,f*au. ¢ of financial difficulties, the major invest-
INeENnt prograins already schedule j | s - %
. IH] %1 , o y S¢ -L[]}.l‘{_.d with the result that the Government would
e saddled with a serious liability in view of its current programs. Conse
o W g - s | s o = = ) E: : ’ o Ej -
quently, he had asked Dr. Paul Cherington of the School of Businezs Ad
mimisiration of Harvard University io develop a report on the problem. D
& » 3 f . . e - . ; - - - = - rl-
Cherington reviewed relatively briefly the situation of the airlines with
reva - A . ) ) . 1 1Triinc Y
- rd to new equipment Programs, trends in load {zctors limitations
' - g =g ,_ . - s -
imposed by CAB rate regulations, etec, His chief point was that th G
& ¥ > “+ ¥ - N e a it - icl Lne GV"'
roment at this time should have a thorouph understandi " - 1
problems, cven though no immediate b . S = O
: ilicdlate actio = : .
Dr. Chésingion. cu . - Program was being recommended
- wRelingion swmmarized much of the materiat s - -
T } : naterial in the Writien report dj
duted 1o the Cabinet members. He went ov ) : - ¥ =
ERE SUumMEsa sy e i Taa : ik OVer the six actions set for+h :
Bt summary conclusions that the Governine : g . FH 1n
crmment maght take to be helpful_

Wi :
L 31}1 rE. ‘1"1 I;‘I ™ - -
¥ '_1? rd to the report, Dr. Cherington outlined albasnsns
2 U 10N ln{.‘l‘l“i']ff' (I) -1 . - - = L"_.-.'l'.:‘.Ll"L'-E CDUI‘S:::S i‘
dding: taxX€ N0 action: (?) -~ 1 . | 228 O
t!}ii .q'J'*I]t‘ii:\ = i » y - Jimp*}r TE"’EESE the r s + -
L . o l[’} TeVIO W i : = c Ort 3 ~
(1) rnake 4 White House anmouncen t':’ ¢ o SRk E}*FPTDPT‘iE‘.*Ely'
. NORPT O ) « ol 2] 1Ien 0D a S¥v1¢ 1 » o !
l’f;.:;&l.:]dllthlﬂ Ftl‘i'l.'lininar $5 thin Soglag ) ‘i,_}j}r to 2€ 1nitia Led on ba:sir*
Al 0N thHe Ganemmtin - eviallon andustry or to all tranes i )

. “ tonceptual basis of T : *sportation, and
flli'll':lln}n was to bhe PUI'EIy 'Udic' 1 e Silury ﬂgti‘ﬂclf‘ﬁ (‘;‘.—'htf;thgr thr"il‘
Press £y setilemme Ju 1al or 10 include policy-mak; _

= clnient of the };iﬂ'j_‘s_ ‘.\&il'lf i o I\‘Jng)l and (5) Lo
y ines {-D-‘lti‘ﬂx-'ers}r_
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Regarding the last, Sec. McElroy pointed out that the effort was alreadzr
under way to scttle the controversy but that he would welcome any suppie-

mentary word from the President. The President noted the c:’tilemma that
would result if MATS were to be abolished and at about that time the |
Government would have to buy up the jet airliners produced for companies

that could not pay for them.

In response to a comment of the President's on the demagoguery that often
occurs whenever a small airline is involved, Gen. Quesada went on to state
that the CAB staff still scemns to be governed by the philosophy of the early
years of aviation when monopoly was a principal feature and 2 great need
for development existed, Dr. Cherington responded affirmatively to the
President's question as Lo whether the airlines had not overreached them-
selves and might not have to suffer some temporary jars and dislocation if
a rcasonable plan ¢ nd objective is to be laid out and accomplished.

It was noted several times throughout the discussion that the CAB had been
dragping its fcet on rate adjustrnents which might permit the airlines to set
more realistic rates on peak traffic and more attractive rates on off-hours
tralfic, thus increasing the load factor and the fiscal soundness of the air-

lines,

Sec. Mitchell emphasized rcpeatedly the possible undesirability of a glamor-
ized release of this report since it would create unfounded experctations of
goverimnental proprams to cure every last difficulty. Mr. Lod e thought

the report might have a depressing economic effect but he was ;eassnrerl that
the information in it was already known by all who had an active interest in-
the subject. Mr. Merriam feared that announcernent of a study on the
L'L'H};J-‘t'._ijitl:ll basis of the regulatory agencies might jeopardize the preliminary
stndies that the Rockefelle MMimillee \w: : : . r

fo Gponing & Joby ﬂud},*r Commitiee was on the verge of uncertzking nrior

Aller extended discussion of how the report should be handled, G >
"‘“r“l:?.*?‘-'-;‘tl-"i that it be reviewed further by Dr, Cheringm:{; ;nd G’enJD;:inzmS
;11:111 1: :}nh:u. }hj Ijh:}tl.rtls f‘:u‘pt.;un. changcs in the light of the Cabinet dis Cllﬁzi;n
o 1t he considered again by the Cabinet with a view to its bei i ’
H a4 Teport from D, (:heringti:rn to Gen, Quesada. The Go 'j C o
Gen. Quesada, emphasized the need for & show of nui;lic in*;i-:;:r’ S e

E.;L‘]K{_' r l-].!-].‘i i Jlt."‘il ;L.‘h.'.r = I"’Ll l-] lnt = q " . 1 G
' FheMEsS, paruicularly in the C A Te——— ;
the airline problems. ) AB, regarding th

and a grezter

€ urgency of

2CeC, Weeks noted that aA T '
SR that MA TS was the bi
e LIy Hals
juently urped that the comment on user
L 111 3 1 Lo O

1 - _
o TUL A0 T
to deviate 1 arkedly from Adiminis

'
o LLsiravion pols ~
11'}‘3 ET‘_II.-.Il__. 4 i g = - .t_ ﬁ-l{:}r. L_Jen '|; I:_]_r""-i- ' .
Pefi210n wWas .11;‘{:;:‘1}' Mmade to remaov 1 - Q eSadR tep lc:d‘lhat
- i B L. s t_:_ :"_| i"-i.- i-t_ l"L l.-u., 1Y o ‘-!- —= ) - e | - - I|I'||‘.- t-.-L—-. Cf_:!_ iy -
Y Jf 9 B-R L 1 L.;h_*_;EEES, L 111}"

“ e s
IThe President concluded the
further with Dy, Chexrinstes i
L] g o 1 LLILU
to a 1'*!,(_:1: 2vs 4 = ; 10a)
i 1—-"-.1. 3 A = e W) 1 th - - o 4 .
1w hy the Cabinet, = vith the P, csident prior

Cﬂl‘.lius to: {'ﬁ-":’-“v‘f

Mrs. Whitym-
. ltrman (2_)/ L. A, _E.-Iimj.ir:h, JIr.
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Record of Action

2 T lar
The following is the action taken on the iterns presented at the regu

session of the Cabinet on Monday, July 7, 1958:

CRT, 1958

b g ]

1, OPERATION ALI

—— -

B el S e R el

Surnmary of the Situation for
the Federal Action Phase

ACTION;

In the light of the stztus report given by the Director of the Oifice
of Defense a;d Civilian Mobilization, the President again emphasized
that the attzinment of the objectives of the Exercise will depend on the
full cooperation of all the Cabinet Members and Agency Heads,

2. Propogsed Special Message and

SR _‘ — i — S s

I::zgi_élatian Regarding the Isiua.nc_e
and Deninl of Passports

ﬁnforxﬂ ation Item Onlf_f

3, The Status _@nd Economic CP ~ 58-~-83

Lafs B L e e e e T S L [ S -l

Significance of the Airline

g Tl ™ e T BT e Tl (el e e T = e ]

Equipment Investment Program

o = S Pl L o g el . T T e B T il - - L R e ]

ACTION:
The Special Assistant for Aviation Matters will;

a) review the Report (CP - 58-83) in the light of the initial
Cabinet di

iscussion,

[T Faal

b) discuss with the President the most feasible alternative
courses of action with respect to such conclusions as this
revigw may suggest,

-?.* T ] i S 1-'1'. ‘ d = 3
¢) discuss with the Preside;
making information in t

-

and <

L | = L] o 3= L -
ne Frecident, again raise the sub

~ 1 A Fam- ' "
:ndations thereon for Cabinet considerar on,

e Lurn
@
),
L

Robert Gray
Secreftary to the Cabinet
Approved by the
President
July 28, 1958
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FOR RELEASE AT 12:00 NOON,

(1

.D.T., AUGUST 5, 1958

James C. Hagerty, Press Secretary to the President
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THE WHITE HOUSE

THE WHITE HOUSE TODAY MADE PUBLIC

THE FOLILOWING LETTER FROM THE

PRESIDENT TO THE HONORARBLE RICHARD

M. NIXON, PRESIDENT OF THE SENATE,

AND THE HONORABLE SAM RAYBURN,

SPEAKER OF THE HOUSE CF REPRESEN-
TATIVES

Dear Mr. President: - \t‘

o *«FI

b F- a8

. 'i."'l-. - t":'l.h
Dear Mr. Speaker: | NEoe

.

I am enclosing for the information of the appropriate Comrnittees of
the Senate (House of Representatives) a report which was recently
prepared for my Special Assistant, Mr. E. R. Quesada, concerning
the status and economic significance of the current equipment invest-
ment program of the major air carriers which, in turn, affects the
broader aviation industry., This report sets forth, in some detail,
the present status of the major air carriers and discusses theit

ability to implement their investment program of approximately $4

billion by 1962 in aircraft and equipment. This program is of such

a size as to hold some significance to the national economy over the
next few years.

I am today also transmitting the report to the appropriate agencies

of government for their information and such action zs they may deem
appropriate within the {framework of existing authority.

Sincerely,

DWIGHT D. EISENHOW]

e
b

The Honorable Richard M. Nixon
President of the Senate
Washington, D, C,

The Honorable Sam Rayburn

Speaker of the House of Representatives
Washington, D. C.
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