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CHAPTER I 

INTRODUCTION 

The Kelly Air Mail Act of 1925 gave birth to the U.S. 

domestic commercial airlines. Within thirty years, 

commercial aviation moved from small companies capitalized 

with thousands of dollars and run by pilots to multi-million 

dollar corporations operated by businessmen. Airlines 

changed from unreliable single engine bi-planes carrying 

only sacks of air mail to safe four-engine DC-6s capable of 

carrying tons of mail and up to a hundred passengers. 

The success of the U.S. domestic airlines was built 

upon the hard work of "air minded" people. But the role of 

the U.S. government was undeniable. The United States 

government and the airlines had a special relationship that 

came in the form of regulated competition. Through 

regulation the government helped to create a safe, 

efficient, and profitable airline industry. 

From the perspective of the historian, the literature 

on aeronautical history is incomplete. The writers who began 

the study of the history of aviation were journalists and 

aviation buffs. Only recently has the professional historian 

studied aeronautical history.^ No one has written a history 

^William Leary, "Writings on Civil Aviation: The State 
of the Art," Aerospace Historian XXXI (Spring 1984): p.16. 



of the Civil Aeronautics Board. The only monograph on the 

C.A.B. is Robert Burkhardt's The Civil Aeronautics 

Board(1974), a journalistic account of the C.A.B. during the 

1960s and early 1970s. Nick Komons' From Bonfires To 

Beacons: Federal Civil Aviation Policy Under the Air 

Commerce Act.1926-1938(1978) and John R. M. Wilson's 

Turbulence Aloft: The Civil Aeronautics Administration Amid 

Wars and Rumors of War, 1938-1953(1979) are excellent 

studies on the Federal Aviation Administration's predecessor 

agencies from 1926 through 1953. Donald Whitnah's Safer 

Skyways: Federal Control of Aviation,1926-1966(1966) is a 

survey of the government's sixty year involvement in both 

the safety and economic regulation of commercial aviation. 

The literature on aviation regulation, however, is 

filled with scholarly treatments from the perspectives of 

the economist and the political scientist. These books are 

industry studies that examine the Civil Aeronautics Board 

during the 1950s and 1960s, for example, Richard Caves' Air 

Transport and Its Regulators: An Industry Study(19621, 

Samuel B. Richmond's Regulation and Competition in Air 

Transportation(1961), and Lucile S. Keyes' Federal Control 

of Entry into Air Transportationf1951). More contemporary 

studies, William A. Jordan's Airline Regulation in America: 

Effects and Imperfections(1970), and Paul Biederman's The 

U.S. Airline Industry: End of an Era(1982K focus on the 

events leading to the passage of the Deregulation Act of 1978 



This dissertation is a history of the origins and the 

development of the Civil Aeronautics Board and economic 

regulation of domestic airlines from 1934 to 1953. Safety 

regulation is considered only when it is pertinent to 

economic regulation. The study taps previously unused 

archival materials: the Civil Aeronautics Board's records at 

the National Archives and the aeronautical materials at the 

Franklin D. Roosevelt and the Harry S Truman libraries. This 

is not a route-by-route industry study in the Keyes, Caves, 

or Jordan vein, but rather a history of the pivotal 

regulatory agency that guided the domestic airlines. Through 

a chronological approach, the work examines the major 

political and economic themes relevant to the regulatory 

history of the airlines: route development, competition, 

mergers, local service airlines, non-scheduled airlines, and 

air mail payments. 

The dissertation includes a historiographical essay 

that traces various multi-disciplinary interpretations of 

regulation. This essay provides the reader a good backdrop 

for understanding the controversies that surround economic 

regulation. Throughout the work, the major regulatory issues 

relative to commercial aviation will be discussed within 

their proper historical context, and explanatory footnotes 

will alert the reader to some of the corresponding debate. 

In the conclusion, the first fifteen years of the C.A.B will 

be compared and contrasted with major interpretations of 



regulation and deregulation. Finally, the study will end 

with an appraisal of the costs (macro and micro level) of 

economic regulation in the airline industry. For those 

interested in further reading, an updated bibliography is 

provided containing the most recent literature. 

Many scholars writing on airline economic regulation 

have been quite critical of the Civil Aeronautics Board. 

Most of the writers have emphasized the flaws in C.A.B. 

regulation without giving proper credit for the positive 

contributions to the development of the airline industry. In 

many cases these scholars approached their work with 

preconceived notions of the superiority of direct 

competition over regulation. The author does not favor one 

economic system over the other, however, the purpose of this 

work is to examine economic regulation in a balanced 

fashion, analyzing both the successes and failures of the 

Civil Aeronautics Board from 1938 to 1953. 

Because this is the first attempt at a history of the 

Civil Aeronautics Board, the dissertation has numerous 

themes. First, uncoordinated and noncomprehensive economic 

regulation existed before the passage of the Civil 

Aeronautics Act through a series of air mail acts. Second, 

the creation of the Civil Aeronautics Act of 1938 was an 

appropriate legislative response to the economic and 

regulatory difficulties of the airline industry during the 

late 1930s. Third, the Civil Aeronautics Board was an 



effective regulatory agency with far-reaching powers derived 

from a strong legislative mandate. Fourth, the regulatory 

history of the Civil Aeronautics Board can be divided into 

four distinct periods during the Roosevelt and Truman years. 

During each phase. Civil Aeronautics Board policy was 

determined by the economic conditions of the airlines. In 

the first period, 1938-1941, the Civil Aeronautics 

Authority/Board maintained a policy of restrictive entry. 

During the second period, 1941-1945, entry policy was 

determined by wartime needs. In the third period, 1945-46, 

the C.A.B. allowed an unprecedented expansion of competition 

through the development of local service airlines and 

competitive route extensions. The fourth period, 1947-53, 

the C.A.B. limited route expansion and encouraged airline 

mergers to promote stability. 



CHAPTER II 

HISTORIOGRAPHICAL ESSAY 

The historiographical debate over the role of 

regulation in American society ranges from agencies 

regulating rates to those supervising safety, health, and 

the environment. In particular, the historiographical 

literature is rich regarding the regulation of 

transportation. The regulatory debate on commercial aviation 

is no exception. Beginning with the Kelly Air Mail Act of 

1925 and stretching six decades beyond to the Deregulation 

Act of 1978, historians, economists, political scientists, 

and lawyers continue to discuss the effects of regulation 

and deregulation on the airline industry. This 

historiographical essay traces the debate over regulation 

from a multi-disciplinary perspective. Each major school of 

thought on regulation in general and on aviation regulation 

in particular is discussed from the first monographs to the 

latest literature on deregulation.^ 

The traditional historical school of thought on 

regulation focuses on two of the major periods of reform in 

^Thomas McCraw's historiographical essay "Regulation in 
America: A Review Article," Business History Review XLIX 
(Summer 1975): pp. 159-183, though twenty years old, is the 
definitive overview on regulatory history. Also, the 
afterword in Donald Ritchie's James Landis: Dean of the 
Regulators was helpful in writing a multi-disciplinary essay 
on the themes of regulation. 



U.S. history: the Progressive Era and the New Deal. These 

works stress the positive aspects of reform in restructuring 

American society. Eric Goldman's Rendezvous With Destiny: A 

History of Modern American Reform sees the turn of the 

century reform movement as an attempt by liberal reformers 

to remove society from its squalid conditions and from the 

grip of monopoly power. In particular, Goldman views reform 

as the key to control the excesses of big business by 

restoring competition throughout the industrial landscape.^ 

The 1960s gave birth to a new interpretive trend in 

American history. The problems of the 1960s, unwanted war 

and failed social programs of the Great Society, encouraged 

a critical view of the American past. This historical school 

was known as the New Left. New Left historian Gabriel 

Kolko's Railroads and Regulation, 1877-1916 rejects the 

traditional interpretation of regulation. Kolko insists that 

regulatory reforms did not attack the vital interests of the 

business class, but, in reality, were pro-business. He 

argues that businessmen as a group wanted railroad 

regulation to rationalize the industry and to drive out 

unwanted competition. Kolko believes reform was conservative 

^Eric Goldman, Rendezvous With Destiny: A History of 
Modern American Reform (New York: Alfred A. Knopf, 1953), 
pp. 75-76. 



and that railroad owners "captured" the Interstate Commerce 

Commission.^ 

Thomas McCraw, the preeminent scholar of regulatory 

history, in both his historiographical essay "Regulation in 

America: A Review Article" and his book Prophets of 

Regulation, illustrates the complex and multidimensional 

characteristics of regulation. McCraw believes the two major 

schools of thought on regulation, public interest or 

capture, are too confining. Rarely does regulation fall 

completely in either paradigm. Public interest is 

ambiguously defined and, depending on its historical 

context, has a changing definition. For McCraw, the capture 

thesis also falls short. Though scholars have shown the role 

of businessmen in the call for regulation, there were so 

many divergent views within the business community that the 

term capture is misleading.* 

McCraw sees regulatory experience as a combination of 

public interest and capture. Regulation can be understood 

only as a combination of eclectic goals often in 

contradictory combinations. These diverse functions depend 

on the needs of the particular industry: disclosure and 

publicity, monopoly or oligopoly, economic harmony among 

^Gabriel Kolko, The Railroads and Regulation, 1877-1916 
(New York: W.W. Norton, 1966), pp. 231-235. 

*Thomas McCraw, "Regulation in America: A Review 
Article," Business History Review XLIX (Summer 1975): pp. 
159-160. 
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industries, promotion or advocacy, legitimizing parts of the 

capitalist order, and consumer protection.^ Finally, McCraw 

emphasizes that one must view regulation in its historical 

context. The call for a regulatory mechanism in the early 

century was based upon the political and economic needs of 

the nation during that time. Over decades the national 

economic and political structure changes and matures. The 

regulatory system that worked well in the 1930s might be 

outdated for the 1970s or 1980s.* 

Recently, some historians have moved away from the New 

Left interpretation of regulatory reform. Albro Martin, 

writing from a conservative viewpoint in Railroads 

Triumphant: The Growth, Rejection and Rebirth of a Vital 

American Force, rejects the capture thesis. Martin claims 

that, instead of corporate domination, the Interstate 

Commerce Commission was characterized by "archaic 

progressivism." The removal of the railroads from a free 

market into an environment of controlled competition worked 

too efficiently. The regulation of rates caused a twenty-

'Ibid., pp. 180-183. 

^Thomas K. McCraw, Prophets of Regulation: Charles 
Francis Adams, Louis Brandeis, James L. Landis, Alfred E. 
Kahn (Cambridge: Harvard University Press, 1984), pp. 304-
305. 



five year decline in profit that crippled the railroad 

industry.' 

Robert Wiebe also studied the topic of business reform 

in the progressive era. In Businessmen and Reform, Wiebe 

clarifies the controversy between public interest and 

capture. He concludes that the reform movement did not stem 

from defenders of the public against entrenched business 

interests, but from a group of well-organized middle-class 

businessmen searching for some sort of social and economic 

order. Wiebe sees businessmen as vital contributors in the 

legislative call for regulation. Though the business 

community did not oppose regulation, it was divided on the 

approach and amount of corporate reform.° 

Political scientists, economists, and lawyers have 

often been leaders in the scholarly examination of 

regulation. The social sciences asked new questions of the 

regulatory process. Others have suggested that regulation 

can be placed within certain methodological models. In 1955, 

political scientist Marver H. Bernstein offered a new 

explanation of the independent regulatory agencies. In 

Regulating Business by Independent Commission, Bernstein 

explains that regulatory agencies have life cycles ranging 

'Albro Martin, Railroads Triumphant: The Growth, 
Rejection and Rebirth of a Vital American Force (New York: 
Oxford University Press, 1992), pp. 373-387. 

^Robert Wiebe, Businessmen and Reform: A Study of the 
Progressive Movement (Chicago: Ivan Dee, 1962), pp. 207-210 

10 



from youth to old age. Much like human beings, each phase of 

the cycle displays different characteristics. During the 

youthful stage, the regulatory agency is new and 

inexperienced. Often policies are ambitious, and this period 

is characterized by the conflict between vested industry 

interests and the "crusading" anti-business spirit of the 

young agency. In the mature period, the regulatory agency 

has gained considerable experience, but the drive to correct 

the problems of the industry is diminished. During old age, 

an agency readily succumbs to the pressures of the vested 

interests within the industry.' 

In 1962, Henry J. Friendly wrote The Federal 

Administrative Agencies: The Need for Better Definition of 

Standards which examined the procedural problems of the 

federal regulatory agencies. Friendly, reacting to the large 

expansion of federal bureaucracy since the Franklin 

Roosevelt administration, offers both criticism and 

recommendations. In particular, the work analyzes the 

Interstate Commerce Commission, the Federal Communication 

Administration, and the Civil Aeronautics Board. Because the 

administrative agencies were an important part of the 

government. Friendly wanted to improve their efficiency 

rather than abolish them. He suggests that the Civil 

Aeronautics Board eliminate the time consuming aspects of 

'Marver Bernstein, Regulating Business By Independent 
Commission (Princeton: Princeton University Press, 1955), 
pp. 74-94. 

11 



the route hearing process. In addition, the C.A.B. needed a 

better definition of public necessity and convenience. The 

board should create yearly traffic studies to predict the 

airlines' traffic and equipment needs for the immediate 

future. These examinations would create better route systems 

and lower costs for the travelling public.^° 

From a legal perspective, Bernard Schwartz, a professor 

of law at New York University, offered a comprehensive 

survey of the legislative history of economic regulation. 

In Economic Regulation of Business and Industry: A 

Legislative History of U.S. Regulatory Agencies, Schwartz 

traces the history of regulatory agencies from the 

Interstate Commerce Commission to the Environmental 

Protection Agency. Schwartz complains that in many cases the 

independent regulatory agencies are not actually independent 

of either the executive branch or private interest. Schwartz 

concludes that public interest is rarely served in federal 

agencies. He also subscribes to Bernstein's life cycle 

theory, but argues that the analogy goes too far. Schwartz 

maintains the main political trend of the twentieth century 

was the rise of the administrator. He contends that the 

'°Henry J. Friendly, The Federal Administrative 
Agencies: The Need for Better Definition of Standards 
(Cambridge: Harvard University Press, 1962), pp. 103-104 

12 



administrative state has not fulfilled the promise of Louis 

Brandies and James Landis.̂ ^ 

Though historians have written little on aeronautical 

history, they have studied aviation policy in conjunction 

with other historical issues. David Lee's "Herbert Hoover 

and the Golden Age of Aviation" and Ellis Hawley's "Three 

Facets of Hooverian Associationalism: Lumber, Aviation, and 

Movies" are the first discussions of the aviation policy 

within economic history. Lee argues that the Air Mail Act of 

1930 was constructed under guidelines of Hooverian 

associationalism. He also maintains that the Air Mail Act of 

1930 marked a shift from direct competition to restrictive 

entry, and the Air Mail Act of 1934 was a return to 

competitive bidding seen before the associationally based 

Air Mail Act of 1930. David Lee is intellectually indebted 

to Hawley for the conceptual ideas of associationalism.^' 

Ellis Hawley's The New Deal and the Problem of 

Monopoly, a landmark study of the New Deal's political 

economy, makes several observations on New Deal 

"Bernard Schwartz, Economic Regulation of Business and 
Industry: A Legislative History of U.S Regulatory Agencies 
(New York: Chelsea House Publishers, 1973), pp. 3-10. 

"David Lee, "Herbert Hoover and the Golden Age of 
Aviation," William Leary, ed.. Aviation's Golden Age: 
Portraits From the 1920s and 1930s (Iowa City: University of 
Iowa Press, 1989), pp. 131-139; Ellis Hawley, "Three Facets 
of Hooverian Associationalism, Lumber, Aviation, and Movies, 
1921-1930," Thomas McCraw, ed.. Regulation in Perspective: 
Historical Essays (Cambridge: Harvard University Press, 
1981), pp. 108-115. 

13 



transportation legislation. Hawley is skeptical of the 

infant industry and natural monopoly labels given to the 

airlines in the late 1930s. He concludes that the Civil 

Aeronautics Act of 1938 allowed the airlines to estaiblish a 

"publicly regulated monopoly" which froze the airline 

industry at a limited level of air carriers.^^ 

In 1949, Frederick Gill and Gilbert Bates' work. 

Airline Competition, was the first major analysis of the 

regulatory policy of the Civil Aeronautics Board. Their 

examination of the C.A.B. was a reaction to the financial 

problems experienced by the airlines during the late 

forties. The work focuses on the question of competition 

within the domestic route system. Specifically, the airlines 

were interested in the impact of competition as the cause of 

the airline crisis of 1948. 

The lengthy study concluded that most route extensions 

created too much competition. City pair markets that had 

more than two carriers created adverse financial conditions 

for competing airlines. The resulting competition drained 

assets from certain carriers, causing financial instability 

throughout the industry. Gill and Bates cited the Chicago to 

Los Angeles, New York to Washington, Chicago to Washington, 

New York to Boston, eind New York to Detroit routes where too 

much competition was detrimental to cost effective service. 

^̂ Ellis Hawley, The New Deal and the Problem of 
Monopoly (Princeton: Princeton University Press, 1966), pp 
240-244. 

14 



This study is significant because it attacked the Civil 

Aeronautics Board for creating competition. All later 

studies criticize the C.A.B. for not developing enough route 

competition.^* 

Thirteen years after the passage of the Civil 

Aeronautics Act of 1938, the C.A.B. was subjected to a major 

scholarly criticism. Lucile Sheppard Keyes, in Federal 

Control of the Entry into Air Transportation, wrote a 

scathing attack on every aspect of regulated competition of 

the airline industry. Keyes questions the very premise for 

the need of the Civil Aeronautics Act. She claims that the 

airlines were not in financial duress and with the proper 

air mail payments they could have weathered the problem 

after the air mail cancellations. Keyes believes that rate 

and route control retarded the industry, and created elite 

carriers. The C.A.B. perpetuated a stagnant monopoly and 

created an environment where competition had little chance 

of survival. Even with the reality of regulated competition, 

Keyes argues that the C.A.B.'s entry policy was too 

restrictive. She is very critical of the air mail payment 

system. The federal air mail subsidy was flawed because it 

perpetuated opportunities for graft. Keyes suggests 

government sponsored loans as an alternate to air mail 

^*Frederick Gill and Gilbert Bates, Airline 
Competition: A Study of the Effects of Competition on the 
Quality and Price of Airline Service and the Self-
Sufficiency of the United States Domestic Airlines 
(Cambridge: Harvard University, 1949), pp. 630-631. 

15 
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subsidy for the airlines. For Keyes the best regulator of 

the airlines is the free market, not governmental control. 

In 1962, economist Richard Caves wrote the most 

comprehensive examination of commercial airline regulation. 

In Air Transport and Its Regulators: An Industry, Caves 

focuses on the post-1945 regulatory policies of the Civil 

Aeronautics Board. Like Keyes, Caves' work is critical of 

the C.A.B. Caves, however, accepts the reality of economic 

regulation and wants to test its operational and 

administrative efficiency. He questions the C.A.B. 

restrictive entrance policy. The C.A.B. seemed to favor 

established carriers in competitive route decisions and was 

reluctant to introduce any new forms of competition. Caves 

was the first to attack the cumbersome route hearing 

procedure and complained that delays needlessly put off the 

efficient construction of the route system. Caves concludes 

that the air transportation industry did not display the 

characteristics of a public utility, but was an industry 

that could establish efficient and quality air service 

without economic regulation. Caves' analysis influenced many 

scholars: Alfred Kahn, James Miller, William Jordan, and 

others, who supported the deregulation of the airlines.^' 16 

^̂ Lucile S. Keyes, Federal Control of Entry into Air 
Transportation (Cambridge: Harvard University Press, 1951), 
pp. 30-42. 

^̂ Richard Caves, Air Transport and Its Regulators: An 
Industry Study (Cambridge: Harvard University Press, 1962), 
pp. 446-447. 

16 



In 1972, future architect of deregulation and chairman 

of the Civil Aeronautics Board, Alfred Kahn, wrote The 

Economics of Regulation: Principles and Institutions 

outlining the deficiencies of government sponsored 

regulation. The thesis of Kahn's book is that the airline 

industry did not have the internal and external economic 

dynamics to sponsor destructive route competition. Airlines, 

because they compete in multiple markets, will not attack 

other carriers with dramatic price wars throughout the 

national market. Also, Kahn stresses that airlines do not 

have distinctive economies of scale and will not collapse 

into merger. Because of these conclusions, Kahn believes 

that the control of entry and passenger rates could be 

dropped without significant economic consequences. With 

unregulated competition, the American public would receive 

enormous benefits in lower air fares.^' 

According to Kahn, the C.A.B. promoted a non

competitive price structure because of vested interests in 

the airlines industry. Kahn uses Pacific Southwest Airlines 

as an example. Pacific Southwest Airlines, an intra-state 

carrier free from federal regulation, flew routes in 

California similar to those of regulated carriers, but with 

drastically lower passenger fares. P.S.A., flying from San 

Francisco to Los Angeles, cost $11.43, while United 

'̂Alfred Kahn, The Economics of Regulation: Principles 
and Institutions II (New York: John Wiley and Son, 1971), 
pp. 209-220. 

17 



Airlines' route from Boston to Washington cost $24.65. Kahn 

uses these startling differences between regulated and 

unregulated prices on comparable routes as the foundation 

for his later attack on airlines regulation.^® 

The last major scholarly attack on airline regulation 

before the Deregulation Act of 1978 was Economic Regulation 

of Domestic Air Transport: Theory and Practice. Economists 

George Douglas and James Miller took aim at the problems of 

the C.A.B. and economic regulation in the early 1970s. 

Miller and Douglas maintain that by the 1970s the airlines 

were neither an infant industry in need of protection nor 

operated as a public utility. Airlines were very 

competitive, and consequently regulation retarded growth and 

drove up consumer prices. In the end, the authors call for 

deregulation of the airlines. Meanwhile, to help make 

regulation more effective. Miller and Douglas recommend some 

regulatory adjustments. The Civil Aeronautics Board should 

not regulate entry or exit into city pair markets and should 

not regulate commuter or supplemental carriers." 

In 1975, Senator Edward M. Kennedy (D-Massachusetts) 

chaired a series of hearings on the workings of the airline 

industry. During the congressional hearings, witness after 

18 Ibid., pp. 218-220. 

"George W. Douglas and James C. Miller, Economic 
Regulation of Domestic Air Transport: Theory and Policy 
(Washington, D.C: The Brookings Institution, 1974), pp 
179-81. 

18 



witness testified that economic regulation was detrimental 

to the growth of the industry. Economists complained of the 

inherent inefficiencies of route and rate control and the 

time consuming route hearings. By the mid-1970s, most 

conservatives advocated a return to the free market. Many 

liberals, disillusioned by failure of the regulatory 

process, became disenchanted with airline regulation. The 

Kennedy hearings laid the legislative and ideological 

foundation for the eventual deregulation of the airlines.^" 

The administrative origins of deregulation began with 

President Jimmy Carter's appointment of Alfred E. Kahn as 

chairman of the Civil Aeronautics Board. Kahn, an advocate 

of free market principles, began to loosen the C.A.B.'s grip 

on the airlines. In 1977, Kahn initiated fare reductions to 

prove the merits of competitive pricing. He then began a 

crusade for complete legislative reform of the airline 

industry. During subsequent hearings, Kahn reassured a 

skeptical industry and public of the merits of deregulation. 

In 1978, Congress passed the Deregulation Act. The law 

stripped the Civil Aeronautics Board of its regulatory 

powers over the airlines. Without any regulation authority, 

the C.A.B. was moribund.^^ 

^°Thomas McCraw, Prophets of Regulation (Cambridge 
Belknap Press, 1984), pp. 266-269. 

''Ibid., pp. 273-282. 
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Stephen Breyer, a lawyer and regulatory expert, in 

Regulation and Its Reform confirms the merits of 

deregulation. For Breyer, airline regulation exhibited the 

characteristics of a classical economic mismatch. An 

economic mismatch is generated when a highly competitive 

industry is constricted by rigid price and entry control. 

Breyer claims that the reason for the original regulation of 

the air transportation industry, destructive competition, 

never existed. Breyer is less critical of the first twenty 

years of C.A.B. regulation. He concludes that regulation 

should have ended when the trunk and regional carriers 

became independent of subsidy in the late fifties. By that 

time the airlines were mature enough to survive as a 

deregulated industry. Yet, economic regulation continued and 

prices rose and bureaucratic red tape multiplied within the 

Civil Aeronautics Board.̂ ^ 

Breyer is critical of regulation that resulted in high 

fares and overcrowded flights. In 1975, a 456-mile flight by 

an unregulated intra-state carrier from San Diego to San 

Francisco cost $26.21, while a 399-mile flight by a 

regulated carrier from Boston to Washington cost $41.67. 

Breyer also attacks the C.A.B. entry policy. He claims that 

throughout its history the C.A.B. had denied all applicants 

for new regional and transcontinental service. Breyer 

"Stephen Breyer, Regulation and Its Reform (Cambridge 
Harvard University Press, 1982), pp. 197-200, 220. 

20 



complains that the C.A.B. route hearings took too long and 

created massive delays in the implementation of air service. 

By 1975, some route hearings took up to two years. Breyer's 

solution was deregulation. With the Deregulation Act of 

1978, the airlines were freed from this classical mismatch 

allowing them to take advantage of their inherent 

competitive nature." 

By the early 1990s, some scholars began to criticize 

deregulation because of the economic problems experienced by 

the airline industry: price wars, less competition, and 

bankruptcies. The strongest attack came from Paul S. Dempsey 

and Andrew R. Goetz in their book Airline Deregulation and 

Laissez-Faire Mythology. The authors' complaints center on 

what they believe were the failed promises of the 

Deregulation Act of 1978. According to the authors, the 

architects of deregulation, Alfred Kahn and Stephen Breyer, 

based their call for deregulation on faulty economic 

principles.'* 

The authors compare Kahn's promises with the reality of 

the airline industry. Unfortunately, the deregulators' 

claims fell short. Kahn guaranteed that in a free market all 

air fare prices would dramatically drop throughout the 

nation. New trunk and regional carriers would emerge to 

23 Ibid., p. 201. 

'*Paul S. Dempsey and Andrew R. Goetz, Airline 
Deregulation and Laissez-Faire Mythology (Westport, Ct 
Quorum, 1994), pp. 3-7, 285-287. 
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compete with the older mega carriers creating more 

competition into city pair markets. Because airlines had to 

compete in other carriers' markets, there would be no rate 

wars. With destructive competition limited, the airlines 

would prosper and thereby avoid anti-competitive mergers." 

Rate wars and destructive competition created an 

unstable economic environment where carriers went bankrupt 

or merged with larger airlines. During the 1980s, Eastern, 

Braniff, and Pan American Airlines went out of business. 

Dempsey and Goetz claim that deregulation caused the growth 

of an inefficient hub-and-spoke system, air fares went up, 

and air safety was at an all time low. The authors end the 

treatise with a call for reregulation. They do not advocate 

a return to the heavy handed regulation of the early 1970s, 

but would like to see a moderate regulation of passenger 

rates by a Federal Transportation Commission." 

With the Dempsey and Goetz monograph, the examination 

of airline regulation has come full circle. The wide variety 

of scholarly interpretative works on airline regulation 

reviewed in this historiographical essay create an 

opportunity for a comparative examination of the Civil 

Aeronautics Board's major economic policies: entrance, 

competition, air mail payments, and fares. 

"Ibid., pp. 221-230. 

"Ibid., pp. 355-357. 

22 



CHAPTER III 

ECONOMIC REGULATION BEFORE THE 

AIR MAIL ACT OF 1934 

The First World War changed the way men viewed the 

airplane. In both combat and aerial observation, the plane 

proved effective. For some observers, the aircraft's 

potential seemed boundless and its connection with commerce 

obvious. Many aeronautical advocates became "airminded," 

caught up in euphoria surrounding aviation's great promise. 

By 1919, ambitious businessmen began to experiment with the 

idea of commercial airlines.' 

The United States' first post-war commercial airline 

was Aeromarine Airways, which provided passenger and air 

express service for the east coast. In 1920, Aeromarine was 

headquartered in Tampa, Florida, near the ocean to utilize 

seaplanes and reduce the cost of building and maintaining 

expensive airports. At one time, Aeromarine operated out of 

three geographical divisions on the eastern seaboard but 

within two years it went out of business because the company 

lacked a consistent source of revenue.' 

'Donald R. Whitnah, Safer Skyways: Federal Control of 
Aviation, 1926-1966 (Ames: Iowa State University Press, 
1966), pp. 8-11; Joseph J. Corn, The Winged Gospel: 
America's Romance With Aviation (Oxford: Oxford University 
Press, 1986), pp. 10-14. 

'R.E.G. Davies, The Airlines of the United States Since 
1914 (Washington, D.C: Smithsonian Press, 1972), pp. 5-10. 
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All civil airlines in the early twenties were 

failures. Several problems contributed to their demise. 

Airframe technology was unable to produce an aircraft 

capable of carrying enough passengers to make a profit. 

Without revenues from passenger service, the airlines had no 

other sources of revenue. Air express (small package 

delivery) could not provide enough monies, and the railroads 

held a monopoly on the transportation of the U.S. mail. 

Through bankruptcy, investors and operators of these 

embryonic airlines discovered two crucial interrelated 

elements of airline economics: technology and consistent 

revenue. Ultimately, the lack of airframe technology created 

an uninhabitable financial landscape for investors. In 1924, 

the problems of commercial aviation were beyond the 

parameters of the private sector. 

In a decade dominated by the rhetoric of laissez-faire 

economic philosophy, the United States Post Office, not 

private enterprise, laid the foundation for civil aviation. 

The Post Office's use of the airplane to transport mail was 

a logical step. Airplane technology offered the Post Office 

one vital advantage: speed.^ The Post Office's experience 

with air mail began before the First World War. In 1911, 

with no expense to the U.S. government, pilot Earle Ovington 

flew the mail between New York City and Mineola, New York. 

^Clyde Kelly, United States Postal Policy (New York: D 
Appleton & Company, 1932), pp. 62-63, 136. 
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Ovington's flight showed a glimmer of promise for the 

delivery of the mail by air, but a skeptical Congress denied 

the Post Office's request for $50,000 for continued 

experimentation. In 1915, most congressmen did not have 

faith in the potential of aviation technology.* 

Eventually, Post Office officials found a way to bypass 

Congress. In 1916, with monies from the Steamboat and Other 

Power Boat Service fund, the Post Office advertized bids for 

private companies to fly the mail. The business community, 

however, did not respond. Apathy from the private sector 

stemmed more from the lack of an appropriate airplane than 

from any dearth of entrepreneurial spirit. Because no 

aircraft in the American inventory could meet Post Office 

specifications of reliable engines and a large mail 

capacity. Post Office officials cooperated with the 

embryonic airframe industry to design and manufacture an air 

mail aircraft.^ Unfortunately, the Post Office's initial 

efforts were interrupted by the war in Europe. 

The military's experience with aviation during the 

First World War convinced a stubborn Congress to allocate 

funds to the Post Office's air mail project. In 1918, 

Congress appropriated $100,000 to fund the creation of a 

*"Air Mail," p. 1, undated. Records of the Federal 
Aviation Commission, Box 19, RG 197, National Archives, 
Suitland, here after cited as NA-S. 

^Ibid., p. 1. 
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government-run air mail service. The purpose of the Post 

Office's venture was to show the private sector the economic 

viability of flying the mail. The United States Air Mail 

Service began on May 15, 1918, with aircraft and pilots 

provided by the United States Army. A short flight between 

Washington, D.C, and New York City inaugurated the service. 

By August, the Post Office took complete control of the air 

mail service, furnishing both aircraft and flight 

personnel.* 

During the next two years, the Post Office tested 

several short-haul mail routes. In 1920, the success of 

these runs provided incentive for the planning and 

establishment of a transcontinental route stretching from 

New York to San Francisco. The Post Office built the 

trunkline in three sections: New York to Cleveland, 

Cleveland to Chicago, and Chicago to San Francisco. By May 

1921, the transcontinental route was completed.' 

Post Office officials discovered the success of the 

transcontinental route depended on night-flying. Night-

flying, however, required a lighted airway. Under the 

leadership of Second Assistant Postmaster General Paul 

Henderson, the Post Office illuminated the path along the 

*Ibid., pp. 1-2. For the definitive history of the 
United States Air Mail Service please see William Leary's 
Aerial Pioneers: The U.S. Air Mail Service, 1918-1927. 

'Ibid., pp. 2-4. 
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transcontinental line. With the lighted airway, air mail 

service became more efficient.® 

The Post Office maintained an elaborate fleet of mail 

aircraft that included JL-6 Junkers, Curtiss JN4Hs, and 

Standard JR-lBs. Without federal regulation of aviation 

safety, the United States Post Office initiated their own 

rigorous inspection and maintenance program.' 

Permanent control of the air mail service was not the 

intention of the Post Office. Government officials wanted to 

prove to the business sector that transportation of mail by 

air was technologically and economically feasible. This 

federal example demonstrated that commercial aviation could 

be profitable with a mail contract. By 1925, officials in 

the Post Office believed that the time was right to turn 

control of the air mail over to private business." 

Ultimately, the United States government, not the American 

business community, laid the foundation for commercial 

aviation. 

The issue of "privatizing" the government-run air mail 

service arose early. In 1921, several congressmen argued 

that civil aeronautics should be placed in the hands of 

businessmen. Representative Havlor Steenerson (R-Minnesota) 

®"Air Mail," pp. 2-3, undated. Records of the Federal 
Aviation Commission, Box 19, RG 197, NA-S. 

'Ibid., pp. 2-4. 

"Ibid., p. 3. 
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introduced the first privatization bill to the House 

Committee on the Post Office and Post Roads. The proposal 

called for private companies to deliver first-class mail. 

His legislation contained several provisions that favored 

potential airline operators. To assure a margin of profit, 

Steenerson argued that businessmen needed guaranteed minimum 

payments on each route. The idea of guaranteed payments 

smacked of subsidy, and Congress refused to pass legislation 

that paid money beyond the postage receipts." 

Again in 1924 the issue of privatization of the air 

mail surfaced in Congress. Despite widespread support for 

privatization. Representative Anthony Griffin (R-New York) 

opposed the carriage of air mail by the private sector. He 

disliked the idea of the government spending millions of 

dollars on air mail service and then just handing it over to 

businessmen. Griffin's reluctance to support the bill 

stemmed from his misunderstanding of the purpose of 

government-sponsored air mail service. The money spent by 

the Post Office was an investment in a commercial air 

transportation system to carry mail throughout the nation, 

not a handout to businessmen." 

Fortunately for the interests of civil aeronautics. 

Congress overrode Griffin's objections. This opened the way 

"Paul T. David, The Economics of Air Mail 
Transportation (Washington, D.C: The Brookings Institution, 
1934), pp. 54-56. 

"New York Times December 18, 1924, 6:3. 
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for Representative Clyde Kelly (R-Pennsylvania) to 

reintroduce the privatization concept. Kelly believed that 

the time was right for the transferral of air mail to the 

business community. He wanted a private air mail system 

developed through direct competitive bidding. The railroad 

industry was one of Kelly's most vocal supporters. Because 

competing with government-run air mail service was almost 

impossible, railroad companies lobbied heavily for the 

transfer of air mail into corporate hands." 

During the debate on privatization legislation, 

potential airline investors advocated an air law that issued 

a subsidy on each route. Also, Post Office officials 

suggested to congressional committees that instead of 

competitive bidding on air mail contracts, semi-permanent 

route certificates be issued to provide financial stability 

for the infant airlines. Both suggestions were rejected. 

Congress believed that subsidy was not necessary for the 

successful development of the air mail system and viewed amy 

type of a certification process without periodic bidding as 

monopo 1 i s t i c. '* 

On February 2, 1925, Congress passed the Kelly Air Mail 

Act. The economic philosophy behind the Kelly Act was 

simple: no government subsidy to air mail operators. Under 

"David, pp. 54-57. 

'*Gilbert Goodman, Government Policy Toward Commercial 
Aviation (New York: King's Crown Press, 1944), p.l. 
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the Act, payments to air mail contractors could not exceed 

four-fifths of the revenue derived from the postage 

receipts. The Post Office paid air mail operators ten cents 

an ounce on a route up to 1,000 miles, fifteen cents an 

ounce on routes up to 1,500 miles, with an additional five 

cents per ounce on routes beyond 1,500 miles. Air mail 

payments were determined by a complex and time consuming 

process of weighing each individual piece of mail and 

affixing the proper postage. Contracts were let for a period 

of four years which guaranteed payments and protected 

airlines from sudden changes in service requirements. Before 

the Post Office let the contracts, however, airline 

operators had to demonstrate several things. Each airline's 

equipment had to be capable of flying the route, every 

airline had to be under American control, and all aircraft 

used by mail carriers had to be manufactured in the United 

States." 

During the spring of 1925, Postmaster Harry S. New 

decided that, in order to gain experience, private companies 

would fly the north-south routes that connected with the 

main trunk. After the airlines acquired experience flying 

the feeder routes, the transcontinental line would be opened 

to bids. In June the Post Office advertized for bids on ten 

"The Statutes at Large of the United States of America 
XLII (Washington, D.C: GPO, 1925), pp. 805-806; "A Brief 
History of the Contract Air Mail Service from 1925 to 1933," 
undated, p. 1, Records of the Federal Aviation Commission, 
Box 19, RG 197, NA-S. 
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feeder routes. Two months later, nineteen bids were 

submitted for the routes. On February 1, 1926, the airlines 

began their first flights on the feeder routes." 

The Kelly Air Mail Act of 1925 charged the Post Office 

with the economic regulation of the mail contract airlines. 

Working out of a large brownstone Post Office building on 

Pennsylvania Avenue, Postmaster General New established all 

air mail policy. Despite the limits placed on the Postmaster 

General contracts, he had significant powers over the 

economic life of the infant airlines." 

The regulatory structure created by the Air Mail Act of 

1925 was both noncomprehensive and uncoordinated. The Post 

Office's control was noncomprehensive because it did not 

supervise every economic aspect of the airlines. Post Office 

regulatory powers included planning of routes, issuance of 

contracts, and the fixing of air mail postage rates. Though 

these powers were quite significant, the Post Office did not 

supervise the internal dynamics of an airline, such as the 

fixing of passenger rates, mergers, and the inspection of 

business records. Because an air mail contract was the only 

real chance for success, the Post Office determined the fate 

of the contract mail airlines. 

"Annual Report of the Postmaster General 1926 
(Washington, D.C: GPO, 1925), pp. 25-27. 

17-Aviation, April 1925, p. 21. From 1920 to June 1947, 
Aviation was a monthly publication. In July 1947, Aviation 
and Aviation News merged to form Aviation Week. 
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Economic authority was uncoordinated because the Post 

Office had regulatory jurisdiction only over the contract 

mail airlines. The Postmaster General did not have power 

over the non-mail contract or independent airlines. Congress 

was reluctant to grant the Post Office economic control over 

the independent airlines without a mail contract. To make a 

profit, independent airlines had to survive on passenger and 

air express service. In 1926, technological limitations and 

the lack of consistent revenue prevented the immediate 

establishment of independent air carriers. 

Despite these limitations, the Kelly Act laid the 

economic foundation for commercial aviation. Subsequently, 

twenty-four mail contract airlines took to the sky. 

Unfortunately, the Kelly Act's contract system had distinct 

flaws. Implicit in the law was the stipulation for periodic 

competitive bidding. This shaky financial arrangement was 

quite unsettling to the executives of contract mail 

airlines. Airline operators soon realized that the specter 

of competitive bidding was a serious threat to their durable 

capital. For an airline that spent thousands of dollars on 

equipment and personnel, a round of bidding every four years 

meant the possibility of losing an established route to 

another low bidding company." Though never as capital 

intensive as the railroad industry, the amount of financing 

necessary for a legitimate attempt at establishing an 

"Goodman, pp. 15-17. 
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airline increased over the next five years. Despite 

financial concerns, a more pressing problem prevented the 

expansion of the airlines: the nation's underdeveloped 

airways. 

In 1925, President Calvin Coolidge created a committee 

to investigate all aspects of American aviation. Coolidge 

tapped Dwight Morrow to chair the committee. Morrow selected 

men from the Army, the Navy, and other agencies associated 

with the aviation industry. Coolidge charged the group with 

the task of creating a national aviation policy. The Morrow 

Board analyzed both military and commercial aviation. After 

weeks of study, the board completed its probe and 

recommended the formation of a Civil Bureau of Aeronautics 

within the Department of Commerce." 

At the same time. Congress established its own 

committee to examine the state of aviation affairs. 

Representative Florian Lampert (R-Wisconsin) chaired the 

congressional committee. The Lampert Committee discovered 

that the United States lagged far behind European countries 

in the development of civil aeronautics. The reason for the 

lack of progress was quite clear to the members of the 

Lampert Committee: "the shortage of congressional 

legislation for the licensing of pilots, the inspection of 

"Report of President's Aircraft Board (Washington, 
D.C: GPO, 1925), pp. 1-2,10. 
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planes, and the general regulation of interstate flying." To 

solve this dearth of federal direction, the Lampert 

Committee also suggested the creation of a Bureau of Air 

Navigation within the Department of Commerce." 

Secretary of Commerce Herbert C Hoover also sponsored 

an aeronautical conference. The meeting brought together 

various aeronautical interests from around the nation to 

discuss the problems and needs of the aviation industry. 

Hoover believed in an economic philosophy known as 

associationalism which advocated cooperation between private 

business and government through cooperative conferences. 

Though he did not believe in direct subsidy, he was 

convinced that the government could provide assistance 

beyond the private sector's financial capabilities. Hoover 

maintained that the federal government should provide 

indirect subsidy for the airlines through the development 

and maintenance of airways, in much the same way the 

government had established navigational aids for the 

shipping industry. Hoover, however, believed that local 

governments should construct their own airports in the same 

way that cities had built the docks for the maritime 

business." Ultimately, the Hoover aeronautical conference 

"inquiry Into the Operations of the United States Air 
Services, 68th Congress, 2nd Session, House Report 153, pp 
8-9, 21. 

"Goodman, p. 13; Ellmore A. Champie, "The Federal 
Turnaround on Aid to Airports." (Washington: FAA, 1973), pp 
2-4. 
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echoed the sentiments of the Morrow and Leunpert commissions 

on the creation of a Civil Bureau of Aeronautics within the 

Department of Commerce. 

On May 20, 1926, Calvin Coolidge signed the Air 

Commerce Act, which took recommendations of all three 

aviation conferences and made them national aviation policy. 

The law created an Aeronautics Branch within the Department 

of Commerce charged with the safety regulation of civil 

aviation. The Aeronautics Branch was responsible for the 

registration of aircraft, issuance of certificates of air 

worthiness, and the maintenance of navigation facilities." 

The Kelly Air Mail Act of 1925 and the Air Commerce Act 

of 1926 formed the foundation of American aviation policy. 

The Kelly Act furnished profit and economic control, and the 

Air Commerce Act provided safety regulation and maintenance 

of the airways. With the passage of both pieces of aviation 

legislation, the infant airline industry moved from a 

laissez-faire environment to a system of federal support. 

Each year the Aeronautics Branch spent millions of dollars 

on the construction and maintenance of the airways. Without 

22, Fourteenth Annual Report of the Secretary of 
Commerce, 1926 (Washington, D.C: GPO, 1926), p. 53; The 
Statutes at Large of the United States of America XLIV 
(Washington, D.C: GPO, 1926), pp. 568-570. 
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the combination of these two pieces of aviation legislation, 

the airlines could not have survived." 

After a year under the Kelly Act's payment method. 

Postmaster General New suggested to a congressional 

committee that the individual count process was too costly 

and time consuming. Counting and affixing postage to each 

piece of mail required extra Post Office personnel and often 

delayed flights." On June 3, 1926, Congress amended the 

Kelly Air Mail Act. The amended law scrapped the individual 

count process for payment based on poundage not to exceed 

three dollars a pound for the first thousand miles, with an 

additional 30 cents per pound for each extra one hundred 

miles. Because Post Office officials did not have to count 

each package, the new accounting system provided greater 

efficiency in the delivery of mail.'̂  

Despite the Kelly Act's amendment, mail contract 

airlines were still unprofitable. Airline operating costs 

far exceeded air mail revenues, and the non-subsidy clause 

in the Kelly Act prevented the Post Office from assisting 

"From 1927 to 1938, the Department of Commerce spent 
$68,310,670 on the development of air navigation facilities 
throughout the nation. See Table 1 for a complete list of 
appropriations. 

"Annual Report of the Postmaster General 1926 
(Washington, D.C: GPO, 1925), pp. 27-28. 

"The Statutes at Large of the United States of America 
XLIV (Washington, D.C: GPO, 1927), pp. 692-693. 
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the air carriers with extra funds." The problem for the 

mail carriers was the limitation of airframe technology. 

Planes were not large enough to carry a profitable load of 

mail. By 1927, fifteen mail contract and three independent 

airlines scratched out a meager existence flying short-haul 

routes. The year, however, brought about changes. In 

February, the postage rate was reduced to 10 cents an ounce 

regardless of the distance flown, and the U.S. Post Office 

opened the transcontinental route to bids." 

By 1928, both Congress and the Post Office realized 

that the amended Kelly Act did not provide the air carriers 

with sufficient revenue. As political pressure from airlines 

mounted. Congress amended the Air Mail Act of 1925 for the 

second time. The 1928 amendment was a drastic revision. 

Congress allowed the Post Office to lower the postage rate 

from 10 to 5 cents an ounce without a cutback in the 

contractual compensation to the airlines." Reduction in the 

postage price dramatically increased the American public's 

use of air mail which resulted in profits for the airlines. 

The new amendment had tremendous economic implications for 

"Francis A. Spencer, Air Mail Payment and the 
Government (Washington, D.C: The Brookings Institution, 
1941), pp. 33-35. 

"Fifteenth Annual Report of the Secretary of Commerce 
(Washington, D.C: GPO, 1927), p. 38; E. Dillon Smith, Air 
Mail Transport (Mount Morris, 111.: Kable Brothers, 1937), 
pp. 11-12. 

"The Statutes at Large of the United States of America 
XLV (Washington, D.C: GPO, 1929), p. 594. 
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the growing airline industry. Now the airlines would receive 

money beyond the cost of the carriage of mail. Federal 

subsidy was vital for an immature industry that lacked 

technological tools found in the private sector. 

Under the new amendment, airlines could switch previous 

air mail contracts for new ten-year route certificates 

subject to periodic payment negotiations with the Post 

Office. Only new routes were open to a first round of 

competitive bidding. For an immature industry, ten-year 

certificates gave the airlines the permanence necessary for 

the real growth. These new statutory powers ushered in a 

second phase in the economic regulation of the contract 

airlines. Now, the Postmaster General was able to fix air 

mail rates and provide airlines subsidy payments. Periodic 

payment negotiations also strengthened the Post Office's 

economic regulatory power over the airlines." With the 

advent of route certificates and periodic rate negotiation, 

the Postmaster General became a one man regulatory agency. 

Ultimately the 1928 amendment's certification process was 

the first step in moving the airline industry from direct 

competition toward a policy of restrictive entry. 

By 1929, the effects of the amended Kelly Act were 

recognizable within the industry. The combination of the 

reduction in postage rates and the stimulus of subsidy 

"Dillon E. Smith, Air Mail Transport (Mount Morris, 
111.: Kable Brothers, 1937), p. 12. 
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marked a period of unprecedented growth for the mail 

contract airlines. Mail contract airlines showed profit; 

however, the independent airlines struggled with limited 

passenger and air express service. 

One of the economic consequences of a partially 

regulated environment was merger. Large mail carriers began 

to acquire the small mail contract and independent airlines. 

By 1929, the landscape of commercial aviation was 

dramatically altered by corporate consolidation. The authors 

of the Kelly Act, who supported competitive bidding to 

prevent the growth of monopolies and promote competition, 

failed to realize that without regulation of entry and rates 

the strongest companies would either destroy or absorb their 

competition. 

From 1925 to 1930, forty airlines, both mail and 

independent, either merged with large mail carriers or went 

out of business. Consolidation came in the form of holding 

companies that formed the four great trunkline airlines: 

Transcontinental Air Transport, Eastern Air Transport, 

American Airways, and United Aircraft Corporation. Merger 

had both positive and negative consequences.^" Many "mom and 

^"Western Flying 6 September 1929, p. 69-71; Davies, p. 
586-596. In a deregulated or partially regulated economic 
environment large, profitable airlines drive out or acquire 
smaller carriers. In the 1970s, proponents of deregulation 
claimed that because of the economic maturity of the 
airlines they would survive the trauma of deregulation. 
This, however, was not the case with the U.S. post-
deregulation period. By 1985, many trunk and regional 
carriers disappeared due to price wars, poor management, and 
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pop" airlines, with no legitimate chance at survival, were 

eliminated. Viable regional air carriers, however, which 

provided true competition were absorbed by the growing 

holding companies. With the movement toward large mail 

contract carriers, the airline industry became big business. 

As commercial aviation became big business, an 

important regulatory debate surfaced within the airline 

industry. The debates raged in the prestigious journals, the 

Air Law Review and the Journal of Air Law. Arguments 

centered around whether the airlines should exist in an 

unregulated environment or be brought under a system of 

regulated competition. Comprehensive and coordinated 

economic control of the airlines could be achieved only by 

treating airlines as common carriers. Common carrier status 

was achieved through the issuance of certificates of 

necessity and convenience and the control of rates.^' 

In 1930, political scientist Thomas Kennedy recommended 

that the Interstate Commerce Commission regulate the 

airlines. Through the issuance of certificates of necessity 

and convenience, the I.C.C would protect the airline 

industry from direct competition. Because the Aeronautics 

Branch did not have the statutory powers to regulate the 

rising operational costs. 

'̂Fred D. Fagg Jr. and Abraham Fishman, "Certificates 
of Convenience for Air Transport," The Journal of Air Law 
III (April 1932): pp. 231-235. 
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economics of the air transportation industry, Kennedy 

suggested I.C.C supervision.^' 

During the same year, economist Paul T. David proposed 

that strict regulation of the airlines was crucial to the 

evolution of the young airline industry. He advocated the 

gradual implementation of strict economic regulation of the 

airlines. The Interstate Commerce Commission would restrict 

entry with certificates of necessity and convenience. Once 

the airline rates were on par with other modes of surface 

transportation, the I.C.C. would implement rate regulation 

for the airlines." 

Opponents of strict regulation argued that the airlines 

were too immature for common carrier status. Critics claimed 

restricted entry promoted monopolies. The foes of regulated 

competition believed that bidding on routes through direct 

competition would allow for the development of a diverse and 

healthy airline industry.̂ * 

Some airline executives wanted to avoid common carrier 

status. For the airlines, common carrier status created 

legal problems. Under common carrier law, an airline was 

liable for passenger injuries in the event of an air crash. 

'̂Thomas H. Kennedy, "The Certificate of Convenience 
and Necessity Applied to Air Transportation," The Journal of 
Air Law I (May 1930): pp. 88-90. 

"Paul T. David, "Federal Regulation of Airplane Common 
Carriers," The Journal of Land & Public Utility Economics 
VI (February-November 1930): pp. 367-370. 

^*Rosenbaum, p. 195. 
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As a private carrier, an airline hid beneath the murky 

waters of aviation law which gave them amnesty from personal 

injury law suits. By 1930, however, as the airline 

executives saw their industry develop into a big business, 

they pursued a diluted type of strict regulation. Airlines 

wanted certificates of necessity and convenience to protect 

against the ravages of direct competition, but they did not 

want any form of passenger rate control." 

The common carrier debate spilled over into Congress. 

The Senate drafted two bills proposing I.C.C. regulation 

over the airlines. Most congressmen, however, were not 

convinced of the merits of I.C.C. control. Comprehensive and 

coordinated economic regulation would have to wait as 

Congress opted to increase the powers of the Post Office 

through new air mail legislation.^* 

In 1928, Herbert C Hoover became president of the 

United States. As a progressive. Hoover believed in 

industrial efficiency and rationalization. He rejected both 

economic extremes of laissez-faire and a strong regulatory 

state. Instead, Hoover advocated associationalism which 

proposed the voluntary cooperation between business and 

"David, pp. 361-364. 

"David, pp. 360-361. 
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government through conferences to establish industrial 

standards and codes." 

For Hoover, the least amount of federal regulation was 

the best. He disliked a government dictated economy based 

upon strong regulatory commissions. Within Hoover's economic 

vision, the federal government would bring together 

enlightened businessmen to establish rules in the public 

interest. Then government commissions would enforce only the 

laws hammered out by the business class. In the associative 

state, government officials were to act only as arbiters 

during industrial conferences.^® 

The airline system that developed under the air mail 

acts was a network of mail carriers flying short and medium 

routes. Airlines were reluctant to develop passenger service 

for several reasons. Mail contracts alone were quite 

lucrative, and passenger service required the extra costs of 

airport waiting rooms and expensive inflight services. Most 

"David Burner, Herbert Hoover: A Public Life (New 
York: Atheneum, 1984), pp. 171-172; Joan Hoff Wilson, 
Herbert Hoover: Forgotten Progressive (Boston: Little Brown, 
1975), pp. 100-103. 

"Wilson, pp. 100-103. Hoover was very critical of 
Franklin Roosevelt's economic philosophy. In a series of 
speeches during 1936-1938 he attacked the New Deal's move 
toward a planned economy, deficit spending, and oppressive 
regulation, see Herbert Hoover, American Ideals Versus the 
New Deal, pp. 6-7. 
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importantly, no aircraft was capable of carrying enough 

passengers to make a profit." 

In 1929, Hoover requested Postmaster General Walter F. 

Brown to reshape commercial aviation policy in an 

associative fashion. Brown soon discovered that the air mail 

system had grown in an illogical pattern. Competitive 

bidding for air mail contracts created a series of lucrative 

but short routes, which he believed to be counterproductive 

in the establishment of a national passenger carrier 

network.*" 

The development of paftsenger service required 

financially strong airlines. Walter Brown realized that 

commercial aviation was a specialized business with 

fluctuating profit margins and heavy capital requirements. 

Often airlines could not find enough investors because of 

the specter of competitive bidding. Overall, the airlines 

lacked the large financial resources necessary f̂ r the 

formation of passenger service. Although the early airlines 

never matched the capital requirements for the development 

of railroads, by 1930 the establishment of a legitimate 

passenger service was an expensive proposition. Because of 

"Leslie Bennett Tribolet, "A Decade of American Air 
Policies, 1922-1932," Air Law Review IX (January 1938): p 
186; Henry Ladd Smith, Airways: The History of Commercial 
Aviation in the United States (New York: Alfred Knopf, 
1942), pp. 157-158. 

*°Tribolet, pp. 186-187; Annual Report of the 
Postmaster General, 1930 (Washington, D.C: GPO, 1930), pp 
27-28. 
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the special requirements needed for passenger service. Brown 

favored large mail carriers. Independents and small mail 

contract airlines that flew short-haul routes did not fit 

into his vision.*' 

Throughout the last months of 1929, Brown worked with 

congressional committees to forge a new piece of air mail 

legislation. On March 4, 1930, Brown's work paid off with 

the passage of the Watres Air Mail Act. The language of the 

Watres Act favored the construction of a true passenger 

airline network consisting of large air mail carriers. The 

legislation called for an exchange of contracts for new ten-

year route certificates, and switched the air mail payment 

scale from poundage to a weight-space method not to exceed 

$1.25 per mile. The new payment scale provided lucrative 

subsidy for the airlines by reserving space aboard an 

aircraft for mail regardless of whether it was transported. 

In Brown's scheme, subsidies furnished by the Watres Act 

would allow the airlines to purchase aircraft capable of 

passenger service.*' 

Brown wanted to redraw the airmap. Through route 

extensions and mergers, the airline industry would be 

*'Scientific American, February, 1929, pp. 150-151; 
Walter F.Brown, "CBS Radio Broadcast," transcript, June 7, 
1931, Box 4, General Records of the United States Post 
Office, RG 151, NA. 

*'Public Papers of the Presidents of the United States 
Herbert Hoover, 1930 (Washington, D.C: GPO, 1974), 145, p, 
181; The Statutes at Large of the United States of America 
XLVI (Washington, D.C: GPO, 1931), pp. 259-260. 
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dominated by large mail carriers. He also disliked the idea 

of competitive bidding on mail routes; however, he did not 

have the power to eliminate this provision from the Watres 

Act. To implement his plan, he called a conference of all 

the major airline executives. Before the conference took 

place. Brown planned his desired airline network. Brown 

wanted a system consisting of multiple east-to-west 

transcontinental lines, and a strong pattern of north-to-

south feeder routes. Since the independents lacked the 

finances or desire to fly the trunklines, Brown left them 

out of the equation. To assure a system based on large mail 

contract carriers, he required an air carrier to have a 

minimum of six months of night flying experience on a route 

of at least 250 miles.*^ 

During the conference. Brown revealed his plans to the 

airlines. Against the wishes of the airlines. Brown forced 

the merger of Transcontinental Air Transport and Western Air 

Express into Transcontinental and Western Airlines. With no 

other choice but to lose mail contracts, the two carriers 

buckled under Brown's pressure. Throughout the meeting Brown 

*^Investigation of Air Mail and Ocean Contracts, pt. 6, 
(Washington, D.C, 1934), pp. 2349-2352; Henry Ladd Smith, 
Airways: The History of Commercial Aviation in the United 
States (New York: Alfred Knopf, 1942), pp. 168-170. 
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negotiated with air carriers to assure bids that he wanted 

to fulfil his designs.** 

After the fateful conference, the United States was 

tied together with a logical airline system. Throughout the 

proceedings Brown dominated the conference with his 

regulatory powers. Though Brown's work created a more 

logical route network, he constructed it as a regulator not 

as an associational arbiter. With lucrative subsidy from the 

Watres Act, large mail contract airlines began to develop 

comprehensive passenger service. After the Brown conference, 

the independent airlines were left with short-haul passenger 

routes that generated little profit. Brown's regulation 

established a bright future for the mail contract airlines, 

but he created many political enemies among the supporters 

of small business. 

Overall, the Watres Act continued the evolutionary 

movement of the airlines from direct competition to 

restrictive entry. By 1933, despite the impressive 

Republican legacy to civil aeronautics, the airlines were at 

an important economic crossroads. The industry's economic 

regulatory machinery was still noncomprehensive and 

uncoordinated. The debate over the regulatory structure for 

**Ibid., 2929-2951; Smith, pp. 168-170, 172-176. With 
the acquisition of international routes in the North 
Atlantic Case—June 1945, Transcontinental and Western 
Airlines changed their name to Trans World. 
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the airlines soon tested the incoming Roosevelt 

Administration. 
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CHAPTER IV 

FROM THE AIR MAIL SCANDAL OF 1934 

TO THE CIVIL AERONAUTICS ACT 

By 1933, the United States was a nation in economic and 

social disarray. The collapse of the stock market was only a 

slight indication of the overall weakness of the American 

economy. As American purchasing power diminished in a 

deflationary spiral, banks closed at record rates during the 

first three years of the depression. Non-agricultural 

unemployment reached a staggering level of 25 percent. The 

economic crisis destroyed the "sick" industries of 

agriculture, coal, and textiles, while it crippled the 

"healthy" manufacturing, electrical, and automobile 

industries.' 

The troubled economy also affected the transportation 

industry. Without any government subsidy, the depression 

accelerated the financial decay of the U.S. Merchant Marine. 

Lack of private capital continued the railroads' pre-

depression trend of financial instability. Railroad 

executives who feared federal interference resisted 

government attempts to consolidate rail lines.' 

'Anthony J. Badger, The New Deal: The Depression Years, 
1933-1940 (New York: Noonday Press, 1989), pp. 30-31, 18-22. 

'Robert E. Anderson, The Merchant Marine and Frontier 
Worlds (Westport: Greenwood Press, 1978), pp. 36-38; John F. 
Stover American Railroads (New York: Harper & Row, 1964), 
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The depression affected the aviation industry in a 

curious fashion. Airframe manufacturers were the hardest 

hit. During the initial years of the crisis, aircraft 

production dropped from 5,414 to 896 units. General aviation 

was decimated by the decline in total private flying hours 

and in the issuance of student licenses.^ Because of the 

subsidies granted through the Watres Act, the air mail 

airlines were virtually unaffected by the nation's economic 

misfortune. 

In 1933, the mail contract airlines dominated air 

transportation. The major airlines were American Airways, 

Eastern Air Transport, National Parkways, Northwest Airways, 

Pennsylvania Airlines, Transcontinental and Western Airways, 

United Airlines, U.S. Airways, and Western Air Express. Mail 

contract airlines' survival depended on lucrative mail 

contracts. These airlines flew both passengers and air 

express on the mail runs, but air mail payments always 

exceeded the revenue collected from these other services. 

Occasionally, a carrier experimented with non-mail passenger 

routes, but most were unprofitable because of the lack of a 

true passenger airliner.* In the early thirties, mail 

pp. 197-200. 

^Nick Komons, Bonfires To Beacons: Federal Civil 
Aviation Policy Under The Air Commerce Act, 1926-1938 
(Washington, D.C: GPO, 1978), p. 222. 

*Aircraft Yearbook, 1933 (New York: Aeronautical 
Chamber of Commerce, 1933), p. 37-48. In the early thirties 
air mail airlines flew a variety of aircraft: Ford 5-AT 
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contract airlines were mail carriers first and passenger 

carriers second. 

Because the unprofitable nature of passenger service 

diminished with shorter routes, many regional independent 

airlines sprang up throughout the United States. Without the 

safety net of a mail contract, most independent airlines 

were doomed to failure or acquisition by larger mail 

contract carriers. The independent airlines were Bowen 

Airways, Braniff Airways, Hanford Airlines, Ludington 

Airlines, Rapid Airlines, Varney Speed Line, and Wyoming Air 

Service.^ With gritty determination and price wars, some of 

the independents were able to survive the uncertain economic 

environment.* 

In March 1933, Franklin D. Roosevelt inherited an 

airline industry characterized by rationalized routes and 

profits. National aviation policy came in the form of the 

Air Commerce Act of 1926 and the Air Mail Act of 1930. The 

Air Commerce Act provided comprehensive safety regulation 

Trimotors, Boeing 80As, and Curtiss Falcons. 

^Aircraft Yearbook, 1933 (New York: Aeronautical 
Chamber of Commerce, 1933), p. 37-48. Throughout the 1930s, 
independent airlines operated Ryan B-4s, Lockheed Vegas, and 
Lockheed Orions. 

"Because the government did not regulate fares, 
independent and mail contract carriers fought price wars for 
passengers. Many airlines claimed competitors implemented 
"cutthroat" pricing to attract business. Cutthroat pricing 
is defined as prices far below the true cost of a flight. 
While some airlines' accusations were false, many carriers 
did practice this destructive form of competition. 
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for the airlines. The Air Mail Act of 1930 established a 

noncomprehensive and uncoordinated economic regulation, 

resulting in an air transportation network comprised of both 

mail contract and independent airlines. Conditions were so 

good that Edward P. Warner, editor of Aviation magazine, 

predicted record levels for the upcoming year. Despite these 

wonderful prognostications, the airline community was 

uncertain of its future. Since 1925, the airlines had known 

only Republican administrations. For airline executives, the 

New Deal was a mystery.' 

In 1933, Congress began to look into the air mail 

system. In the midst of a depression, the Watres Act's 

generous subsidies generated suspicion in Congress. 

Representative James Mead (R-New York) headed up the 

investigation into air mail extravagance. After several 

weeks, the Mead Committee submitted its report to Congress. 

The report was critical of the air mail payment system and 

the Post Office's powerful rate setting authority. The Mead 

Committee, however, found nothing illegal or unethical in 

the Post Office's management of the contract mail airlines.® 

Exposure of lavish subsidies led to the introduction of 

the Kelly bill. The authors of the Kelly bill wanted to 

reduce air mail payments and make air mail self-supporting 

within two to three years. The bill provided for a sliding 

'Aviation, January 1933, p. 12 

®Aviation, June 1933, p. 177. 

52 



scale payment of fifty cents a mile and an additional 

payment for mail over 250 pounds. The proposed legislation 

gave the industry a temporary "shock absorber" payment to 

cushion the transition into a system of reduced subsidies.' 

While Congress questioned the airlines' use of air mail 

payments, airframe manufacturers introduced two new 

passenger aircraft that transformed commercial aviation. The 

Boeing 247A was the first modern American airliner. The 247A 

was designed for the express purpose of carrying passengers. 

With a capacity of twelve, the all-metal two-engine aircraft 

elevated civil aviation to new levels in safety, speed, and 

comfort. Despite the advanced design of the Boeing 247A, the 

aircraft could not assure a profit for the airlines because 

of its limited capacity." 

In the same year, the Douglas Aircraft Company 

introduced the DC-1 into airline service. The DC-1 had 

greater capacity and range than the Boeing design and 

quickly led to the larger DC-2. This aircraft had greater 

range and seating capacity than its predecessor, and airline 

executives considered the DC-2 the first luxury airliner. In 

1934, Douglas Aircraft rolled out the DC-3 with a passenger 

capacity of 21. This design marked the intersection of 

'Ibid., pp. 178-179. 

" F . Robert van der Linden, The Boeing 247: The First 
Modern Airliner (Seattle: University of Washington Press, 
1991), pp. xi-xiii, 33. 
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aviation economics with the technology necessary for 

profit." Now, with the DC-3 the airlines had a chance to 

make money from passengers. The emergence of the DC-3 marked 

the beginning of the slow transition in the airlines' 

reliance from mail to passenger revenue. 

Because of the quasi-regulated state of the airline 

industry, passenger fares were not regulated by the federal 

government. Fares were determined by market price 

competition. In the years before the Civil Aeronautics Act, 

the airlines vied for passengers with the railroads. To tap 

into the passenger market, infant airlines had to adjust 

fares to remain competitive with railroad rates. Competition 

was intense because the railroads offered low fares and 

reliability. The airlines, however, had one major 

competitive advantage over the railroads: speed. The ability 

to move passengers quickly over distances usually translated 

into lower fares for air travel. From 1929 to 1938, the 

average passenger revenue per mile declined. In 1929 the 

price was twelve cents per mile. By 1930, the airlines cut 

prices to compete with the railways and the price dropped to 

8.3 cents. On the eve of the Civil Aeronautics Act of 1938, 

the figure fell to a nine-year low of 5.18 cents per 

passenger mile. In 1933, the air fare from New York to 

Chicago was $47.95 and took six and a half hours, while the 

"Wilbur H. Morrison, Donald Douglas: A Heart With 
Wings (Ames: Iowa State University Press, 1991), pp. 75-87 
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trip by railroad cost $51.70 and took eighteen hours. 

Transcontinental travel from New York to Los Angeles was a 

twenty-six hour flight at $160.00, while the journey by 

railroad cost $152.40 and took 108 hours. A two-hour flight 

from Fort Worth to Oklahoma City cost $12.50, while the trip 

by rail took six hours for a fee of $9.26." 

Five days after Congress received the Mead Report, 

Senator Hugo Black (D-Alabama) announced that he was 

undertaking his own investigation of the air mail. Senator 

Black dismissed the Mead Report as a Republican whitewash 

and he began to follow-up on newspaper reports that low 

bidding airlines failed to receive air mail contracts. 

Immediately, Black Committee officials seized all the 

records of the mail contract airlines. Black's accusations 

centered on the premise that former Postmaster General 

Walter F. Brown conspired with airline officials in a 

"spoils conference" to distribute air mail contracts among 

the large airlines without the required competitive 

bidding.'^ 

"Frederick Gill and Gilbert Bates, Airline 
Competition: A Study of the Effects of Competition on the 
Quality and Price of Airline Service and the Self-
Sufficiency of the United States Domestic Airlines 
(Cambridge: Harvard University Press, 1949), pp. 421-424; 
The Role of Competition in Commercial Air Transportation, 
82nd Congress, 2nd Session, Senate, p. 15; Claude E. Puffer, 
Air Transportation (Philadelphia: The Blakiston Company, 
1941), pp. 35. 

'^Hugo Black, "Aviation and Air Mail Contracts," Radio 
Address CBS, February 16, 1934, pp. 1-4, Box 50, Bureau of 
the Second Assistant Postmaster General, hereafter cited as 
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After several months of headline grabbing testimony, 

the Black Committee concluded that Brown had conspired 

against the public interest in the letting of airmail 

contracts. With the evidence contained in the Black Report, 

Postmaster General James Farley convinced Franklin Roosevelt 

that the air mail contracts were invalid and that the entire 

system must be overhauled.'* Roosevelt used the air mail 

scandal to further paint the Hoover Administration as a pawn 

of big business, while portraying himself as an advocate of 

small business. 

On February 9, 1934, Franklin Roosevelt declared a 

state of emergency, and issued Executive Order 6591 

canceling all domestic air mail contracts on the grounds of 

collusion and fraud. With the reassurance of Maj. Gen. 

Benjamin Foulis. Chief of the U.S. Army Air Corps, Roosevelt 

ordered the army to fly the mail. Immediately, army pilots 

flew to mail embarkation points throughout the nation. Due 

to severe weather, several aircraft crashed killing four 

pilots.'^ 

RG 28, NA. 

'*Ibid., pp. 5-7. 

'^Franklin D. Roosevelt, The Public Papers and 
Addresses of Franklin D. Roosevelt III (New York: Random 
House, 1938), 23, pp. 93-94. For another perspective on the 
United States Army's role during the air mail crisis please 
see Maurer Maurer's Aviation in the U.S. Army, 1919-1939, 
pp. 299-317 
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During February, seven more army pilots died flying the 

mail due to poor weather conditions and pilot error. As 

casualties mounted, Roosevelt attempted to defend his 

cancellation policy amid pressure from the press. Disturbed 

and embarrassed by the crashes, Roosevelt reluctantly 

reassured the American public of his confidence in the U.S. 

Army Air Corps. Republicans used the air mail debacle to 

attack Roosevelt's New Deal. Even General Foulis' CBS radio 

message, which attempted to reassure the public of the 

military's competence, could not protect Roosevelt from a 

barrage of criticism.'* 

After a month of problems, Roosevelt ordered the army 

to halt its air mail flights. On March 12, 1934, Roosevelt 

requested the Post Office to reissue temporary air mail 

contracts to the civilian airlines. Roosevelt also asked 

Congress to draft a new air mail law that avoided "the evils 

of the past and at the same time encouraged the sound 

development of the aviation industry." " Roosevelt's 

cancellation of all the air mail contracts temporarily 

retarded the air transportation industry. Even if the Black 

allegations were true, without due process the termination 

of the entire air mail docket was inappropriate. Overall, 

'^Complete Presidential Press Conferences of Franklin 
D. Roosevelt III (New York: Da Capo Press, 1971), 100, pp. 
190; Benjamin D. Foulis, "CBS Radio Address of," February 
27, 1934, Box 50, RG 28, NA. 

"Public Papers and Addresses of Franklin D. Roosevelt, 
Vol.Ill (New York: Random House, 1938), 40, pp. 138-139. 
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Roosevelt's first venture concerning commercial aviation was 

a disaster. 

On April 20, 1934, airline officials met in Postmaster 

General James Farley's conference room to watch the opening 

of the temporary air mail bids. As Farley opened the 

letters, two trends emerged. Regardless of operating costs. 

Transcontinental and Western Airways, Eastern Air Transport, 

and Western Air Express submitted the lowest possible bids 

to secure the routes. American and United Airways submitted 

responsible bids that reflected actual operating costs. The 

remaining ten air carriers followed these two bidding 

patterns.'® 

The aviation community breathed a collective sigh of 

relief when two thirds of the temporary contracts went to 

previous mail carriers: American, Central, Eastern, 

National, Northwest, Pennsylvania, Transcontinental and 

Western, and United Airlines. Several former independent 

airlines were awarded mail contracts: Braniff, Delta, 

Hanford, Long and Harmon, Chicago and Southern, Varney Speed 

Lines, and Wyoming Air Service. After the issuance of the 

temporary bids, only five independent airlines remained in 

service: Boston-Maine Airways, Bowen Airlines, Reed 

Airlines, U.S. Airways, and Wilmington Catalina Airlines." 

18 Aviation, May 1934, p. 135. 

"R.E.G. Davies, Airlines of the United States Since 
1914 (Washington, D.C: Smithsonian Institution Press, 
1972), pp. 604-605. 
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Most of the bids were too low to cover the normal 

operating costs, placing the airlines in immediate financial 

jeopardy. The average low bid was 17.5 cents below the pre-

air mail scandal rates. For example, American Airlines' bid 

on the Chicago to Fort Worth route was thirty cents below 

the former rate. Low bidding airline executives believed 

that Congress would pass new air mail legislation to 

readjust the low bids submitted in the temporary air mail 

contracts.'" 

While the airlines flew under temporary contracts. 

Congress began to debate new air mail legislation. Against 

the backdrop of the Black Report, congressional debate on 

air mail policy became heated. To solve all the airlines' 

past problems. Senator Patrick McCarran (D-Nevada) 

introduced a bill to create an independent aviation 

commission to regulate all phases (both economics and 

safety) of commercial aviation. His proposal was the first 

piece of legislation to recommend such an agency. In 1934, 

Congress was not ready to bind civil aviation with any type 

of strict economic regulation. McCarran's motion, however, 

initiated a congressional controversy that lasted four 

years." 

20 Ibid., p. 603 

"Charles S. Rhyne, The Civil Aeronautics Act Annotated 
(Washington, D.C: National Law Book Company, 1939), pp. 
190-191. 
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Throughout April, the Senate and the House debated an 

avalanche of air mail legislation. Most of the forty 

aviation bills introduced into Congress were thinly 

disguised Kelly bills. By the end of the month, two strong 

bills emerged in both chambers. After several committee 

conferences, a new bill was sponsored by Senators Kenneth 

McKellar (D-Tennessee) and Hugo Black. Because of Senator 

Black's role in the air mail investigations his bill was 

considered authoritative." 

On May 20, 1934, Congress passed the McKellar-Black Air 

Mail Act. Despite the Black Committee's revelations, the 

temporary contracts were extended for an indefinite period. 

New routes were let through a first round of competitive 

bidding, after which they also took on an semi-permanent 

status.'^ The most startling aspect of the law was the Post 

Office's loss of its regulatory powers. Congress stripped 

the Post Office of rate making authority because of the 

"spoils conference." 

For the first time in nine years, the Post Office did 

not set rates for the airlines. Under the Act, the Post 

Office created the actual air mail routes, but the 

Interstate Commerce Commission was to set air mail rates not 

"73rd Congress, 2nd Session, Senate Document No. 182, 
1934; 73rd Congress, 2nd session. House Report No. 1428, 
1934. 

'̂ The Statutes At Large of the United States of America 
XLVIII (Washington, D.C: GPO, 1934), pp. 933-939. 
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to exceed 33-1/3 cents per mile. Airlines accused of 

collusion during the "spoils conference" were not allowed to 

fly mail routes. But the carriers barred from air mail 

service quickly made slight name changes to avoid 

prohibition. Ultimately, no air carrier involved in the 

"spoils conference" was banned from the industry. The law 

charged Franklin Roosevelt to appoint a temporary commission 

to investigate the state of civil aviation in the United 

States." 

Unfortunately, the Air Mail Act of 1934 was a quick 

fix for an industry that had been turned upside down by 

scandal and cancellations. The McKellar-Black Act was 

severely flawed and was not the legislation airlines 

expected from Congress. With the extension of temporary 

contracts, the Air Mail Act of 1934 tied the airlines to 

bids far below the actual cost of route operations. Because 

of the wording of the law, the I.C.C. could not raise the 

rates of the temporary or new routes above 33-1/3 cents.'^ 

Until Congress amended the law, the airlines recorded 

losses. 

The Air Mail Act of 1934 was a bizarre combination of 

direct competition and restricted entry. Permanency of the 

'*The Statutes At Large of the United States of America 
XLVIII (Washington, D.C: GPO, 1934), pp. 933-939; R. 
Granville Curry, "New Powers of the Interstate Commerce 
Commission Over Air Transportation," The Journal of Air Law 
IV (January 1935): pp. 94-95. 

"Curry, pp. 99-103. 
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contracts was something the airlines liked, but they 

disliked the idea of direct competition on new routes. The 

Air Mail Act of 1934 continued the evolutionary trend of air 

mail legislation from direct competition to restrictive 

entry.'* 

The McKellar-Black Act created administrative confusion 

in the regulation of commercial aviation. With the new law, 

three different agencies supervised the various aspects of 

commercial aviation. The Bureau of Air Commerce controlled 

safety for the airlines; the Post Office determined routes; 

and the Interstate Commerce Commission set the rates. This 

split supervision often led to confusion and bickering 

between the various government agencies. The most serious 

problems arose between the Post Office and the Interstate 

Commerce Commission. Post Office officials, stung by the 

recent loss of the rate setting authority, often tried to 

push air mail rates downward during the I.C.C. hearings." 

'"Historians Ellis Hawley and David Lee see the Air 
Mail Act of 1934 as a to return to direct competition from 
the restrictive access found in the Watres Act. Both 
scholars failed to recognize the competitive bidding for 
routes under the Watres Act and the restricted entry found 
under the McKellar-Black Act. David Lee, "Herbert Hoover and 
the Golden Age of Aviation," William Leary, ed.. Aviation's 
Golden Age: Portraits From the 1920s and 1930s (Iowa City: 
University of Iowa Press, 1989), pp. 131-139; Ellis Hawley, 
"Three Facets of Hooverian Associationalism, Lumber, 
Aviation, and Movies, 1921-1930," Thomas McCraw, ed.. 
Regulation in Perspective: Historical Essays (Ccimbridge: 
Harvard University Press, 1981), pp. 110-119. 

"Curry, pp. 99-103. 
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While the airlines flew under the restrictions of the 

new air law, Franklin Roosevelt sifted through possible 

candidates for the temporary aviation commission. In May, 

Roosevelt tapped Clark Howell, editor of the Atlanta 

Constitution, as chairman and Edward P. Warner, aviation 

authority and editor of Aviation magazine, as vice-chairman. 

Roosevelt chose president of Goodyear Zeppelin, Jerome 

Hunsaker, former army pilot Franklin K. Lane, and Albert J. 

Berres, an expert on personnel administration, to complete 

the panel. J.Carroll Cone, from the Bureau of Air Commerce, 

was appointed executive secretary of the commission.'® 

On July 10, 1934, the Howell Commission had its first 

meeting in the White House. Members of the commission were 

given a copy of Paul T. David's definitive work Economics of 

Air Mail Transportation. In light of the air mail scandals, 

commission members believed it unwise to accept free travel 

from the airlines. The Howell Commission renamed itself the 

Federal Aviation Commission and subsequent meetings took 

place at the Department of Commerce. During mid-July, the 

F.A.C finalized its itinerary for a world inspection tour 

of aeronautical facilities for the remainder of July and 

August. While Chairman Clark Howell toured Europe, the other 

commissioners traveled throughout the nation." 

2B Aviation, August 1934, p. 262. 

"Report, July 12, 1934, Box 27, Records of the Federal 
Aviation Commission, RG 197, NA-S. 
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To defray the cost of air travel, the Federal Aviation 

Commission used the Bureau of Air Commerce's Ford Tri-motor, 

The inspection tour began with a southern swing to Langley 

Field in Virginia, to Pan American Airways in Florida, and 

to Braniff Airways in Dallas, Texas. Next the F.A.C. headed 

for a survey of the aviation and airlines facilities in 

southern California. On the return to the east coast, the 

commission visited airline facilities in Seattle, Cheyenne, 

Wichita, Kansas City, St. Louis, Chicago, Dayton, Akron, 

Detroit, Buffalo, Philadelphia, Washington, D.C, and New 

York City." 

While Warner, Lane, Hunsaker, and Berres crisscrossed 

the nation. Chairman Howell crossed the ocean to examine 

Europe's aeronautical industry. Howell sailed aboard the 

Italian oceanliner, Conte de Savoia. In Europe, Howell 

visited airline facilities throughout Italy, France, Spain, 

and England.^' 

While the Federal Aviation Commission made an 

exhaustive tour of aviation facilities, executive secretary 

J. Carroll Cone collected all pertinent aeronautical 

information. Cone gathered all the records from the Morrow 

Board and the Lampert Committee. He contacted every airline 

"Minutes, July 23, 1934, Box 27, Records of the 
Federal Aviation Commission, NA-S. 

"Press release, August 4, 1934, Records of the Federal 
Aviation Commission, Box 29, RG 197, NA-S. 
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and asked them to supply data concerning airline operations. 

Also, Cone requested aviation information from the U.S. Post 

Office, the Interstate Commerce Commission, and the Bureau 

of Air Commerce. Cone wanted the commission members to 

review all materials related to past national aviation 

policy decisions. He believed, however, that the commission 

should exclude all "preconceived ideas" from the final 

report. Cone accumulated so much information that the formal 

hearings had to be put off for a week." 

In September 1934, official hearings before the Federal 

Aviation Commission took place in the Department of Commerce 

building. Hearings began at 9:00 a.m. and adjourned for the 

day at 1:30 p.m. The commission stated that it was not 

interested in past scandals or in the repeal of the 

McKellar-Black Air Mail Act. The fundamental concern that 

faced the Federal Aviation Commission was: the legislation 

necessary to put commercial aviation on a sound economic 

foundation. ̂^ 

The first witness before the commission was David 

Behncke, president of the Airline Pilots Association (ALPA). 

Behncke was quite critical of the Post Office's authority 

over air mail contracts. He claimed that the Postmaster's 

'̂Press release, August 9, 1934, Box 29, Records of the 
Federal Aviation Commission, RG 197, NA-S. 

"Press release, August 31, 1934; Telegram, September 
13, 1934, Box 29, Records of the Federal Aviation 
Commission, RG 197, NA-S. 
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selections were too political. Behncke told the commission 

that the air mail cancellations would have never occurred if 

the Interstate Commerce Commission had been in control of 

the airlines. He complained that the McKellar-Black Act left 

the airlines financially unstable. More important to 

Behncke, financial instability meant wage reductions and 

pilot layoffs. The Airline Pilots Association wanted strict 

economic regulation of the airlines; however, they opposed 

the creation of an independent aviation agency. Behncke 

proposed that the Interstate Commerce Commission control the 

young industry. The I.C.C, he argued, had the regulatory 

experience and impartiality needed to supervise the 

airlines. In Behncke's opinion, an aviation coimnission would 

favor management over labor.̂ * 

The Airline Pilots Association was not alone in its 

rejection of the independent agency concept. Carleton 

Putnam, president of Chicago and Southern Airlines, a small 

air mail carrier, did not support the establishment of a 

separate aviation agency. Putnam believed that the 

"monopolistic interests" of the large airlines would 

dominate a civil aeronautics commission. For Putnam, the 

^*Testimony of David L. Behncke, October 2, 1934, pp 
1784-1785, Box 15, Records of the Federal Aviation 
Commission, RG 197, NA-S. 
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I.C.C. approach eliminated the possibility of dominance by 

the "Big Four" carriers.^^ 

Postmaster General James Farley went before the Federal 

Aviation Commission and defended the Post Office's record in 

commercial aviation. Farley claimed that the McKellar-Black 

law was perfectly adequate for the development of civil 

aviation. Stung by the recent loss of regulatory power, 

Farley tried to block any further reduction of the Post 

Office's control over air mail." 

William MacCracken, an aviation lawyer, gave lengthy 

testimony before the Federal Aviation Commission. MacCracken 

opposed the idea of a non-aviation agency such as the 

Interstate Commerce Commission regulating the airlines. He 

was a strong supporter of strict economic regulation of the 

airlines by a separate aeronautic agency. He envisioned an 

agency granting entry into the industry in a "liberal" 

manner through certificates of necessity and convenience. 

For MacCracken, the Interstate Commerce Commission was both 

inexperienced and too overworked to handle the additional 

regulatory responsibilities. 37 

"Testimony of Carleton Putnam, October 8, 1934, pp. 
2107-2108, Box 16, Records of the Federal Aviation 
Commission, RG 197, NA-S. 

"Testimony of James Farley, October 7, 1934, pp. 1045-
1047, Box 15, Records of the Federal Aviation Commission, RG 
197, NA-S. 

"Testimony of William MacCracken, October 9, 1934, pp. 
2150-2152, Box 16, Records of the Federal Aviation 
Commission, RG 197, NA-S. 
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Former President of Eastern Air Transport, Thomas Doe, 

attacked the inadequacies of the McKellar-Black Act. He 

stated that the industry had moved beyond the experimental 

stage. Short-term competitive contracts subjected the 

airlines to an uncertain future and financial instability. 

Also, the present supervision of aviation by three 

government agencies was inefficient and confusing." 

Midway through the hearings, Vice-Chairman Edward P. 

Warner sent a confidential memo to all members of the 

commission. Warner wrote that though a definite conclusion 

could not be reached, he believed the evidence favored 

certain trends.^' Warner concluded that the industry was 

operating at staggering losses, and if a new air mail law 

was not enacted soon, a "complete breakdown" of the airline 

industry was imminent. He feared that without new 

legislation, airlines would relinquish their unprofitable 

air mail contracts, placing the industry in the worst 

position since the air mail cancellations.*" 

Because of the support for an independent aviation 

agency, Edward Warner and Clark Howell wrote a white paper 

on the idea. Entitled the "Civil Aeronautics Commission," 

"Testimony of Thomas B. Doe, October 6, 1934, pp. 
2057-2060, Box 16, Records of the Federal Aviation 
Commission, RG 197, NA-S. 

"Warner to F.A.C. Members, October 20, 1934, pp. 1-4, 
Box 7, Records of the Federal Aviation Commission, RG 197, 
NA-S. 

*°Ibid., pp. 2-5. 
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the report outlined the proposed agency's structure and 

powers. Warner and Howell believed that only an independent 

aviation commission could properly develop the airlines.*' 

In October, hearings continued and witness after 

witness supported an aviation agency. The Aeronautical 

Chamber of Commerce of the United States favored a separate 

aviation commission for the growing airlines to protect them 

from destructive competition and unwarranted experimentation 

in routes. In a joint meeting with the Aeronautical Chamber 

of Commerce in Washington, D.C, the Independent Aviation 

Operators and the National Aeronautic Association gave their 

support to the single aviation agency approach.*' 

Testimony from two airline presidents helped to shape 

the Federal Aviation Commission's views on competition. W.A. 

Patterson of United Airlines complained that the McKellar-

Black law left the airlines in an untenable financial 

position. Patterson predicted total collapse of the airline 

industry by July 1935 if the present air mail law was not 

cimended. Bedell Monro of Pittsburgh Aviation claimed that 

the present air mail law was discriminatory and retarded the 

growth of the airline industry.*̂  

*'"Civil Aeronautics Commission," Box 7, Records of the 
Federal Aviation Commission, RG 197, NA-S. 

42i ^Rogers to Howell, November 9, 1934, Box 10, Records 
of the Federal Aviation Commission, RG 197, NA-S. 

43r 'Testimony of Charles B. Monroe, October 5, 1934, Box 
15, Records of the Federal Aviation Commission, RG 197, NA-
S; Testimony of W. A. Patterson, October 8, 1934, pp. 1280-
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The plea for federal supervision was consistent but 

not unified. Most large air mail carriers favored the 

creation of an independent aviation agency while the small 

mail carriers and independent airlines favored supervision 

by the Interstate Commerce Commission. The problems wrought 

by the Air Mail Act of 1934 were the genesis of the 

airlines' request for federal economic regulation. Airline 

executives wanted federal supervision to establish order in 

an industry that showed public utility characteristics. 

Federal regulation was advantageous in the sense that it 

would restrict entry and competition. 

In December of 1934, the Federal Aviation Commission 

concluded its formal hearings. In six months, the Federal 

Aviation Commission completed a 12,000-mile international 

inspection of aviation facilities, heard testimony from over 

two hundred witnesses, and collected thousands of pages of 

documents. The commission heard overwhelming support for a 

separate aviation agency. Also, evidence showed that the 

McKellar-Black Act was deficient and that the airline 

industry was on the brink of collapse. Because time was 

critical, the commission spent the next six weeks preparing 

its much anticipated report. 44 

1285, Box 15, Records of the Federal Aviation Commission, RG 
197, NA-S. 

**Report of the Federal Aviation Commission 
(Washington, D.C: GPO, 1935), pp. 243-247. 
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On January 31, 1935, the Federal Aviation Commission 

presented its report to Congress. The F.A.C report 

maintained that creation of a separate aviation commission 

was crucial for the sound development of the industry and 

that the Interstate Commerce Commission was overworked and 

lacked the specialized knowledge to regulate the airlines.*' 

Franklin D. Roosevelt, however, rejected the Federal 

Aviation Commission's recommendations. In a letter to 

Congress, Roosevelt explained his complaints. He stated that 

a separate aviation agency would duplicate the work of the 

Interstate Commerce Commission. Roosevelt was convinced that 

the I.C.C. could regulate the airlines. Ultimately, 

Roosevelt envisioned a super regulatory agency that 

coordinated all transportation: a Federal Transportation 

Commission. The super agency approach was an attempt to 

retain tight executive control over regulatory bodies and to 

eliminate costly duplication.** 

Roosevelt's rejection of the F.A.C. report stunned 

Clark Howell. He defended the commission's exhaustive 

investigation in several letters to Roosevelt. Howell 

claimed that most of the industry wanted a separate 

aeronautical agency to regulate the airlines. In order to 

salvage some of the commission's recommendations, Howell 

*'lbid., pp. iii-iv. 

**74th Congress, 1st Session, House Document, No. 341, 
1935. 
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yielded to Roosevelt's desire to coordinate all phases of 

transportation. But he suggested the creation of a temporary 

aviation commission to stabilize the faltering industry and 

its eventual transfer into the I.C.C. or the proposed 

Federal Transportation Commission.*' Despite the evidence of 

the most comprehensive examination of civil aviation, 

Roosevelt held his ground. 

Roosevelt's rejection of the Federal Aviation 

Commission's recommendations discredited the aviation agency 

approach. Supporters of the independent concept, such as 

Senator Patrick McCarran, though, did not abandon their 

ideas but only temporarily shelved them. Because of the 

airlines' deteriorating economic conditions, McCarran 

believed that I.C.C. control of the industry was better than 

no federal supervision. Immediately, he introduced 

legislation, S.3027, granting the I.C.C. complete economic 

regulatory control of the airlines.*® 

In July 1935, the Senate began hearings on McCarran's 

S.3027. Throughout the hearings, witness after witness 

exposed the flaws in the McKellar-Black Act. Bedell Monro, 

president of Pennsylvania Airlines, argued that the 

reduction in rates was destroying many carriers in the 

47, Howell to Roosevelt, January 26, 1935, Box 9, 
Official File, Franklin D. Roosevelt Library, hereafter 
cited as FDRL. 

48i Regulation of Transportation of Passengers and 
Property By Aircraft (Washington, D.C: GPO, 1935), pp. 
21,97. 
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industry. Monro was particularly bothered by a certain 

aspect of "competitive bidding." In 1934 while bidding for a 

route, Pennsylvania Airlines was outbid by five cents by 

Central Airlines. Central received the air mail contract for 

the route, but six months later the I.C.C raised its payment 

to the maximum rate of thirty-three cents. Monro questioned 

the economic purpose of competitive bidding if the 

government was going to raise the rates once the contracts 

were let.*' 

Bedell Monro stated that the Interstate Commerce 

Commission was the best way to control the development of 

the young airlines. Eddie Rickenbacker, president of Eastern 

Airlines, also believed that the I.C.C. should regulate the 

air carriers. Rickenbacker wanted the I.C.C. to issue 

permanent certificates of necessity and convenience to all 

existing carriers. He wanted the airlines taken out of 

direct competition to stabilize the industry. Carleton 

Putnam, president of Chicago and Southern Airlines, also 

advocated controlled competition. He believed that there 

were no problems between the small and large mail carriers. 

For Putnam, the issuance of certificates of necessity and 

convenience prevented monopolies by the large air mail 

carriers.'" 

*'lbid., pp. 32-37. 

"Ibid., pp. 36-37, 57, 93. 
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William I. Denning, representative of four new small 

mail carriers--Braniff Airways, Wyoming Air Service, Hanford 

Airlines, and Varney Air Transport—supported strict 

regulation over the airline industry. Denning emphasized 

that I.C.C control over routes and rates would preserve 

small mail carriers. The only independent airline to appear 

before the Senate hearings was Bowen Airlines. Bowen 

Airlines, operating out of Texas, favored the I.C.C. bill 

but only if the independents were granted route 

certificates." 

In 1935, the airline industry was characterized by 

destructive competition. Because of the Air Mail Act of 

1934, most airlines lost money on mail routes. Some mail 

routes, however, showed increased passenger revenue. 

Unfortunately, these profits were insufficient to offset the 

decrease in mail revenue. The main problem for the mail 

contract airlines in the post-McKellar-Black period was off

line service. Off-line service was competition on designated 

mail routes by other mail contract and independent airlines. 

Off-line competition came in the form of both passenger and 

air express service and was often coupled with dramatic 

price wars." 

With the advent of passenger aircraft such as the DC-3, 

off-line service became a serious threat to all air mail 

"Ibid., pp. 61-62, 75-77. 

"Goodman, p. 19. 
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airlines. Without a certificate of necessity and 

convenience, any airline could offer non-mail services on 

routes, draining vital passenger and express revenue. This 

practice seriously threatened the financial stability of 

carriers trying to develop passenger service. During a 

period of declining mail subsidies, passenger and air 

express services helped established airlines meet their 

operational costs. A serious threat came from mail contract 

airlines which had the resources and the aircraft capable of 

financing off-line service. 

In 1935, Congress amended the air mail law to prevent 

off-line competition. The Mead Air Mail Act of 1935 halted 

all off-line service by mail contract airlines after July 1, 

1935. Because of the uncoordinated nature of airline 

economic regulation, the Mead Act was unable to deter the 

establishment of off-line service by independent airlines. 

Independent carriers with new aircraft technology introduced 

unnecessary passenger service on routes, threatening mail 

contract airlines' attempt to develop the same service. The 

Mead Act allowed the Interstate Commerce Commission to raise 

airmail rates within the limits of the McKellar-Black Act's 

payment scale to aid the struggling airlines." 

Even with the rate increases allowed by the Mead Act, 

mail subsidies were not enough to keep the airlines solvent. 

"E. Dillon Smith, Air Mail Transport (Mount Morris 
Kable Brothers, 1937), pp. 13-14. 
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Also, airlines continued to hurt themselves with low bidding 

on new routes. All of these problems were exacerbated by the 

split in regulatory authority between the Interstate 

Commerce Commission and the Post Office. Many times the Post 

Office attempted to flex its regulatory muscles. Though the 

I.C.C. set rates, the Post Office often caused problems by 

altering mail routes. The Post Office still had the final 

say on the mail routes and schedules, and in certain cases 

the Postmaster General was allowed to negotiate rates on 

selected routes.'* 

In 1935, a series of tragic airline crashes magnified 

the problems of the airline industry. On May 6, 1935, 

Senator Bronson Cutting (R-New Mexico) died in the crash of 

a TWA DC-2. The Cutting crash caused an uproar in 

Washington, D.C, and spawned a major congressional hearing. 

The Royal S. Copeland Committee focused on the safety 

regulation of the airlines. Though weather was the probable 

cause of Cutting's crash, the Copeland Committee found fault 

with the Bureau of Air Commerce's safety record." 

The Copeland Report focused on safety, but it also had 

direct implications for the debate over economic regulation. 

"Smith, pp. 131-14; 51st Annual Report of the 
Interstate Commerce Commission (Washington, D.C: GPO, 
1937), pp. 35-39. 

"74th Congress, 2nd Session, Senate Report No. 2455, 
1935, pp. 1-3; On July 1, 1934, the Aeronautics Branch of 
the Department of Commerce became the Bureau of Air 
Commerce. 
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The Copeland Conmiittee concluded that the McKellar-Black 

Act's reduction in mail subsidies created financial 

conditions that bred unsafe flight operations. These 

conclusions rekindled the call for a single agency to 

coordinate all aspects of commercial aviation." 

In 1936, however. Congress failed to pass new air mail 

legislation. The airlines continued to request economic 

regulation. Only comprehensive and coordinated economic 

regulation offered the stability and protection necessary 

for a sound air transportation system. Also, the airlines 

wanted to break away from the clutches of the Post Office 

and the old air mail contract system. 

The airlines' continued economic difficulties bothered 

many in Congress. By 1937, all but two independent airlines 

had gone out of business or merged with a large mail 

carriers. Bowen Airlines, U.S. Airways, Reed Airlines, and 

National Parks Airways succiimbed to market forces. Many of 

the small air mail carriers merged with the larger mail 

airlines. Pennsylvania Airlines and Central Airlines became 

Pennsylvania and Central Airlines. Bowen Airlines was 

absorbed by Braniff Airlines, and National Parkway Airlines 

merged with Western Air Express." In a partially regulated 

environment, merger was the only true economic reality. 

'*Ibid., pp. 25-27. 

"Davies, pp. 604-605. 
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Not all aviation experts believed in the comprehensive 

regulation of the airlines. Karl A. Crowley, head of the 

I.C.C.'s Bureau of Air Mail, opposed the expansion of 

federal regulatory powers. He argued that the airlines were 

an "infant industry" and needed direct competition to 

develop a viable airline industry. He believed the issuance 

of certificates would freeze the industry and create 

monopolies among the present air carriers." 

The airlines' recent economic experiences did not 

validate Crowley's observations. The airlines had been in 

direct competition over the past twelve years, and the 

results had been mergers and a move toward monopoly. 

Regulation did not create monopoly, but established the fact 

that airlines were a special industry with public utility 

aspects and heavy capital requirements. With strict 

regulation, entry was not eliminated but allowed only when 

competition was warranted." 

While the Senate debated the merits of strict economic 

regulation, Fred D. Fagg, Director of the Bureau of Air 

Commerce, suggested to Secretary of Commerce Daniel C Roper 

the creation of an interdepartmental committee on aviation 

policy representing all departments that had jurisdiction 

over commercial aviation. Fagg believed that the men who 

"Regulation of Transportation By Aircraft (Washington, 
D.C: GPO, 1937), pp. 118-119. 

"Ibid., pp. 119-120. 
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implemented aviation policy should have the greatest say in 

its creation.*" 

Roper immediately contacted Roosevelt and passed on 

Fagg's idea. Roosevelt agreed that an interdepartmental 

committee had the ability to sift through the piles of 

aviation legislation and draft an appropriate administration 

bill. In September 1937, Roosevelt created the 

Interdepartmental Committee on Aviation Policy consisting of 

representatives from the Post Office, the Interstate 

Commerce Commission, and the Departments of Commerce, State, 

Treasury, and War.*' 

The Interdepartmental Committee examined dozens of 

aviation bills introduced during the previous year. Some 

bills still favored the old I.C.C. approach, but most 

advocated an independent commission. Edgar Gorrell, 

president of the Air Transportation Association (ATA), met 

with the Interdepartmental Committee many times to lend his 

opinion. After weeks of study, the Interdepartmental 

Committee drafted an aviation bill. To Roosevelt's surprise, 

the bill included the establishment of an independent 

aviation agency. He met with the Committee and was convinced 

that the woes of the industry could be relieved only by a 

separate regulatory commission. Roosevelt had grown tired of 

*"Fagg to Johnson, August 30, 1937, Box 3, James 
Roosevelt Papers, FDRL. 

*'Johnson to Roper, August 31, 1937, Box 3, James 
Roosevelt Papers, FDRL. 
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the congressional bickering over aviation and feared an 

industry collapse. He now accepted the fact the airlines 

needed the supervision of an independent agency.*' 

In January 1938, Franklin Roosevelt summoned Senator 

Patrick McCarran to the White House to discuss civil 

aviation matters. During their conversation, Roosevelt told 

McCarran that he now accepted the independent agency 

concept. Roosevelt wanted him to draft the appropriate 

legislation. Immediately McCarran introduced S.3659 into the 

Senate. Now after four years of debate and waiting, Patrick 

McCarran resurrected his aviation agency concept in Congress 

with full presidential approval.*^ 

In 1938, Senator Harry S Truman (D-Missouri) launched 

the Civil Aviation and Air Transport Hearings to debate 

S.3659. The Truman Hearings highlighted the financial 

problems of the airlines. Witness after witness testified 

that the current system of air mail laws was outmoded and 

that direct competition was detrimental to the airlines. 

During the Truman Hearings, Edgar S. Gorrell championed the 

idea of an independent aviation agency. He explained that 

the present split of regulatory functions between the Post 

Office and the Interstate Commerce Commission was too 

*'Hester to J. Roosevelt, January 19, 1938, Box 3, 
James Roosevelt Papers, FDRL; Gorrell to Roosevelt, January 
6, 1938, Box 3, James Roosevelt Papers, FDRL. 

*̂ Civil Aviation and Air Transport Hearings, 75th 
Congress, 2nd Session, Senate, 1938, p. 1. 
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fragmentary to properly supervise the growing airlines. 

Gorrell indicated that the airlines had always preferred an 

independent aviation agency and that the I.C.C was too busy 

with other regulatory responsibilities to absorb the extra 

burden of air transport regulation. The new aviation agency 

would coordinate all regulatory functions found in the three 

previously separate government agencies.** 

He outlined the airlines' financial and regulatory 

problems. Since 1934, the entire industry was capitalized 

with $120,000,000. But in four years the airlines had lost 

over half of its working capital. Gorrell emphasized that 

industry expenses rose faster that its service revenue. 

Gorrell testified that "unbridled and unregulated 

competition was a menace to the industry." He suggested 

moving the airlines from direct to controlled competition 

would promote stability. Gorrell also pointed out that the 

airlines were an "infant industry" needing protection from 

excessive and destructive competition.*' 

Lytle S. Adams, president of Tri-State Aviation 

Corporation, questioned the true purpose of strict 

government regulation. Adams believed his independent 

carrier had little or no chance to receive a certificate of 

necessity and convenience from a regulatory commission. He 

believed that "public interest" had and would always favor 

**Ibid., pp. 1, 32-36. 

*'lbid., pp. 30-31. 
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the large airlines. Gorrell rejected the complaints of men 

like Adams. He indicated that expansion of competition from 

both established and new carriers was possible under the 

provisions of the proposed legislation.** 

During the debate over the economic regulation of the 

airlines, the issue of public interest came up. The 

definition of public interest within the civil aeronautics 

bill was broad. Public interest required a financially sound 

airline system that served the combined needs of the public, 

the U.S. Post Office, and national defense. During 

congressional hearings, very little was mentioned about the 

public's attitudes on rates and services. Ultimately, the 

U.S. government became the broker of public interest for the 

American people. Congress decided that the public interest 

was served with strong, reliable airlines. 

By May 1938, two bills supporting the establishment of 

an independent agency emerged in Congress. In the House, 

Representative Clarence Lea (R-California) introduced a bill 

similar in spirit to the interdepartmental draft. In the 

Senate, Patrick McCarran introduced another bill supporting 

the same major proposals. The two aviation bills, however, 

differed on many minor points. With the intercession of the 

**Ibid., p. 153. 
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Interdepartmental Committee, Lea and McCarran hammered out 

their differences.*' 

On June 23, 1938, Congress passed the McCarran-Lea 

Civil Aeronautics Act. The Civil Aeronautics Act created an 

unusual three-part Civil Aeronautics Authority, consisting 

of an administrator's office, a five-member Civil 

Aeronautics Authority, and an Air Safety Board. The 

administrator developed the civil airways; the authority 

oversaw the economic regulation of the airlines; and the Air 

Safety Board investigated all commercial airline 

accidents.*® 

The authority had coordinated and comprehensive control 

of the industry. Through the issuance of certificates of 

necessity and convenience the authority controlled entry 

into the industry and protected the airlines from 

unwarranted competition. The authority also had the power to 

set passenger and air mail rates, supervise mergers and 

acquisitions, and oversee the financial records of the 

-I • 69 

airlines. 

The Civil Aeronautics Act of 1938 was not a watershed, 

but the law represented the culmination of a thirteen-year 

*'Lea to McCarran, February 28, 1938, Box 3, James 
Roosevelt Papers, FDRL; Hester to J. Roosevelt, May 19, 
1938, Box 3, James Roosevelt Papers, FDRL. 

*®Clinton M. Hester, "The Civil Aeronautics Act of 
1938," The Journal of Air Law IX (July 1938): pp. 453-456 

*'lbid., pp. 453-456. 
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evolutionary movement toward coordinated and comprehensive 

economic control. The Civil Aeronautics Act signaled a new 

era of maturity for the airlines. No longer were the 

airlines mail carriers for the Post Office, but common 

carriers of passengers. Now routes were inaugurated to meet 

the needs of a growing passenger sector, not the concerns of 

the Postmaster General.'" 

The Civil Aeronautics Act was a political response to 

the financial and regulatory problems inherent in the air 

transportation industry in the thirties. For thirteen years, 

the airlines operated in a partially regulated environment 

without rate or route supervision. During this period, 

several dozen airlines entered the business. By 1937, the 

field was reduced to sixteen mail carriers and two 

independents. Airline executives requested strict regulation 

to save the financially strapped airlines from disaster. 

Congress determined that air transportation was a 

specialized industry with public utility characteristics. 

Certainly the Civil Aeronautics Act was pro-business, but 

the removal of the airlines from direct competition did not 

mean the elimination of future competition. A diverse 

'"In 1951, Lucile Keyes' Federal Control of Entry into 
Air Transportation was the first major attack on the 
economic regulation of civil aviation. Keyes' analysis was 
critical of the removal of airlines from direct competition 
She questioned the economic problems of the airlines before 
1938, the need for air mail subsidy, and controlled 
competition. For Keyes competition was the only viable 
regulator. 
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coalition of small and big businessmen wanted regulation 

because it stabilized the industry. The claims of 

destructive competition were legitimate, and economic 

regulation was the only alternative for the establishment of 

a healthy airline industry." 

"Gabriel Kolko in Railroads and Regulation, 1877-1916 
argues that railroad interests "captured" the regulatory 
process. Robert Weibe in Businessmen and Reform suggests 
that a diversified group of businessmen was involved in the 
reform process. 
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CHAPTER V 

FROM INDEPENDENCE TO REORGANIZATION 

Many diverse aeronautical interests hailed the passage 

of the Civil Aeronautics Act as the panacea for the 

airlines' financial difficulties. Despite earlier 

reservations about an independent regulatory agency, David 

Behncke, president of the Airline Pilots Association (ALPA), 

expressed confidence in the new legislation. He stated that, 

"the new civil air law is sound because it centers all 

branches of civil aviation in one agency."' W. A. Patterson, 

president of United Airlines, thanked Franklin Roosevelt for 

the establishment of the Civil Aeronautics Authority and 

pledged his airline's full cooperation with the new 

independent regulatory agency.' 

The organizational structure of the Civil Aeronautics 

Authority was unique in comparison to other regulatory 

agencies such as the Interstate Commerce Commission (ICC) 

and the United States Maritime Commission (USMC). Congress 

based the design of the Civil Aeronautics Authority on the 

organizational theories of Louis Brownlow, an expert on 

'Aviation, July 1938, p. 54. 

'Patterson to Franklin Roosevelt, July 1, 1938, Box 5, 
Official File, hereafter cited as OF, FDRL. 
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regulatory administration and the head of Franklin 

Roosevelt's Committee on Administrative Management.^ 

The Civil Aeronautics Act created an independent 

regulatory agency that for the first time separated the 

executive from the quasi-legislative and judicial functions. 

Unlike older regulatory agencies such as the Interstate 

Commerce Commission, which had complete independence from 

the Executive Branch, the Civil Aeronautics Authority had a 

closer relationship with the president. The Act placed the 

executive functions with the administrator, who came under 

direct control of the president. The Civil Aeronautics 

Authority and the Air Safety Board, which had quasi-

legislative and judicial powers, were independent of the 

executive branch.* 

Considering some of the ambiguous jurisdictional 

language found in the Civil Aeronautics Act, this 

organizational experiment was a risky proposal. 

Nevertheless, Brownlow convinced Roosevelt that the 

structure could work if given the proper time to display its 

administrative merits. Brownlow told Roosevelt that the 

^Memo, Louis Brownlow to Franklin Roosevelt, October 
14, 1938, p. 2, Box 4, James Roosevelt Papers, FDRL. 
Throughout the sources the term Civil Aeronautics Authority 
was used both to describe the five-member board, and the 
various combined functions of the authority, the 
administrator, and the Air Safety Board. Because this 
dissertation is concerned with the economic regulation of 
the airlines, both terms Civil Aeronautics Authority and 
authority will be used when referring to the five-man board. 

*Ibid., p. 2. 
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Civil Aeronautics Authority and its unique structure needed 

the guidance of men without "old habits" from the older 

regulatory agencies.' 

The Civil Aeronautics Authority found economic control 

over the airlines under the Civil Aeronautics Act's largest 

statutory section. Title IV: Air Carrier Economic 

Regulation. Sections 401 to 416 of Title IV provided the 

framework for comprehensive and coordinated economic 

regulation of the airline industry.* The removal of air 

carriers from direct competition to controlled competition 

through rate setting and the issuance of certificates of 

necessity and convenience was known as regulated 

competition. The Civil Aeronautics Authority's regulatory 

power came from its legislative mandate. Congress gave the 

authority the necessary power to solve the problems of the 

airlines and fulfill the goals of the Civil Aeronautics 

Act.' 

Because of the airlines' perilous financial position 

and the need to build a strong air transportation network, 

many congressional aviation advocates, officials from the 

Ibid., pp. 1-2. 

*The Statutes At Large of the United States of America 
XLX (Washington, D.C: GPO, 1938), pp. 987-990. 

'In Regulating Business Bv Independent Commission, 
political scientist Marver Bernstein argues that regulatory 
commissions go through "life cycles." During their "youth" 
commissions are strong and active, but in "old age" 
regulatory agencies become weak and inefficient. 
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Department of Commerce, and members of his staff urged 

Franklin Roosevelt to appoint immediately at least two 

members of the authority and the administrator. Since all 

U.S. airlines had to receive a certificate of necessity and 

convenience to fly, the authority would be swamped with 

grandfather applications by air carriers wanting to secure 

old routes and expand service.® 

Roosevelt's priority was the selection of members for 

the Civil Aeronautics Authority. The industry was saturated 

with men with vast experience in civil aeronautics from both 

airline and government ranks. E.S. Land, Chairman of the 

United States Maritime Commission, Franklin Roosevelt's most 

recent regulatory creation, suggested Grant Mason, Fred D. 

Fagg, Edward Warner, and a host of junior naval officers for 

membership.' The Civil Aeronautics Act, however, put 

restrictions on Roosevelt's selections. No more than three 

members of the C.A.A. could be of the same political 

affiliation, and one member of the Air Safety Board had to 

be an active commercial airline pilot. With the 

administrator's position, Roosevelt had more leeway. 10 

®Memo, Louis Johnson to James Roosevelt, June 14, 1938, 
Box 4, James Roosevelt Papers, FDRL. 

'Land to James Roosevelt, June 3, 1938, Box 4, James 
Roosevelt Papers, FDRL. 

'"Howard S. Leroy, "Civil Aeronautics Authority," Air 
Law Review IX (October 1938): pp. 316-320. 
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After reviewing the hundreds of suggestions from the 

airline industry, government departments, and the general 

public, Roosevelt selected the five men to lead the airlines 

into a prosperous era. As chairman, Roosevelt tapped Edward 

J. Noble, a progressive Republican and owner of Lifesavers 

Corporation. Beyond flying corporate aircraft. Noble had no 

civil aviation background. Noble's contribution to the 

authority was his vast business and administrative skills. 

For vice-chairman, Roosevelt selected Harllee Branch, a New 

Deal Democrat. As Second Assistant Postmaster General, 

Branch had enormous experience in civil aviation affairs. 

While with the Post Office, Branch helped to forge the 

United States' first attempt at airline economic regulation 

with air mail contracts." 

For the remaining three positions Roosevelt named 

George Mason, Oswald Ryan, and Robert Hinckley. During the 

thirties George Mason, a political independent, handled Pan 

American Airway's Caribbean operations. Oswald Ryan was an 

attorney for the Federal Power Commission (FPC) with no 

firsthand aviation knowledge but years of legal and 

regulatory experience. Robert Hinckley, a Democrat, worked 

for the Works Project Administration (WPA) in Utah. Hinckley 

was a New Dealer with bureaucratic experience." 

"Aviation, August, 1938, p. 19 

"Ibid., p. 19. 
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Though Roosevelt had his pick of many highly qualified 

men, his appointments reflect a startling lack of civil 

aviation expertise. Overall, his choices had strong business 

and bureaucratic experience. Yet Roosevelt's selections were 

strange considering the chaotic state of aviation and the 

considerable struggle to pass the Civil Aeronautics Act. 

Certainly his selections reflected Brownlow's caveat of 

avoiding men with "old habits." 

As administrator of the Civil Aeronautics Authority, 

Roosevelt tapped Clinton Hester. Hester, a Democrat, was an 

assistant General Counsel for the Department of Treasury and 

helped the Roosevelt Administration analyze the proposed 

civil aeronautics bill. Roosevelt selected W. Sumpter Smith 

and Thomas 0. Hardin as members of the Air Safety Board. 

Smith was the airport expert for the Works Project 

Administration's airport development project. Hardin was an 

active airline pilot for American Airlines. Roosevelt did 

not appoint a third member to the Air Safety Board during 

the Civil Aeronautics Authority's transitional period.'̂  

Though the Civil Aeronautics Authority was a new 

independent agency, it absorbed all former federal agencies 

that regulated commercial aviation. On July 1, 1938, 

Roosevelt transferred by Executive Order officers, 

employees, and property of the Air Mail Division, U.S. Post 

Office; the Bureau of Air Mail, Interstate Commerce 

"Ibid., p. 19. 
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Commission; and the Bureau of Air Commerce, Department of 

Commerce, to the Civil Aeronautics Authority. Overall, the 

Civil Aeronautics Authority absorbed 3,347 positions and 

subsequently created 441 new jobs. To avoid disruption of 

airline service during the three-month transitional period, 

U.S. domestic airlines flew their old routes.'* During this 

tense time both mail contract and the remaining independent 

airlines prepared their grandfather applications and waited 

for the Civil Aeronautics Authority to begin its long 

awaited work. 

When the Civil Aeronautics Authority opened its doors 

in September 1938, the agency established the most extensive 

regulation of common carriers in history. With few 

exceptions, all domestic air carriers operated in the red. 

Of the "Big Four" airlines, only American and Eastern 

Airlines showed a profit, while United and Transcontinental 

and Western Airlines posted moderate losses. Under the 

provisions of the Civil Aeronautics Act, the existing 

airlines had 120 days to submit their applications for 

grandfather routes." 

While the airlines flooded the C.A.A. with 

applications, unforeseen problems emerged. Despite the 

unique congressional design of the Civil Aeronautics 

14i First Annual Report of the Civil Aeronautics 
Authority, 1939 (Washington, D.C: GPO, 1940), p. 7 

15 Aviation, April, 1939, pp. 50-51. 
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Authority, difficulties arose over the interpretation of 

powers between the authority and the administrator. 

Administrator Clinton Hester worried about the authority's 

view of his jurisdictional powers. Because the Civil 

Aeronautics Act created essentially three semi-independent 

agencies connected by an over-arching structure known as the 

Civil Aeronautics Authority, disagreements over vague areas 

in the Act arose between members of the authority and the 

administrator over the implementation of new safety 

regulations. With the possibility of bad press, the new 

Civil Aeronautics Authority attempted internally to solve 

the problems. The jurisdictional difficulties, however, 

sowed the seeds of future conflict between Chairman Noble 

and Administrator Hester. When Roosevelt learned of the 

friction, he became concerned that the impasse might 

jeopardize the existence of the Civil Aeronautics Authority. 

Though officials were able to contain the problems, their 

solutions were temporary.'* 

While the Civil Aeronautics Authority struggled with 

internal problems, it also began the process of building the 

domestic route system. During the debate over the civil 

aeronautics bill. Congress evaluated the law's grandfather 

rights provision. Members of Congress were well aware of the 

airlines' thirteen-year economic struggle and their 

'*Brownlow to Franklin Roosevelt, October 14, 1938, Box 
4, James Roosevelt Papers, FDRL. 
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tumultuous legislative history. By 1938, Congress had 

developed a strong commitment to the pioneer rights of the 

airlines. Also, authors of the bill realized that the 

exclusion of grandfather rights in the Civil Aeronautics Act 

would plunge the airlines into a mad scramble to acquire 

each other's established routes, creating circumstances more 

chaotic than the air mail crisis of 1934. Since the whole 

objective of the Civil Aeronautics Act was to promote 

industry wide stability, the exclusion of grandfather rights 

was counterproductive. Finally, Congress did not 

discriminate against the independent airlines and allowed 

their assimilation into regulated competition." 

The basis for all route decisions, both grandfather and 

new routes, was due process. Due process came in the form of 

a route hearing. Route hearings were divided into six steps. 

First, an application was submitted by an airline. All route 

cases, except those involving defense or urgent policy 

matters, were sent before the authority's trial examiner. 

Second, trial examiners and airline attorneys held a formal 

hearing to present witnesses and exhibits. Third, the trial 

examiner presented his report and recommendations. Fourth, 

airline attorneys filed briefs and exceptions to the 

examiner's report. Fifth, the airline lawyers and trial 

examiners presented oral arguments before the authority. 

"First Annual Report of the Civil Aeronautics 
Authority, 1939. (Washington, D.C: GPO, 1940), pp. 17-18 
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Sixth, the authority wrote a decision approving or 

disapproving the route application.'® 

Before issuing a certificate of necessity and 

convenience, the Civil Aeronautics Authority had to 

determine if the proposed route contributed to the 

development of a sound air transportation system. The Civil 

Aeronautics Act guided the authority in the development and 

fostering of an airline network that met the needs of the 

general public, commerce, defense, and the U.S. Post 

Office." 

Under the grandfather rights provision, the airlines 

had to show their existing routes fulfilled all the 

requirements for public necessity and convenience. The 

grandfather period extended from May 14 to August 22, 1938. 

The grandfather clause conditions were designed to create a 

sound air network, and most established airlines had little 

trouble meeting the requirements. An airline had to provide 

proof of continuous service during the transitional period, 

and many carriers submitted schedules, mail contracts, and 

advertisements to verify their service. Finally, during the 

18 Ibid., pp. 6-7. 

""What is Public Convenience and Necessity?", The 
Journal of Air Law and Commerce XI (April 1940): pp. 163-
164. 
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grandfather period an airline had to maintain adequate and 

efficient service.'" 

The Civil Aeronautics Authority received thirty 

domestic grandfather applications. The authority granted 

twenty-eight of the domestic route applications and denied 

two routes. " On February 25, 1939, the Civil Aeronautics 

Authority released its first grandfather decision. Delta 

Airlines was presented with the first permanent route 

certificate of necessity and convenience. Delta received the 

route from Charleston to Fort Worth. During March, the 

authority decided on three more grandfather routes. Mid-

Continent Airlines won the run from Tulsa to Bismarck, North 

Dakota. Continental Airlines secured the line from Denver to 

El Paso. Northwest Airlines acquired the route from Seattle 

to Fargo, North Dakota." 

Between September 1938 and May 1939, the C.A.A. granted 

the remaining grandfather routes, creating the foundation 

for the air transportation network. Chicago and Southern 

Airlines received the route from Chicago to New Orleans. 

National Airlines acquired the run from Jacksonville to New 

'"Charles Rhyne, "The Civil Aeronautics Act of 1938 and 
'Grandfather Certificates,'" Air Law Review XII (July 1941): 
pp. 245, 253-270. 

"Rhyne, pp. 245-246; First Annual Report of the Civil 
Aeronautics Authority, 1939 (Washington, D.C: GPO, 1940), 
p. 18. 

"Civil Aeronautics Authority Reports I (Washington, 
D.C: GPO, 1941), pp. 1, 8, 18, 14. 
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Orleans. Inland Airlines obtained the line from Cheyenne to 

Huron, South Dakota. Western Air Express secured the route 

from Salt Lake City to Great Falls, Montana. Pennsylvania 

Central Airlines received the line from Detroit to 

Baltimore. Braniff Airlines acquired the routes from Chicago 

to Dallas, and Dallas to Brownsville. Marquette Airlines 

obtained the run from St. Louis to Detroit.'^ 

The Civil Aeronautics Authority granted the major 

routes to the four trunk air carriers. United Airlines 

acquired the routes from Newark to Oakland, and Newark to 

Spokane. Eastern Airlines received the routes from Newark to 

New Orleans, Chicago to Miami, New Orleans to Houston, and 

Houston to San Antonio. Transcontinental and Western 

Airlines got the lines from Newark to Los Angeles, Dayton to 

Fort Wayne, Phoenix to Las Vegas, Newark to Kansas City. 

American Airlines won the routes from Dallas to Los Angeles, 

Newark to Chicago, Cleveland to Nashville, Newark to Fort 

Worth, and Chicago to New York.'* 

The authority denied Condor Airlines a certificate of 

necessity and convenience because it did not prove 

continuous service during the grandfather period. Wilmington 

Catalina Airlines was refused a route certificate because it 

"Ibid., pp. 29, 34, 39, 66, 291, 301 

'*Ibid., pp. 106, 503, 173. 
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did not conduct true interstate air transportation 

operations during the transitional period." 

By May 1939, the Civil Aeronautics Authority finished 

the tremendous task of issuing the grandfather routes which 

laid the basic structure of the air transportation system. 

Though the authority confirmed the basic pre-Civil 

Aeronautics Act route system, its decisions were made by 

formal hearings based on the Act's requirements. Instead of 

competitive bidding or uncontrolled entrepreneurial 

ventures, the route system was created on the basis of 

exhaustive traffic studies. The grandfather proceedings, 

however, established the dominance of United, Eastern, 

American, and Transcontinental and Western Airlines 

throughout the domestic route system. Despite later efforts 

by the Civil Aeronautics Authority to create a competitive 

balance, this command of the majority of the passenger 

traffic would remain throughout the period of controlled 

competition. '* 

Now the Civil Aeronautics Authority shifted to the work 

of the new route hearings. In this matter the C.A.A. wielded 

tremendous power. The authority's interpretation of the 

Civil Aeronautics Act determined the amount and what type of 

new competition was necessary for the airlines. In August 

25 Rhyne, pp. 257, 263-265. 

'*Please refer to Table 2 for percentage breakdown of 
sceduled traffic. 
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1939, however, new problems surfaced within the Civil 

Aeronautics Authority. This time difficulties did not center 

on Chairman Noble and Administrator Hester, but concerned 

the Air Safety Board's dearth of personnel. This difficulty 

was a new threat to the Civil Aeronautics Authority. Because 

of strict civil service requirements, few men had enough 

government experience to qualify for employment, which 

hindered the Air Safety Board in its work and led to low 

morale." 

Unfilled Air Safety Board positions and rumors of 

morale problems quickly leaked to the press. Because of the 

newness of the Civil Aeronautics Authority and the 

increasing importance of commercial aviation to the national 

defense effort, these press leaks embarrassed the Roosevelt 

Administration. Without delay, Roosevelt signed an Executive 

Order, lifting the civil service requirements and allowing 

the Air Safety Board to hire anyone without prior government 

experience.'® 

Another way the Civil Aeronautics Authority flexed its 

regulatory muscles was through the fixing of air mail rates. 

The Civil Aeronautics Act differed from other regulatory 

charters because it charged the Civil Aeronautics Authority 

"M. A. Harlan to Early, August 22, 1939, Box 2, OF, 
FDRL; Smith to Roosevelt, December 29, 1938, Box 2, Official 
File, FDRL. 

'®Ibid; Bell to Roosevelt, January 25, 1939, Box 2, OF, 
FDRL. 
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not only to control entry into the airline industry but also 

to foster the development of each carrier through air mail 

payments. A strong airline network was vital to commerce cind 

national defense. The Civil Aeronautics Act abolished the 

old system of air mail contracts, and for the first time air 

mail payments were set by impartial hearings, not by the 

budgetary needs of the United States Post Office. Though air 

mail subsidy was essential to the stabilization of the 

airlines, many officials believed that the subsidy element 

of air mail revenue could be substantially decreased over 

the next several years." 

By placing the setting of air mail rates in impartial 

hands, the Civil Aeronautics Act did not end air mail 

subsidy, but confirmed its importance in the sound economic 

development of the airlines. The first priority of the Civil 

Aeronautics Authority was to develop an appropriate rate 

setting equation. Immediately, the C.A.A. sponsored a series 

of air mail studies to determine the various possibilities 

for rate setting methods. Because the authority predicted an 

increase in passenger revenues, it did not want to 

overcompensate the airlines.^" 

The determination of air mail rates was complex. The 

Civil Aeronautics Authority considered a combination of two 

29, 'First Annual Report of the Civil Aeronautics 
Authority, 1939. (Washington, D.C: GPO, 1940), pp. 20-22 

"Ibid., p. 21. 
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factors in the setting of air mail rates for each airline: 

the financial condition of the airline and the actual cost 

of carrying air mail. Because of the chaotic economic nature 

of the airlines, the authority expedited the air mail 

hearings. Air mail rates were set on the basis of each 

airline's needs on individual routes to raise sagging 

revenues. When an airline's revenues reached a level of 

self-sufficiency, air mail payments were reduced until they 

reached cost of carriage.^' 

In April 1939, the authority decided its first air mail 

rate case. Mid-Continent Airlines received 38 cents per 

plane mile for three hundred pounds. The C.A.A. monitored 

each carrier's business records to ensure efficient and 

honest service. Two months later, the authority began to 

experiment with various methods of payment. The weight 

credit basis was switched to total milage flown. This new 

system lowered the unit rate, but not the overall rate of 

air mail compensation.^' 

The Civil Aeronautics Authority also had the power to 

set passenger rates. In 1938, the C.A.A. believed that 

passenger fares were at an acceptable level and did not 

initiate a general passenger fare investigation. The 

authority, however, examined the Air Travel Card Plan. 

31 Ibid., pp. 20-22. 

"Selig Altschul, "Economic Regulation of Air 
Transport," The Journal of Air Law and Commerce XII (April 
1941), pp. 167-168. 
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Inaugurated before the Civil Aeronautics Act, the Air Travel 

Card Plan was a special discount rate for frequent 

travelers." Though the Civil Aeronautics Authority refused 

to adjust passenger air fares, rates continued to decline. 

In the first three years of regulated competition, the 

average passenger revenue per mile fell from 5.18 to 5.04 

cents. In 1941, air fare from New York to Chicago was 

$44.95; from New York to Los Angeles the cost was $157.95, 

and from Fort Worth to Oklahoma City the charge was 

$10.95." Not until the onset of the Second World War did 

the Civil Aeronautics Authority control passenger fares. 

In April 1939, Edward Noble resigned his chairmanship 

to take a job with Harry Hopkins as Assistant Secretary of 

Commerce. Roosevelt's choice for the vacancy, Edward Warner, 

was no surprise within airline circles. Warner was a pillar 

within the aeronautical community. As a noted aviation 

scholar, editor of Aviation magazine, and vice-chairman of 

the Federal Aviation Commission, Warner was an obvious 

selection.^' 

^̂ Second Annual Report of the Civil Aeronautics 
Authority, 1940 (Washington, D.C: GPO, 1941), pp. 8-9. 

*̂The Role of Competition in Commercial Air 
Transportation, 82nd Congress, 2nd Session, Senate, 1952, p 
15; Claude E. Puffer, Air Transportation (Philadelphia: The 
Blakiston Company, 1941), p. 35. 

"Noble to Roosevelt, April 12, 1939, Box 2, OF, FDRL; 
Jones to Roosevelt, December 19, 1940, Box 2, OF, FDRL. 
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By December 1939, all of the "Big Four" airlines showed 

profits, and most regional carriers operated in the black. 

With the help of the stimulating effects of the air mail 

payments. United, American, and Transcontinental and Western 

Airlines(T.W.A.). modernized their air fleets. The trunkline 

carriers entered a period of technological transition by 

increasing their DC-3 fleets and placing orders for long-

range four-engine Boeing Stratocruisers and Douglas DC-4 

aircraft. Regional carriers such as Northwest and 

Pennsylvania Central Airlines replaced their small aircraft 

with the highly economical DC-3." 

Two factors explain the growth in new route 

applications: increased demand for passenger and air express 

service and the need to extend air mail service. The C.A.A. 

had to decide whether the new routes were in the public 

necessity and convenience and whether a carrier was "fit, 

willing, and able to perform" the service. The new route 

process was quite complex. Airlines filed an application 

that included all business information: route maps, traffic 

estimates, and the type of service. All applicants had to 

prove financial responsibility. Airlines with less than 

three years' experience submitted detailed financial plans 

for the proposed routes.^' 

"Aviation, December 1939, p. 94. 

"George Lupton, "New Route Certificates Under the 
Civil Aeronautics Act of 1938," Air Law Review XII (April 
1941): pp. 108-112. 
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During a formal hearing, an airline presented evidence 

to the C.A.A.'s trial examiners. Public necessity and 

convenience, which took on more importance in the new route 

hearings, was the foundation for all of the authority's 

decisions. The definition of public necessity and 

convenience was complex. The Civil Aeronautics Act defined 

public necessity and convenience as the needs of the local 

community in conjunction with the present and future 

requirements of the national air transportation system. 

Included in the equation was the cost to the federal 

government in the carriage of mail, the upgrading or 

development of new civil airways, and the scope of the 

passenger markets connecting the proposed route.̂ ® 

There were two types of new route applications. First 

was an application for an unestablished new route. Second 

was a request for competition on a route already served by 

another airline. As air mail payments strengthened the 

airline industry, the C.A.A. received more requests to 

provide competitive service on established routes.^' 

With the inauguration of the grandfather and new route 

cases, the Civil Aeronautics Authority initiated two studies 

to analyze air traffic throughout the nation. The first 

study was a station-to-station analysis that determined the 

flow of passengers and mail between various terminal points. 

"Ibid., pp. 114-115, 121-123 

"Ibid., pp. 128-129. 
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This study was vital in evaluating competition on existing 

routes. The second traffic study was an origin-and-

destination analysis. This examination provided vital 

information on the nation's traffic needs and was the key in 

determining the amount of competition on routes.*" The 

enormous amount of work and time necessary for each hearing 

worried the C.A.A. To expedite the process, the authority 

changed its hearing policy. Many times hearings were delayed 

because of legal differences between the trial examiners and 

the airlines' attorneys. Now, a prehearing conference was 

held before the start of each formal hearing. Prehearing 

conferences ironed out many of the administrative and legal 

obstacles before the formal proceedings. The new hearing 

procedure was based on a method similar to that used in the 

United States Supreme Court.*' 

From May 1939 to June 30, 1940, thirty-seven new route 

applications were filed by domestic airlines totaling 14,676 

miles. During this period, the authority granted three 

routes and denied four routes while six applications were 

withdrawn. Northwest Airlines received the route from St. 

*°Second Annual Report of the Civil Aeronautics 
Authority, 1940 (Washington, D.C: GPO, 1941), p. 5. 

*'lbid., p. 5. During the 1960s and 1970s, one of 
criticisms of economic regulation was its drawn out route 
hearings. In particular, authors William Jordan, Alfred 
Kahn, and Stephen Breyer attacked the C.A.B. for this 
administrative inefficiency. The prehearing conference, 
however, was an example of the C.A.A.'s early attempt to cut 
down the bureaucratic red tape. 
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Paul-Minneapolis to Duluth. Pacific Alaska Airways won the 

run from Seattle to Juneau. Eastern Airlines obtained the 

route from Nashville to Evansville, Indiana.*' 

Because the Civil Aeronautics Authority considered the 

first years of regulated competition to be experimental, it 

established a policy of restrictive entry. The C.A.A.'s 

first priority was the grandfather airlines. The authority 

had to stabilize the industry with secure routes and air 

mail subsidy. Only with the established airlines' economic 

rejuvenation could the authority consider the introduction 

of new carriers. From 1938-1941, no new air carriers filed 

applications for route service. With controlled competition 

and air mail subsidy, the domestic airlines regained a solid 

economic footing. The domestic route system was created with 

a foundation of grandfather routes and a superstructure of 

new routes. Even with this success, problems existed within 

the agency. Ultimately, these organizational impasses 

brought down the Civil Aeronautics Authority. 

*'Second Annual Report Civil Aeronautics Authority. 
1941 (Washington, D.C: GPO, 1941), p. 4. 
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CHAPTER VI 

FROM REORGANIZATION TO WAR 

In 1940, the earlier internal jurisdictional problems 

continued to plague the Civil Aeronautics Authority. Because 

Franklin Roosevelt feared that unsolved problems might 

cripple civil aviation, he asked the Bureau of the Budget's 

Division of Administrative Management to examine the 

conflict. After several months of investigation, the 

Division of Administrative Management sent Roosevelt its 

conclusions and recommendations.' 

The Division of Administrative Management's report was 

critical of Title II of the Civil Aeronautics Act. The 

report revealed that though the Civil Aeronautics Act drew 

sharp distinctions between the executive, quasi-legislative, 

and judicial functions, authors of the law were unclear in 

their definition of Civil Aeronautics Authority. Throughout 

the language of the Act, the term Civil Aeronautics 

Authority and the authority were used interchangeably. 

Sometimes when the Act indicated Civil Aeronautics 

Authority, the statute meant the authority while at other 

times it meant the administrator. The interchangeable usage 

'"Bureau of the Budget Summary of Civil Aeronautics 
Study," undated, p. 1, Box 2, OF, FDRL. 
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of the Civil Aeronautics Authority throughout the statute 

mistakenly created overlapping functions and jurisdictions. 

To alleviate the problems, the Division of Administrative 

Management recommended a complete reorganization of the 

Civil Aeronautics Authority.' 

Under Reorganization Plans III and IV, two new agencies 

were created from the old Civil Aeronautics Authority: the 

Civil Aeronautics Administration and the Civil Aeronautics 

Board. The Civil Aeronautics Administration took over all of 

the functions of the administrator and was transferred to 

the Department of Commerce. The Civil Aeronautics Board 

retained all of the economic regulatory duties of the 

authority and absorbed the Air Safety Board. The Civil 

Aeronautics Board had administrative ties to the Department 

of Commerce, but it remained an independent regulatory 

agency.^ 

Roosevelt believed Reorganization Plans III and IV 

would accomplish several goals. First, placing the 

regulation of civil aeronautics within the Department of 

Commerce saved money. Second, Cabinet level exposure of 

civil aviation allowed the Secretary of Commerce to channel 

critical issues to the President. With the growing 

importance of commercial aviation to defense, Roosevelt 

'Ibid., pp. 1-3. 

^"President Reorganizes the C.A.A.," The Journal of Air 
Law and Commerce, IX (April 1940): pp. 167-171. 
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realized that a well organized airline industry was vital to 

any future national emergency. As war spread throughout 

Europe and Asia, his interest in civil aeronautics peaked.* 

Reorganization, however, presented both advantages and 

disadvantages. On one side, Roosevelt wanted to give the 

independent agency idea a chance to be successful. Yet, 

reorganization fit nicely into Roosevelt's new 

administrative program. After his sweeping victory in 1936, 

Roosevelt had begun a series of plans to restructure various 

departments within the Executive Branch.' By 1940, the 

problems within the Civil Aeronautics Authority, bothersome 

and sometimes embarrassing, became another avenue by which 

to advance his plans for the reorganization of the Executive 

Branch. 

Ironically, Roosevelt's need to reorganize the 

Executive Branch was created by the New Deal. The New Deal's 

response to the depression stimulated an unprecedented 

growth in the federal government. Roosevelt did not have the 

time to supervise three separate agencies regulating 

commercial aviation. With all Roosevelt's bureaucratic 

responsibilities, time became a valued commodity.* 

*Press release, April 30, 1940, Box 2, OF, FDRL. 

'Richard Polenberg, Reorganizing Roosevelt's 
Government: The Controversy Over Executive Reorganization 
(Cambridge: Harvard University Press, 1966), p. 25. 

*"Memo in Support of the Aviation Provisions of 
Reorganization Plans III and IV," undated, pp. 11-12, Box 2, 
Official File, FDRL. 
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In April 1940, opposition to Roosevelt's reorganization 

surfaced in Congress. Many congressmen were dumbfounded by 

Roosevelt's proposal. Because the Civil Aeronautics 

Authority had been in existence only for two years. Congress 

viewed its reorganization as premature and unwarranted. The 

strongest voices of congressional protest came from those 

legislators intimately involved with the creation of the 

Civil Aeronautics Act. Senator Patrick McCarran and 

Representative Clarence Lea believed Roosevelt wanted to 

destroy their hard won independent regulatory agency.' 

For other congressmen, the reorganization plans 

threatened airline safety. The troublespot of Reorganization 

Plans III and IV was the abolition of the independent Air 

Safety Board. Because the Civil Aeronautics Board 

established federal air safety regulations, placing the Air 

Safety Board under the control of the C.A.B. created a 

situation where the rulemakers judged their own rules. After 

thirteen months without accidents, many in Congress 

contributed the sparkling safety record to the Air Safety 

Board.® Because of this amazing record. Congress saw 

Roosevelt's reorganization plans as an invitation to 

disaster. 

'Rowe to Early, April 29, 1940, Box 5, OF, FDRL. 

'Dingell to Roosevelt, April 26, 1940, Box 3, OF, FDRL 
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Credit for this accident free period, however, must be 

given to the authority and the administrator, which 

established and enforced the safety regulations. The Air 

Safety Board investigated accidents only after they 

occurred. Since there were no accidents, it appeared as 

though the A.S.B. was the reason for the unblemished record. 

The real reason for the low numbers of fatalities was that 

the Civil Aeronautics Authority promoted a series of 

aviation conferences in which the airlines agreed to operate 

at slower speeds and limit operations in severe weather. 

These restrictions contributed to the airlines' excellent 

safety record.' 

Because of the growing controversy, some in Congress 

attempted to discredit Reorganization Plans III and IV with 

a flood of misinformation. Supporters of the Civil 

Aeronautics Authority claimed Roosevelt's transfer of 

commercial aviation regulation to the Department of Commerce 

would not save money, but would serve only to destabilize 

the rejuvenating airline industry. Clarence Lea and other 

congressional aviation advocates argued that the success of 

the Civil Aeronautics Act was dependent on an independent 

agency regulating civil aviation.'" 

'"Memo in Support of the Aviation Provisions of 
Reorganization Plans III and IV," undated. Box 2, OF, FDRL 

'""Statement By the President," April 30, 1940, Box 2, 
OF, FDRL. 
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Congressional concerns over national aviation policy 

and airline safety were not the only motivations for 

fighting Roosevelt's executive realignment. The debate took 

on a partisan flavor when Republicans used the defection of 

some Democrats as an opportunity to discredit the entire New 

Deal. Sixty Republicans criticized the abolition of an 

independent Air Safety Board. In 1938, however, these same 

Republicans, had been against the formation of an 

independent Civil Aeronautics Authority." 

Finally, some congressmen asserted that the transfer of 

the Civil Aeronautics Authority was a throw back to the 

unsafe and confused days when the regulation of aviation 

safety was handled by the Department of Commerce. During the 

Bureau of Air Commerce's tenure, some argued, disjointed 

implementation of national aviation policy by the Secretary 

of Commerce resulted in poor safety and low morale for the 

airlines." 

Roosevelt countered the avalanche of congressional 

protest with his usual confidence. He downplayed the 

economic motive in reorganization and emphasized that the 

new organization made the regulation of air transportation 

more efficient. Also, Roosevelt noted that most congressmen 

were unaware of the many internal jurisdictional problems 

"Memo, May 9, 1940, Box 5, OF, FDRL. 

"John D. Dingell to Roosevelt, April 26, 1940, Box 3, 
OF, FDRL. 
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within the Civil Aeronautics Authority. He argued that his 

plan did not abolish the functions of the Air Safety Board, 

but only the agency's independent status.'̂  

Roosevelt assuaged fears of the domination of aviation 

policy by the Department of Commerce with the reassurance 

that despite the Civil Aeronautics Administration transfer, 

the Secretary of Commerce had no authority to alter national 

aviation policy. Also, Roosevelt added that the Civil 

Aeronautics Board operated as an independent agency. Despite 

congressional opposition, Roosevelt's staff seemed confident 

that Reorganization Plans III and IV would pass.'* 

But members of Congress were not the only government 

officials opposed to dismantling the Civil Aeronautics 

Authority. With the exception of Robert Hinckley, all 

members of the authority resisted reorganization. Also, the 

entire membership of the Air Safety Board contested 

Roosevelt's abolition of the agency's independent status." 

The chairman of the Air Safety Board, Thomas O. Hardin, 

bitterly fought against Roosevelt's reorganization. His 

defiance peaked with a fifteen-page pamphlet explaining the 

importance of an independent Air Safety Board to a safe and 

prosperous airline industry. Hardin did not stop with his 

'^Roosevelt to John D. Dingell, May 28, 1940, Box 3, 
OF, FDRL. 

14 Memo, April 26, 1940, Box 5, OF, FDRL. 

"Rowe To Roosevelt, December 19, 1941, Box 4, OF, 
FDRL. 
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public assaults. He was clandestinely behind several 

attempts to scuttle the reorganization. Hardin leaked vital 

information to Senator Patrick McCarran, a leading opponent 

of Roosevelt's plans. Also, Roosevelt's staff believed that 

Hardin was the "brains" behind the Airline Pilots 

Association's (ALPA) attack on Reorganization Plans III and 

IV. Because of these public and private attacks and the fact 

that Hardin used government time and money to promote his 

personal views, Roosevelt dismissed him.'* 

Despite Roosevelt's assurances, there were obvious 

flaws in Reorganization Plans III and IV. James Rowe, 

assistant to the president, believed that the transfer of 

the Air Safety Board to the Civil Aeronautics Board had the 

potential for a conflict of interest. Rowe worried that the 

transfer of investigation of accidents to the same agency 

that made the safety rules had the potential to cover-up the 

probable cause of an airline accident. After consideration, 

however, he believed that the motivation for a "whitewash" 

was limited. The establishment of an air safety division 

within the Civil Aeronautics Board might create stronger 

safety regulations. Rowe convinced Roosevelt that the 

possible conflicts of interest were avoidable and unlikely. 

He advised Roosevelt not to answer any direct questions on 

the relationship between safety regulation and the 

'*Roosevelt to Hardin, April 29, 1940, Box 5, OF, FDRL; 
Rowe to Early, April 29, 1940, Box 5, OF, FDRL. 
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investigation of commercial accidents unless specifically 

asked by curious journalists." 

In May, Roosevelt submitted his blueprint to Congress, 

which required only the approval of one chamber to be 

implemented. The House of Representatives failed to ratify 

his reorganization plans. Roosevelt, however, had one more 

chance for approval. In the Senate, Roosevelt turned up the 

political heat. Placing his personal prestige on the line, 

Roosevelt swayed enough Senators to go along with 

reorganization. The plans passed in the Senate by a 46 to 34 

margin. On June 30, 1940, Reorganization Plans III and IV 

went into effect, ending the short life of the independent 

Civil Aeronautics Authority.'® 

The demise of the Civil Aeronautics Authority marked an 

end to the first experiment with independent regulatory 

control over commercial aviation and the agency's unique 

organizational structure. The Civil Aeronautics Authority as 

an organizational entity certainly had problems. Both 

Congress and the Roosevelt Administration failed to 

anticipate the problems with the vague language of the Civil 

Aeronautics Act. Though Brownlow's regulatory experiment did 

not work, the duties of the old Civil Aeronautics Authority 

"James Rowe to Steve Early, April 30, 1940, Box 5, OF, 
FDRL. 

'®John R. M. Wilson, Turbulence Aloft: The Civil 
Aeronautics Administration Amid Wars and Rumors of Wars 
(Washington, D.C: GPO, 1979), p. 57. 
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were not abolished, but only transferred into new agencies. 

Because of an independent agency's unclear administrative 

status, Roosevelt never really liked the Civil Aeronautics 

Authority. With reorganization, he regained more control 

over commercial aviation. 

Despite the difficulties that plagued the Civil 

Aeronautics Authority throughout its short life, the 

authority accomplished many important goals. The C.A.A. 

stabilized the airline industry and developed a rational air 

transportation system. Because the prewar airline industry 

was small, the absorption of the Air Safety Board's duties 

was not an immediate burden. In the post-war period, 

however, the accident investigation duties would tax the 

C.A.B.'s limited budget. With the creation of the new Civil 

Aeronautics Board, there was complete continuity in 

regulatory policy with the Civil Aeronautics Authority. 

The new Civil Aeronautics Board wasted little time 

before making its first policy decision. In August 1940, it 

approved T.W.A.'s acquisition of Marquette Airlines. 

Initially, the Civil Aeronautics Board had denied the sale 

of Marquette to the large trunk carrier because of the 

excessive price for the small airline. Marquette officials 

had asked for $385,000, but the C.A.B. believed that 

Marquette Airlines was not worth that price. By August, 

Marquette Airlines officials had reduced the asking price by 

$160,000, and the Civil Aeronautics Board granted permission 
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for the sale. T.W.A.'s acquisition of Marquette Airlines was 

the exception to the rule during the first three years of 

regulated competition. The C.A.B. viewed large mergers as 

anti-competitive and took measures to prevent any corporate 

consolidation. During this period of corporate 

stabilization, the board wanted to preserve competition 

within the industry. The C.A.B. allowed Marquette's purchase 

because of its minor competitive consequences. The Civil 

Aeronautics Board ended the summer of 1940 with an 

acquisition of its own. Roosevelt filled Robert Hinckley's 

vacancy with Dr. George P. Baker, a former professor of 

commerce and transportation at Yale University." 

By 1941, the Civil Aeronautics Board had established a 

policy of restricted entry into transcontinental service. 

Only the "Big Four" airlines were granted trunk routes. The 

C.A.B. halted Northwest Airlines's attempt to inaugurate 

transcontinental service from New York to Minneapolis, 

Minnesota. The C.A.B. opened up more competition in the more 

established markets. Though the Big Four dominated 

transcontinental routes, the C.A.B. granted medium routes to 

regional airlines to bring about a competitive balance. In 

the Atlanta-Knoxville-Lexington-Cincinnati case, both Delta 

and Pennsylvania Central Airlines proposed service 

connecting the southeastern United States with the old 

"Civil Aeronautics Board press release, December 19, 
1940, pp. 1-2, Box 2, Official File, FDRL. 
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midwest. Pennsylvania Central, however, wanted to fly from 

Pittsburgh and link up with the coveted southeastern route. 

Eastern Airlines countered that this proposal diverted 

traffic from their routes in the southeast. The Civil 

Aeronautics Board, however, concluded there was no evidence 

to substantiate this claim.'" 

This proposed new route was devoid of any modern airway 

facilities and would cost the Civil Aeronautics 

Administration $265,000 for improvements. The C.A.B. trial 

examiners found that the Cincinnati route to Atlanta was a 

duplication and favored Pennsylvania Central Airlines. But 

during the decision process, the Civil Aeronautics Board 

overturned the examiners' recommendation and granted the 

route to Delta Airlines." 

The question for the Civil Aeronautics Board hinged on 

whether to grant new routes to an existing airline or to a 

new air carrier. Both Pennsylvania Central and Dixie 

Airlines filed applications for the proposed Pittsburgh to 

Birmingham, Alabama, route. Each airline needed substantial 

air mail subsidy to make the route profitable. Because Dixie 

Airlines was a paper concern, the Civil Aeronautics Board 

did not believe that the air carrier was capable of 

'"Frank L. Barton, "Additional Service for the 
Southeast," The Journal of Air Law and Commerce XII 
(November 1941): pp. 244-248. 

Barton, p. 246. 
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financing the new operations. Subsequently the route went to 

Pennsylvania Central Airlines." 

The Civil Aeronautics Board favored existing airlines 

during the first three years of regulated competition 

because these carriers were financially mature. Entry into 

the airline industry was very capital intensive. Paper 

concern airlines, devoid of equipment and vital business 

experience, would cost the federal government too much money 

in air mail subsidy. The established large trunk carriers 

and regional airlines were able to spread their expenses 

throughout their route systems to cut down the costs of the 

acquisition of new routes. The C.A.B. had spent a great deal 

of time and money on stabilizing the airlines industry, and 

it could not afford to allow untested air carriers to upset 

the delicate balance. In 1940, however, no companies filed 

application for entry at the trunk or regional level. The 

Civil Aeronautics Board decided that at the present time 

there were enough certified airlines to handle all the 

nation's passenger and mail traffic requirements. 

Despite the C.A.B.'s accomplishments, the war in Europe 

continued to influence policy makers. By January 1941, the 

national defense movement began to affect civil aviation. 

Though the Civil Aeronautics Board created civil aviation 

policy, the airlines' procurement of supplies and equipment 

was limited because of the international crisis. Soon the 

"Barton, pp. 255-256. 
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government placed restrictions on airlines' orders for the 

new long-range Douglas DC-4 aircraft. Because of the 

deteriorating situation in Europe, many airline analysts 

feared that, in the event of a war, the federal government 

might nationalize the airlines.'^ For the moment, the 

national defense effort did not alter the creation of new 

routes, only the ability of the airlines to modernize their 

fleets and provide more efficient service. 

The end of the year brought administrative changes. By 

December 1941, Grant Mason's term was near expiration. 

Chairman Harllee Branch recommended his reappointment. 

Branch claimed that Mason was a hard worker and made vital 

contributions to the C.A.B. Despite Branch's support, 

Roosevelt had problems with Mason. Roosevelt questioned 

Mason's loyalty because of his independent political status 

and public opposition to the reorganization of the Civil 

Aeronautics Authority. Essentially, Roosevelt wanted to 

purge any "disloyal" members of the Civil Aeronautics 

Board.'* For Roosevelt, attrition was the only way to 

revitalize the Civil Aeronautics Board with new members who 

supported his political agenda. 

Other officials advised Roosevelt to drop Mason. 

Secretary of Commerce Harry Hopkins confirmed Roosevelt's 

23 

24 

FDRL. 

Aviation, December 1941, p. 126. 

Early to Roosevelt, December 5, 1941, Box 4, OF, 
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suspicions. Hopkins claimed that Mason was a "timid soul" 

who did not support the president's legislative program. 

Though Mason was well liked by his fellow board members and 

the airlines, James Rowe argued he was a mediocre member of 

an excellent board." 

Hopkins recommended L. Welch Pogue to fill Mason's 

vacancy. L. Welch Pogue was the General Counsel for the 

Civil Aeronautics Board. Hopkins maintained that Pogue's 

office did most of the work on the route cases. Pogue was a 

young and knowledgeable New Dealer who had credible ties to 

the airlines, but not to the vested interests of the 

industry. Also, Hopkins suggested to Roosevelt that Pogue be 

made chairman.'* Roosevelt took Hopkins' advice and 

appointed L. Welch Pogue as new chairman of the Civil 

Aeronautics Board. Roosevelt used Branch's illness as an 

excuse to switch the chairmanship. He wrote Branch that 

Pogue's chairmanship would give him a much needed reduction 

in work, but assured Branch that the chairmanship would 

remain revolving." 

25, R̂owe to Roosevelt, December 19, 1941, Box 4, OF, 
FDRL; Hopkins to Roosevelt, December 13, 1941, Box 4, OF, 
FDRL. 

26 Ibid. 

"Roosevelt to Branch, December 23, 1941, Box 4, OF, 
FDRL. In November 1941, Harllee Branch was forced to take a 
two weeks' leave of absence because of gastro-intestinal 
problems caused by overwork. 
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Changes in membership did not alter the board's entry 

policy. From July 1, 1940, to December 1941, the Civil 

Aeronautics Board decided on forty-four route applications. 

Fourteen were denied and eleven were withdrawn by the filing 

airlines. The C.A.B. granted seven new routes totaling 4,289 

miles. By the end of 1941, most major commercial and 

industrial centers in the United States were linked by 

sixteen domestic airlines. Trunk and regional carriers--

All-American, American, Braniff, Chicago and Southern, 

Continental, Delta, Eastern, Inland, Mid-Continent, 

National, Northeast, Northwest, Pennsylvania Central, 

Transcontinental and Western, United, and Western Airlines— 

crisscrossed the U.S. airmap.'® 

By December 1941, the Civil Aeronautics Board had 

completed all of its initial goals set forth by the Civil 

Aeronautics Act. The airlines were financially sound, and a 

comprehensive air route network was firmly in place. During 

the first three years of regulated competition, the C.A.B. 

adopted a policy of restrictive entry. This policy was 

promoted because of the financial instability of the airline 

industry in the late thirties. As a regulatory commission, 

the Civil Aeronautics Board specifically chose a course of 

deliberate speed to create economic stability through 

restricted entry and substantial air mail payments to 

'"Annual Report of the Civil Aeronautics Board, 1941 
(Washington, D.C: GPO, 1942), pp. 12-14; Ibid., Appendix D 

122 



rejuvenate the U.S. domestic airlines. Because of the Civil 

Aeronautics Board's regulatory policies, U.S. domestic 

airlines were in a strong position to contribute to the 

United States' victory in a two-front world war. 
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CHAPTER VII 

THE CIVIL AERONAUTICS BOARD DURING 

THE SECOND WORLD WAR 

On December 7, 1941, the roar of Japanese naval 

aircraft shattered the early morning tranquility at Pearl 

Harbor and throughout other U.S. military installations in 

the Hawaiian Islands. Within hours of the attack, the radios 

of domestic civilian aircraft crackled with the news of the 

Japanese attack. Immediately, airliners on the ground flew 

to the nearest military base while aircraft in the air 

landed at the closest airport, discharged their passengers, 

and then flew to the nearest U.S. Army Air Corps base.' 

Pan American Airways, because of its seaplanes and vast 

overseas installations, was able to lend immediate 

assistance to U.S. armed forces throughout the Western 

Pacific. Also, Pan American flew personnel and equipment to 

military bases throughout the Caribbean and South America. 

During the next week, several domestic air carriers--United, 

American, and Transcontinental and Western Airlines—flew 

'Ronald Spector, Eagle Against the Sun: The American 
War with Japan (Free Press: New York, 1985), pp. 1-2; 
Reginald Cleveland, Air Transport at War (New York: Harpers 
& Brothers, 1946), pp. 4-7, 20. In 1936, Edgar Gorrell of 
the Air Transport Association met with officials of the War 
Department and outlined the airlines' role in the event of a 
war. The plan which outlined that certain designated civil 
aircraft would deploy to the nearest air bases once war 
broke out was updated in the following year, and remained 
virtually intact until the attack on Pearl Harbor. 
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key personnel to strategic points in Central and South 

America.' 

Once the United States was at war with the Axis powers, 

Franklin D. Roosevelt planned for the utilization of the 

U.S. transportation system. Because of the importance of 

commercial aviation to the national defense effort, 

Roosevelt considered nationalizing the airline industry. 

During the week after Pearl Harbor, he met with General H. 

H. Arnold, chief of the United States Army Air Corps, Edgar 

Gorrell, president of the Air Transportation Association, 

and representatives of the Civil Aeronautics Board to 

discuss the effects of nationalization on the airlines.^ 

For Gorrell, nationalization meant the loss of all that 

the airlines had achieved under the Civil Aeronautics Act. 

Gorrell and the Civil Aeronautics Board representatives 

convinced Franklin D. Roosevelt that the airlines could 

provide better assistance to the U.S. military without the 

constraints of government ownership. Instead of federal 

control, the airlines would sell and lease their aircraft to 

the United States Army and Navy. Also, within this unique 

'Cleveland, pp. 5-8. 

^Cleveland, pp. 17-20, 57-60; Joseph Eastman, "The 
Office of Defense Transportation," The Annals of the 
American Academy of Political and Social Science 
(Philadelphia: AAPSS, 1943), pp. 1-3. 
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relationship, the airlines' employees could provide years of 

vital administrative, management, and operational experience 

to the United States Army Air Corps.* 

While Gorrell, Arnold, and Roosevelt mapped out the 

airlines' new role, the Civil Aeronautics Board began its 

own preparations for war. The C.A.B. had not been inactive 

before Pearl Harbor. With the threat of hostilities, the 

C.A.B. was concerned about the implications of a conflict on 

the domestic airline industry. During the summer and fall of 

1941, the C.A.B. undertook several exhaustive studies to 

evaluate the most efficient way to utilize the airlines in 

time of war. These studies assisted the Civil Aeronautics 

Board in determining the military's needs and the initial 

wartime structure of the domestic route system.' 

Civil Aeronautics Board members realized that the role 

of the agency had to change because of the outbreak of war. 

For the preceding three years, the C.A.B.'s use of regulated 

competition established a financially secure airline 

industry and a sound domestic air route system. Though the 

Civil Aeronautics Board had previously dealt with Lend-Lease 

commitments, declaration of a two-ocean war placed new 

*Eastman, pp. 1-3. 

'"Hearing Before the Bureau of the Budget Concerning 
the Civil Aeronautics Board," p.4, Box 42A, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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burdens on the C.A.B. and transformed it from a regulatory 

agency to an arm of the Department of War.* 

In less than a week after Pearl Harbor, the Civil 

Aeronautics Board stopped accepting route applications. 

Except for those routes crucial for national defense, the 

C.A.B. suspended all route hearings. In all, ninety-seven 

cases were deferred because of the war; however, the board 

rushed fourteen route cases through because of national 

defense considerations.' 

Because all forms of domestic transportation were 

essential to victory, Roosevelt created the Office of 

Defense Transportation (O.D.T.) to coordinate all forms of 

domestic transportation: railroads, motor vehicles, inland 

and intercostal shipping, and airlines. The O.D.T. was a 

liaison between civilian regulatory agencies and the United 

States military establishment. Roosevelt tapped Joseph 

Eastman as Director of the Office of Defense Transportation 

Eastman, a member of the Interstate Commerce Commission, 

took a leave of absence to assume his position as head of 

the new agency. His duties as director included the 

organization of transportation to prevent congestion that 

might hold up personnel and materials for the war effort.® 

Ibid., pp. 4-5. 

'Annual Report of the Civil Aeronautics Board, 1942 
(Washington, D.C: GPO, 1943), pp. 20-21. 

®Eastman, pp. 1-3. 

127 



During the first weeks of 1942 the C.A.B. implemented 

two major changes in the administrative structure. The 

C.A.B. combined the work of the rates division with that of 

the audit division. Also, the board created a research and 

analysis division to help with economic evaluation of route 

applications. Finally, the C.A.B. members initiated a call 

for an agency-wide rejuvenation. After four years of 

regulated competition, board members did not want employees 

to lose sight of the fact that the C.A.B. was more than a 

regulatory agency—it was supposed to be a "dynamic force" 

within the airline industry.' 

During February, the C.A.B. conducted a detailed 

analysis of the airlines' fleets to determine which aircraft 

would be sold or leased to the government. The War 

Department requested two hundred aircraft from the domestic 

airline fleet of 365. The remaining aircraft were used for 

scheduled service within the continental United States. The 

Civil Aeronautics Board acted as arbitrator in the 

negotiation of contracts between the domestic airlines and 

the government.'" 

All scheduled civilian traffic was put on a priority 

basis. With the advice of the Civil Aeronautics Board, the 

'"Hearing Before the Bureau of the Budget Concerning 
the Civil Aeronautics Board," pp. 4-6, 21-22, Box 42A, 
Records of the Civil Aeronautics Board, RG 197, NA-S. 

'""Hearing Before the Bureau of the Budget Concerning 
the Civil Aeronautics Board," pp.4-6, 42A, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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Secretary of War controlled all air routes and traffic 

patterns. The Civil Aeronautics Board developed four classes 

of passenger travel. Class I, given priority over all 

traffic, included all passengers and cargoes required for 

the immediate war effort. Class II consisted of passengers 

and cargoes essential to a particular mission. Class III was 

personnel and cargo vital to war effort, but not urgent. 

Class IV included all other passengers and cargoes. Priority 

travel included White House staff, government and military 

officials, army and navy pilots. Cargo consisted of tools, 

machinery, blueprints, and construction personnel being 

flown directly to defense plants." 

Airline officials privately complained that this 

priority system would force non-defense passenger traffic to 

use railroads and bus lines. Publicly, the airlines assured 

their passengers that priority seating would not drastically 

cut into pre-war passenger service. Because of the military 

contracts, priority traffic, and the reduction of flights, 

airline load factors went up during the first months of the 

war. Now flights were filled to capacity, increasing profits 

for the airlines." 

By the next month, the C.A.B. decided which 

nonessential routes were to be completely or partially 

"Lewis Sorrel, "Air Transport Industries in Wartime," 
The Annals of the American Academy (Philadelphia: AAPSS, 
1944), pp. 83-85. 

"Sorrel, pp. 85-83; Aviation, January 1942, p. 170. 
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suspended for the duration of the war. Suspension of routes 

presented problems, because such decisions were not covered 

by the Civil Aeronautics Act. The Civil Aeronautics Board 

suspended many routes outright and partially discontinued 

others. Overall, the domestic scheduled milage was reduced 

from 366,867 to 207,838 miles." 

With the acquisition of a majority of the domestic 

airline fleet, the military was able to form a unit 

dedicated to vital airlift needs—the U.S. Ferrying Command. 

The United States Army Air Corps had little pre-war 

experience with commercial transport or airlift. Because the 

military had no military airlift capabilities, the domestic 

airlines played a key part in the development and the 

success of the U.S. Ferrying Command. The airlines provided 

a variety of experts and training for the U.S. Ferrying 

Command. Initially, both pilots and mechanics were deferred 

from the military draft. In the Ferrying Command, these men 

flew and maintained aircraft for the military. In some 

cases, airline executives joined the military and served as 

high ranking officials in the United States Ferrying 

Command. '* 

'^"Hearing Before the Bureau of the Budget Concerning 
the Civil Aeronautics Board," Box 42A, Records of the Civil 
Aeronautics Board, RG 197, NA-S. 

'*Aviation, February 1942, p. 298; Aero Digest, January 
15, 1944, pp. 53-55. 
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The airlines provided facilities throughout the country 

to convert civilian aircraft to military configurations. At 

civilian sites, passenger seats and commercial equipment 

such as galleys and sleepers were removed to transform the 

aircraft into transport aircraft. This assistance was 

invaluable to the U.S. Army Air Corps which did not have 

specialized conversion facilities. The airlines also 

contributed valuable mechanical, pilot, and navigation 

training for the U.S. Ferrying Command personnel. Both 

Braniff Airlines and T.W.A. trained U.S. Army Air Corps 

mechanics at their maintenance facilities." 

In July 1942, the U.S. Ferrying Command was reorganized 

into the Air Transport Command. A two-ocean war presented 

the United States with tremendous logistical problems. The 

resupply and reinforcement of troops in multiple theaters 

throughout the world, plus the added dimension of Lend-Lease 

commitments, taxed the limited resources of the Air 

Transport Command. By September, the leaders of the U.S. 

Army Air Corps realized that their airlift requirements were 

beyond the capabilities of the military. Soon, the domestic 

airlines personnel were contracted to fly routes with U.S. 

Army and Navy owned aircraft. 16 

"Aviation, September 1942, p. 216. 

'*Sorrell, pp. 81-85; Aviation, September 1942, pp. 85-
86. 
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The United States' global war requirements affected the 

way the airlines ran their operations. By 1942, many pilots, 

mechanics, and airline operations personnel joined the 

military or were drafted to serve in the Air Transport 

Command. Throughout the conflict, to compensate for the 

draft losses and the expansion of air service, the domestic 

airlines increased their personnel from 27,227 to 56,724." 

Pan American and Transcontinental and Western Airlines flew 

routes to North Africa, while Eastern Airlines covered all 

of South America. Northeast Airlines was responsible for the 

eastern coast of the United States. Northwest and Western 

Airlines covered the western coast of the United States. 

American and Pan American Airlines shared routes in the 

Pacific.'® 

Much of the airlines' success during the war was the 

result of the Civil Aeronautics Board's work before the war. 

Three years of regulated competition laid a strong 

foundation for the airlines to grow and prosper. Though the 

war siphoned off personnel and equipment, and limited 

routes, the airlines gained valuable experience from the 

war. 

Because of wartime restrictions and responsibilities, 

the airlines asked for increased financial help from the 

17 Sorrell, pp. 85-86. 

'®Wesley F. Craven and James L. Gate, The Army Air 
Forces in World War II: Services Around the World 7 
(Chicago: University of Chicago Press, 1958), pp. 11-13 
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Civil Aeronautics Board. Airline executives wanted increases 

in air mail payments to provide security against any losses 

incurred by the military's acquisitions or reduced domestic 

routes. In mid-1942, the airlines claimed that wartime 

responsibilities hurt the industry. The C.A.B. realized the 

potential ill effects of the war and was committed to 

keeping the airlines solvent. The Post Office, however, did 

not want to pay higher air mail rates because of the 

reduction in service." 

During the first year of the war, many airlines 

complained that the Civil Aeronautics Board took too much 

time in air mail rato hearings. The American Airlines' rate 

decision took fifteen months. Until that time, the C.A.B. 

had been prompt and consistent in its deliberations. In 

March 1942, the Civil Aeronautics Board announced that it 

would retroactively "recapture" previous subsidy by lowering 

current levels of air mail payments. Because of complaints 

over the policy, the Civil Aeronautics Board reversed its 

decision. The major flaw with the recapture was that it did 

not consider the airlines' participation in the war. 

Initially, there was confusion on the part of both the Civil 

Aeronautics Board and the airlines over the financial effect 

of the war on the airline industry. Though the C.A.B. 

reversed its policy on recapture for domestic carriers, the 

board tried to prevent excess earnings by the airlines from 

"Aviation, May 1942, p. 224 
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their wartime contracts and service. The C.A.B. feared that 

with excess profits the airlines would put money into 

dividends instead of strengthening their operations.'" 

While the C.A.B. pondered the future of the airlines, 

it released statistics measuring the effects of the war on 

commercial aviation. During the first months of 1942, 

airline industry analysts predicted the growth of passenger 

traffic, but were reluctant to give any solid numbers. By 

the end of the year, however, certain trends were obvious. 

Load factors jumped from 75 percent to 90 percent. Several 

reasons accounted for the increased load factors. First, all 

sleeper flights were eliminated, which added passenger 

capacity to flights. Second, most non-stop flights were 

eliminated from domestic schedules. Third, flight turn

around time decreased. Most aircraft were in constant use. 

The airlines saw sharp gains in passenger traffic and air 

express. Air express revenue went up drastically because of 

the expansion and development of new defense plants. Even 

with the loss of half their fleet, the domestic airlines 

showed significant gains." Large load factors amazed many 

airline executives, though most predicted that these 

operational anomalies were only temporary. W. A. Patterson, 

president of United Airlines, predicted that the airlines' 

'"The Journal of Air Law and Commerce XIII (April 
1942): pp. 140-141. 

"Aviation, October 1942, pp. 263, 356; Aviation, April 
1943, pp. 205-206. 
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passenger service would only augment that of the railroads 

in the post-war world." 

During the first year of war, the Civil Aeronautics 

Board established new routes to industrial centers such as 

Detroit and to Gulf and West coast cities with new or 

expanded defense facilities. Every route certificate granted 

by the Civil Aeronautics Board was based on defense needs. 

Delta Airlines received the Chicago to Atlanta route. 

Pennsylvania Central Airlines was granted service to 

Huntsville, Alabama, and Elizabeth City, North Carolina. 

American Airlines was granted a temporary certificate to 

Long Beach, California. The Civil Aeronautics Board granted 

Continental Airlines the Denver to Kansas City route over 

United Airlines, which provided needed competition in the 

western United States. Finally, the Civil Aeronautics Board 

finished its study on discount travel with the Air Tariff 

Discount Investigation. The Civil Aeronautics Board approved 

discount fares, but it suggested that the airlines be more 

consistent in their discount rates.'^ 

During the initial war years, passenger rates increased 

slightly from the first two years of government regulation. 

On February 11, 1943, the Civil Aeronautics Board requested 

all airlines to "show cause" to justify their passenger 

"Aviation, January 1943, p. 291. 

'^Civil Aeronautics Board Reports August 1941 to 
December 1942 III (Washington, D.C: GPO, 1945), pp. 1-2, 
262, 370, 250-255. 
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fares. The board realized that the airlines made tremendous 

profits with military contracts, air mail subsidies, and a 

high passenger load factor due to wartime priority traffic. 

To prevent the accumulation of any excess profits, the 

C.A.B. requested that the airlines reduce passenger rates by 

ten percent.'* 

By July, most air carriers implemented a fare 

reduction. American, Eastern, United and Transcontinental 

and Western Airlines reduced passenger rates by seven 

percent. Western Airlines lowered its rate by six percent, 

and within the year all remaining domestic carriers cut 

fares to match the level of the trunkline airlines. For 

example, a flight from New York to Chicago declined from 

$44.95 to $38.85, and a trip from New York to Miami went 

from $71.75 to $66.35." 

The war also altered the membership of the board. In 

March 1943, George P. Baker resigned his position to become 

Chief of the Requirements Branch, Quartermaster General's 

Office. Despite the vital importance of the Civil 

Aeronautics Board, the abundance of more glamorous wartime 

jobs made the Baker vacancy hard to fill. Roosevelt wanted 

to appoint Hugh Cox of the Board of Economic Warfare. Cox, 

'*Business Week, March 13, 1943, pp. 37-38; Civil 
Aeronautics Board: Handbook of Airline Statistics 
(Washington, D.C: GPO, 1961), p. 492. 

"Civil Aeronautics Board: Handbook of Airline 
Statistics (Washington, D.C: GPO, 1961), p. 492; 
Business Week, July 24, 1943, p. 26. 
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however, preferred his own job to the aviation appointment. 

Gerry Gessell, the General Counsel for the Security and 

Exchange Commission, was a top candidate to replace Baker, 

but he also turned down the nomination.'* Eventually, 

Roosevelt appointed Josh Lee. Lee was a former U.S. 

representative and senator from Oklahoma. As senator, Lee 

had been a member of the committee that drafted the Civil 

Aeronautics Act." 

While the C.A.B. changed complexion, some in Congress 

used the war as an opportunity to overturn Reorganization 

Plans III and IV. In March 1943, Representative Clarence 

Lea, one of the sponsors of the Civil Aeronautics Act, 

realized the vast post-war potential of commercial aviation. 

By this time, the airlines and the Civil Aeronautics Board 

had proved their effectiveness in the war effort. Lea also 

intended to restructure the regulation of commercial 

aviation. He had never forgotten that Roosevelt had 

dismantled the Civil Aeronautics Authority.'® 

With that in mind. Lea introduced H.R.1012 which called 

for the complete reversal of Reorganization Plans III and 

IV. Lea wanted to unshackle the economic and safety 

regulation of commercial aviation from the Department of 

'*Civil Aeronautics Journal, March 15, 1943, p.30; Rowe 
to Roosevelt, November 16, 1942, Box 3, OF, FDRL. 

"Civil Aeronautics Journal, March 15, 1943, p. 30. 

'"Aviation, March 1943, p. 291. 
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Commerce. His initiative sprang from his desire to 

reestablish the old Civil Aeronautics Authority. Lea's 

legislation upset Roosevelt, who rejected the proposed bill 

for two reasons. The bill went against his earlier 

reorganization plans. Furthermore, any restructuring of the 

Civil Aeronautics Board and the Civil Aeronautics 

Administration interrupted vital wartime work." 

By November, the bill had been revised five times and 

was now referred to as H.R.3420. Lea kept Roosevelt's 

objections out of debate and reports and pushed it through 

the subcommittee. The bill created a new Civil Aeronautics 

Commission, a Civil Aeronautics Administration, and a 

director of Air Safety.^" The premise behind Lea's omnibus 

transportation legislation was that under the administrative 

control of the Department of Commerce commercial aviation 

had been unsafe. Lea's argument was untrue. Under the 

jurisdiction of the Civil Aeronautics Board and the Civil 

Aeronautics Administration the airlines were both safe and 

financially sound. Without Roosevelt's support. Lea's drive 

for new transportation legislation failed.^' 

While Lea attempted to realign the airlines' regulatory 

structure, the industry received positive news from the 

"Cox to Roosevelt, May 26, 1943, Box 3, OF, FDRL; 
Roosevelt to Lea, June 4, 1943, Box 3, OF, FDRL. 

"Smith to Roosevelt, November 12, 1943, Box, 3 OF, 
FDRL. 

"Cox to Roosevelt, November 12, 1943, Box 3, OF, FDRL 
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military. As the U.S. Army Air Force procured new aircraft 

from production lines, it released some transports acquired 

at the beginning of the war. Not all of the released 

aircraft went into immediate passenger service. Sometimes 

the airlines used stripped down aircraft only for air mail 

and express. During 1943, with a fleet of 180 aircraft, the 

airlines flew 98,597,198 revenue plane miles. During the 

year the military released fourteen aircraft to the 

airlines. The increase in mileage was due to more aircraft 

and to better use of available equipment. Commercial 

aircraft flew more miles per day than any previous year.^' 

By 1943, the airlines had assimilated their wartime 

duties. With the war, both the increased scheduled traffic 

and military contracts brought the airlines profit and 

valuable experience. Though preoccupied with the needs of 

the war, the Civil Aeronautics Board realized that the large 

backlog of suspended applications and hearings had to be 

resolved in order to allow a smooth transition from war to 

peacetime travel. 

On June 21, 1943, the Civil Aeronautics Board reopened 

all suspended domestic applications and invited new 

applications for post-war routes. Because of the reduced 

staff and increased responsibilities of the Civil 

Aeronautics Board, applications with the same terminal 

points were lumped together in one case. By October, the 

"Ibid. 
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applications poured in at a record rate: 348 applications 

covering more than 511,170 miles of routes connecting 3,361 

cities. In addition to the new applications, there were 284 

outstanding route cases. Both new and old route applications 

proposed an expansion of the domestic route system by ten 

times." 

Applications included companies interested in 

establishing local service airlines. Because of the 

widespread interest in feeder carriers, the Civil 

Aeronautics Board started an investigation known as the 

Local-Feeder-Pickup Air Service.^* New applications covered 

a wide variety of airline projects. In addition to the 

standard scheduled passenger, the applications proposed 

feeder, helicopter, and non-scheduled air service. Some bold 

businessmen suggested gilder service, air ambulance and 

hearses, and even an hourly helicopter service to the floor 

of the Grand Canyon.^' 

In August 1943, the Civil Aeronautics Board decided on 

the Texas Case, which involved the expansion of service to 

Texas, New Mexico, and Colorado. The Civil Aeronautics Board 

opened the area previously dominated by Continental and 

"Annual Report of the Civil Aeronautics Board, 1943 
(Washington, D.C: GPO, 1944), p. 10. 

"The Civil Aeronautics Board Reports July 1944 to June 
1946 V (Washington, D.C: GPO, 1947), pp. 1-6. 

"Annual Report of the Civil Aeronautics Board, 1943 
(Washington, D.C: GPO, 1944), p. 10. 
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Transcontinental and Western Airlines to more competition by 

giving Braniff Airlines access to Denver and Amarillo, 

Texas." 

During this period, the C.A.B. granted several other 

route certificates. Chicago and Southern Airlines was given 

route extensions into Little Rock, Arkansas, over American 

Airlines. Northwest Airlines got routes into Green Bay, 

Wisconsin, and outlying towns. The North-South California 

case opened up the Los Angeles to San Francisco route from 

the grip of American Airlines and gave United and Western 

Airlines access to this lucrative run. Delta Airlines 

received the Dallas to New Orleans route over National, 

Eastern, Mid-Continent, Chicago and Southern Airlines. The 

board established these airways for national security 

reasons, but each route extension created more competition 

throughout the domestic route system.^' 

While the C.A.B. granted temporary routes, Clarence Lea 

began new efforts to restructure aviation regulatory 

agencies. In March 1944, Lea reintroduced H.R.3420 in the 

House. The bill called for the creation of a super agency 

called the Civil Aeronautics Commission, which combined the 

work of the Civil Aeronautics Board and the Civil 

Aeronautics Administration. Also, Lea's legislation would 

"The Civil Aeronautics Board Reports December 1942 to 
June 1944 IV (Washington, D.C: GPO, 1945), pp. 250-51. 

"Ibid., pp. 99, 254, 278-279. 
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create a new independent Air Safety Board. His plan was the 

reestablishment of the old Civil Aeronautics Authority.^® 

More controversial was Lea's attempt to rewrite 

portions of the Civil Aeronautics Act allowing surface 

carriers, railroads and shipping lines to acquire majority 

control over airlines or establish their own air carriers. 

Many ocean transport companies wanted to get into the 

airline business to develop integrated systems of shipping 

and commercial aviation. Advocates of surface carriers' 

development of airlines argued that competition in the 

airline industry had stagnated since the passage of the 

Civil Aeronautics Act.^' 

C.A.B. members opposed Lea's legislation. The board 

argued that the airlines were still in a formative period. 

With the tremendous changes that were to occur during the 

post-war period, board members wanted men controlling 

airlines who had a real interest in commercial aviation. The 

C.A.B. wanted to limit and control the type of post-war 

competition.*" The board believed that majority control of 

an airline by a railroad or shipping line deviated from the 

spirit of the Civil Aeronautics Act's separation of the 

transportation industries. By 1944, most airline executives, 

representatives from the Air Transportation Association, and 

"Aviation, March 1944, p. 263. 

"Ibid., p. 263. 

*"Warner to Lea, December 4, 1943, Box 3, OF, FDRL 
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officials in the Civil Aeronautics Board saw more things to 

dislike about H.R.3420 than to like. Once again. Lea's new 

aviation legislation died in Congress because of lack of 

support.*' 

While Lea attempted to reorganize commercial aviation 

regulation, the C.A.B. began to contemplate post-war route 

policy. Chairman L. Welch Pogue believed that the Civil 

Aeronautics Board had developed an appropriate air 

transportation system under the guidelines of the Civil 

Aeronautics Act. Despite his firm belief in the board's 

accomplishments, Pogue realized that with the resumption of 

new route hearings the Civil Aeronautics Board was entering 

a new era. Pogue wanted the C.A.B. to be cautious in its 

route decisions and formulation of new economic policies.*' 

In 1944, the Civil Aeronautics Board allowed Western 

Airlines to acquire Inland Airlines. Member Josh Lee 

dissented in the decision because he disliked the economic 

byrden that the acquisition placed upon Western Airlines. 

Pogue also believed that the Inlarid and Western Airlines 

merger was inconsistent with the public interest. For Pogue, 

the most important prerequisite for a merger was how well 

each airline integrated its route. He believed that Inland 

*'Aviation, May 1944, p. 218; Aviation, June 1944, 
p. 221. 

*'Pogue to Members of the Civil Aeronautics Board, 
December 11, 1944, Box 42A, Records of the Civil Aeronautics 
Board, RG 197, NA-S. 
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Airlines was plagued by bad management and lack of capital, 

which was a threat to Western Airlines' financial stability. 

Pogue's greatest fear was that after the war, the airlines' 

push for mergers would destabilize the industry. The Western 

and Inland Airlines merger touched off speculation that 

mergers would be the trend in the post-war period.*̂  

During the same period. Northeast Airlines acquired 

Mayflower Airlines. Essentially, Northeast bought 

Mayflower's certificate of necessity and convenience. The 

Civil Aeronautics Board did not approve the purchase until 

it was certain that the price of the certificate was not 

inflated. The C.A.B. had strict rules against speculation in 

route certificates. Finally, industrialist Howard Hughes 

acquired majority interest in Transcontinental and Western 

Airlines. The Civil Aeronautics Board approved the Hughes' 

takeover as long as he did not persuade the airline to buy 

any aircraft built by airframe manufacturers that 

subcontracted work from the Hughes Tool Company.** 

While the C.A.B. dealt with Hughes' takeover, it 

completed a monumental policy with immense post-war 

implications. In 1944, the Civil Aeronautics Board held the 

Local-Feeder-Pick Up Air Service investigation that 

determined the aviation needs of small communities and 

43 Ibid.; Air Transport, December 1943, pp. 71-73. 

**The Civil Aeronautics Board, July 1944 to June 1946 
VI (Washington, D.C: GPO, 1946), pp. 139-41, 158. 
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localities throughout the nation. From the beginning, the 

Civil Aeronautics Board was reluctant to undertake such a 

study, but the overflow of applications convinced it to 

develop feeder operations.*' 

The Civil Aeronautics Board recommended that any new 

service be limited to cities of 25,000 or more in 

population. Overall, the study showed that the traffic 

potential was not favorable for most small cities, and that 

air carriers would compete at the basic economic level with 

well developed railroads, bus lines, and personal 

automobiles. The Civil Aeronautics Board acknowledged that 

feeder service was experimental and suggested the use of 

three-year temporary certificates. The participation of 

surface carriers in feeder service was not excluded, but 

strictly limited by the Civil Aeronautics Board.** 

Despite the C.A.B.'s new route investigations, the 

industry was still shaped by the war. During 1944, the 

United States Army Air Force returned 120 aircraft to the 

commercial airlines, bringing the total of the civilian 

fleet to three hundred. Even with the added aircraft, the 

airlines were below the pre-war numbers. The Civil 

Aeronautics Board added sixteen cities and 5,316 miles to 

the domestic route system. The financial situation of 

carriers continued to improve as most domestic airlines paid 

*'lbid., pp. 1-6. 

**Ibid., pp. 2-7. 
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out dividends to stockholders. Throughout 1944, the airlines 

talked with banks and financial sponsors to acquire loans 

for the expansion of the post-war airlines industry.*' 

With the renewal of the route application process, old 

problems reemerged for the Civil Aeronautic Board. 

Throughout the suspension period, airlines had encouraged 

various individuals and groups to create support for new 

route service. These individuals and groups wrote letters to 

the Civil Aeronautics Board, asking it to inaugurate service 

in their communities. In May 1945, the Civil Aeronautics 

Board filed a written complaint with the Air Transportation 

Association over the airlines' letter writing Ccimpaign. 

After numerous written warnings over two years. Chairman L. 

Welch Pogue informed A.T.A. President Stuart Tipton that the 

annoying letters must stop, or the Civil Aeronautics Board 

would take formal action. Pogue complained that these 

practices were time consuming and had little effect on the 

outcome of the route decisions.*® 

Throughout the summer months, the C.A.B. held 

conferences with the Air Transport Association and the 

Department of War to establish an aircraft reallocation 

policy. Overall, the process was simple. Airlines would make 

their aircraft requests through the Air Transportation 

47, ^Annual Report of the Civil Aeronautics Board, 1944 
(Washington, D.C: GPO, 1946), pp. 1-2. 

*®Pogue to Tipton, May 1, 1945, Box 43, Records of the 
Civil Aeronautics Board, NA-S. 

146 



Association, while the Civil Aeronautics Board worked 

closely with the War Department to assure a quick and 

efficient transfer of aircraft. The Air Transport 

Association requested that the Civil Aeronautics Board 

immediately reallocate 153 aircraft. The War Department, 

however, advocated a more restrictive policy and wanted to 

reallocate them over a period of six months. Though the war 

continued in the Pacific, Germany's surrender freed many 

aircraft for commercial purposes. With the increased demand 

for transportation from the public and the airlines' desire 

to expand their domestic routes, the Civil Aeronautics Board 

attempted to transfer aircraft as rapidly as possible.*' 

In stark contrast to the first days of the war, the 

Civil Aeronautics Board added 8,351 miles to the domestic 

route system during the last year of the war. All airlines 

showed profits, and ten air carriers paid dividends. With 

the surrender of Japan, the demand for new routes increased, 

placing the Civil Aeronautics Board under tremendous 

pressure to meet the new requests for domestic commercial 

air travel. In September 1945, the Civil Aeronautics Board 

began hearings on route cases that defined the immediate 

post-war domestic route system: the Rocky Mountain States, 

West Coast, Florida, North Central, Texas-Oklahoma, Great 

*'Pogue to Tipton, May 1, 1945, Box 43, Records of the 
Civil Aeronautics Board, NA-S. 
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Lakes, Southeastern States, New England, Mississippi Valley, 

and Middle Atlantic States Area route cases.'" 

The years 1941 to 1945 were pivotal for the Civil 

Aeronautics Board and the airline industry. The 

contributions of the C.A.B. and the airlines to the victory 

in World War Two proved that regulated competition created 

an air transportation system without rival. The war 

continued many of the positive trends initiated by the 

passage of the Civil Aeronautics Act: financial stability 

and expansion of the domestic route system. With 

participation in both the Air Transport Command and domestic 

operations, the airlines proved the safety, flexibility, and 

economic viability of air travel to the American public. 

The war ended an experimental phase begun with the 

Civil Aeronautics Act. With the end of hostilities, the 

C.A.B was deluged by new route applications. The post-war 

era provided the Civil Aeronautics Board new challenges. 

Board members had to determine the type of competitive air 

service, and the amount of air mail subsidy necessary for 

the continued development of the airline industry. The Civil 

Aeronautics Board and the U.S. air carriers entered this new 

era with confidence, aware of the great possibilities for 

commercial aviation, but conscious of the potential 

pitfalls. 

'"Annual Report of the Civil Aeronautics Board, 1945 
(Washington, D.C, 1946), p. 17. 

148 



CHAPTER VIII 

THE C.A.B. DURING THE IMMEDIATE POST-WAR PERIOD 

The Second World War ended with the surrender of 

Japanese forces in September of 1945. With the cessation of 

hostilities in the Pacific, the United States began the 

process of reconversion. For a nation that had been at war 

for the past four years, reconversion meant dramatic 

economic and social changes. Though the change to a 

peacetime economy began in 1944, victory in the Pacific 

assured a concentrated effort to overhaul the arsenal of 

democracy and retool the U.S. economy for its new role in 

the American century.' 

The move to a peacetime economy had a dramatic impact 

on all aspects of national transportation, in particular, 

the commercial aviation industry which had been tied to a 

system of military priorities throughout the war. For the 

Civil Aeronautics Board, peace brought a return to complete 

regulatory control over the airlines. Yet even with the 

success of the domestic airlines' role in World War Two, the 

reality of the United States' new international economic and 

military dominance created the need for a C.A.B. policy to 

'George Q. Flynn, The Mess in Washington: Manpower and 
Military Mobilization in World War II (Westport: Greenwood 
Press, 1979), pp. 240-248. 
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solve new problems and fulfil the great potential of civil 

aviation's immediate future. 

In September 1945, long-time C.A.B. member Edward 

Warner resigned his position and accepted the presidency of 

the Provisional International Civil Aviation Organization 

(P.I.C.A.O.). The P.I.CA.O. position was very prestigious 

and offered Warner new challenges. Initially, he planned to 

resign in August, but President Harry Truman convinced 

Warner that his presence was needed during the crucial 

transitional months from war to peace. He stayed only for a 

month, and his resignation was a significant loss for an 

agency entering a new era.' Warner was highly respected in 

the airline community and was instrumental in forging many 

of the C.A.B.'s early policies on competition and air mail 

payments. 

Despite the loss, the Civil Aeronautics Board 

confidently made the transition to peace. In October 1945, 

the U.S. military released 212 aircraft. Except for twenty 

DC-4s, all of the aircraft returned to the air carriers were 

DC-3s which doubled the size of the U.S. domestic airline 

fleet. During this transitional period the C.A.B. adopted a 

first come, first serve policy to redistribute the aircraft. 

The flow of aircraft to the airlines was slowed by the 

dearth of reconversion facilities to transform military 

'Warner to Truman, August 17, 1945, Box 36, White House 
Central File-Official File, hereafter cited as WHCF, Harry S 
Truman Library, hereafter cited as HSTL. 
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aircraft to commercial configurations. The scarcity of 

planes, coupled with the great demand for service, created 

deceptive traffic figures. These traffic figures convinced 

C.A.B. officials that once reconversion was completed, total 

passenger traffic would increase by 45 percent. The 

optimistic traffic figures misled the C.A.B. to believe that 

there would be an immediate air travel boom. The wartime 

usage of planes glamorized commercial aviation for many 

Americans, who now wanted to travel by air. By the end of 

the month, the C.A.B. abolished the wartime travel priority 

system.^ Unfortunately, the lack of civil aircraft and the 

continued needs of the U.S. military prevented the airlines 

from fulfilling the desires of the American public. 

Because of the demand for air service, the C.A.B. began to 

study the operational problems of the airlines. Recent 

difficulties with shortage of seating were magnified by the 

lack of a modern passenger reservation system. Chairman L. 

Welch Pogue contacted Stuart Tipton, the president of the 

Air Transport Association (A.T.A.), to investigate the 

severity of the problem. The C.A.B. asked Tipton to work 

with the airlines to develop an efficient reservation 

system. Also, Pogue made his own recommendations regarding 

the reservation dilemma. Airlines must require the 

reservation holder to purchase the ticket before the flight. 

^Pogue to Rabin, November 26, 1945, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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Also, passengers must call the airlines to indicate whether 

they will use the seat. Pogue's cumbersome suggestions were 

implemented during the war with limited success. In 

principle, Pogue was reluctant to involve the C.A.B. in an 

internal business problem. He believed that the airlines as 

an industry should solve their own predicaments. Pogue told 

Tipton, however, that if the situation was not resolved, the 

Civil Aeronautics Board would correct the problem.* 

With the return to peace, the airlines wanted to use 

revenues earned during the war to expand services to meet 

the growing post-war travel demands. From September to 

December 1945, the C.A.B. received over nine hundred route 

applications. Most of the requests submitted were for new 

routes throughout the United States. Other route 

applications asked to continue service established to cities 

during the war for national defense purposes.' 

The avalanche of applications overwhelmed the small 

staff of the C.A.B. The board divided all requests into 

eleven geographical regions. All new route petitions that 

fit into one region were placed in a single route case. 

Cases ranged from a dozen to fifty applications depending on 

the importance of the region. In situations where a route 

*Pogue to Tipton, December 17, 1945, Box 44, Records of 
the Civil Aeronautics Board, RG 197, NA-S; Pogue to Rabin, 
December 18, 1945, Box 44, Records of the Civil Aeronautics 
Board, RG 197, NA-S. 

'Pogue to Rogers, December 14, 1945, Box 44, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 
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application stretched beyond the borders of one region, the 

C.A.B. created a special route case.* 

Because of the importance of commercial aviation to a 

region's economy and the prestige of having airline service, 

many people lobbied to lure airlines into a region. Through 

intense letter writing campaigns federal, state, and local 

politicians tried to persuade the C.A.B. to connect their 

area with airline service. With little effect, prominent 

members of congressional committees tried to influence the 

board. Many times air carriers applying for certain routes 

asked local, state, and federal officials to help them 

persuade the C.A.B. The flow of mail became so bothersome 

and time consuming that Chairman Pogue told the Air 

Transport Association to control its members.' 

Cities and towns throughout the United States were 

interested in securing airline service. Air transportation 

service provided a stimulus to commerce and travel, and the 

prestige of having an airline often characterized a city on 

the rise. Chambers of commerce tried to convince the C.A.B. 

of the merits of their areas. Persuasion came in the form of 

a vigorous letter writing campaign and help from U.S. 

Congressmen. Many times the chambers of commerce worked in 

*Ibid. 

'Pogue to Lea, November 5, 1945, Box 44, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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conjunction with airlines to provide witnesses during the 

formal route hearing.® 

Vital to this liaison was a chamber of commerce's 

aviation department. Before 1944, only ten aviation 

departments existed within America's system of local, state, 

and regional chambers of commerce. During the war, the 

marquee aviation departments were in the cities of Los 

Angeles and San Francisco. These departments coordinated 

legislative efforts to entice all aspects of the aviation 

industry into their backyards.' 

To evaluate the economic merits of the incoming route 

applications, the C.A.B. began two exhaustive studies of the 

domestic route system. Because of the technological, 

economic, and political realities of post-war America, the 

C.A.B. realized that aviation had to alter its pre-war route 

map. The C.A.B. needed new statistical data to restructure 

the domestic route system to reflect these changes. The 

first study compared all cities with those that did not have 

airline service. The second analysis did the same with 

cities granted temporary certificates for wartime service. 

These traffic studies provided the C.A.B. with data to 

determine which cities needed new or increased service.'" 

"Aviation, October 1946, pp. 38-41. 

'Ibid., pp. 38-39. 

'"Pogue to Damon, May 14, 1946, Box 45, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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Besides the administrative problems brought by the 

increase of new route applications. Chairman Pogue faced 

proposed budget cuts. The Bureau of the Budget planned 

drastic reductions that threatened to paralyze the C.A.B. 

Chairman Pogue wrote to Harold D. Smith, head of the Bureau 

of the Budget, and explained the board's situation. Pogue 

insisted that the C.A.B. could not perform its mandated 

regulatory functions if the proposed cuts were implemented. 

Instead, Pogue requested a budgetary increase to expand the 

Economic Bureau by sixty-two staff members. Smith offered to 

evaluate Rogue's fiscal requests, but promised nothing." 

Besides budgetary difficulties, another problem 

hindered the preparation of the post-war domestic route 

system. Chairman Pogue complained that the lack of 

contiguous working space caused work delays. In 1945, the 

C.A.B. was housed in three different buildings: the Commerce 

Department Building, the Inter-Ocean Building, and the Earle 

Building. Pogue complained that too much time was lost when 

staff, board members, and airline lawyers had to travel 

between the three offices. By the spring of 1946, the 

problem became so serious that Chairman Pogue went directly 

to President Harry S Truman. Rogue's request was reasonable, 

yet almost impossible to fulfill, because of the lack of 

space in federal facilities in Washington due to the 

"Pogue to Smith, December 18, 1945, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 
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continuing expansion of the federal government. Truman 

promised Pogue that he would try to accommodate the C.A.B.'s 

request." 

Despite the administrative problems in 1945, the C.A.B. 

made one major route decision. The C.A.B. released Braniff 

Airlines from flight restrictions in Colorado. This action 

allowed Braniff to serve Denver, Colorado Springs, and 

Pueblo, Colorado, from Oklahoma City, Dallas and Fort Worth, 

and other points east on Route 15. Continental Airlines, the 

major air carrier in the west, objected to the decision, 

arguing that Braniff's expanded access to Denver would hurt 

its own passenger traffic. The board, however, believed this 

new level of entry helped Braniff to develop more efficient 

connections from the mid-west to the Rocky Mountain 

region.'^ This early route decision foreshadowed the 

C.A.B.'s post-war attempt to create competition between the 

certified carriers. 

While the C.A.B. began to reshape the route system, it 

filled the agency's first post-war vacancy. In February 

1946, Truman appointed Clarence Young to fill the Warner 

vacancy. Young had experience with the old Bureau of Air 

"Pogue to Truman, May 15, 1946, Box 45, Records of the 
Civil Aeronautics Board, RG 197, NA-S. By 1949, the C.A.B. 
received additional space for all its staff in the Commerce 
Department building. 

'̂ The Civil Aeronautics Board Reports July 1944 to June 
1946 IV (Washington, D.C: GPO, 1945), p. 518. 
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Commerce during the last days of the New Deal and was widely 

accepted by the airline community.'* 

Because of the emergence of commercial aviation as an 

important factor in the post-war economy, the Congress 

renewed its efforts to be closely involved in the 

development of the airlines. Some U.S. representatives and 

senators, because their constituencies clamored for 

immediate service, called for quick additions to the 

airways. Help came in the reduction of the steps in the 

C.A.B.'s route hearing procedure. With less legal work, the 

C.A.B. theoretically could grant routes at a quicker pace." 

In Congress, Representative Clarence Lea introduced 

legislation that permitted the Civil Aeronautics Board to 

issue temporary certificates of necessity and convenience to 

cities that needed immediate airline service. Delays caused 

by the lengthy route hearing process concerned Lea and other 

members of Congress. Lea's home state of California, with 

the wartime increase in population, would greatly prosper 

from quick route decisions.'* 

The C.A.B. disliked Lea's proposal because it was 

against the guidelines of the Civil Aeronautics Act of 1938. 

The C.A.B. was adamantly against Lea's legislation to issue 

'*Pogue to Young, February 1, 1946, Box 45, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 

"Pogue to Lea, January 14, 1946, Box 45, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 

'*Ibid. 
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indiscriminately certificates of necessity and convenience 

to airlines without the proper economic investigations. 

Though the C.A.B. was cognizant of the lengthy route cases, 

it knew that the sound development of air routes should be 

based upon economic data, not quick, politically based 

decisions." 

Unfortunately, during the height of the post-war 

expansion of the domestic route system, the Civil 

Aeronautics Board lost an influential member. In May 1946, 

L. Welch Pogue decided to resign his post. Tired of the 

pressures of regulatory work, he wanted to return to private 

law practice. At the request of Truman he stayed an extra 

month. In June, Pogue was back in a New York City law 

f .: .^n. 18 irm. 

Truman replaced Pogue with New Dealer James M. Landis. 

Landis was a man with tremendous regulatory experience 

dating back to the Securities and Exchange Commission and 

the wartime Office of Civilian Defense. Truman believed 

Landis' strong leadership was necessary for the C.A.B.'s 

success in the fast paced post-war period." 

By the spring of 1946, the airlines exhibited slight 

signs of financial weakness. After sixth months of growth 

"Ibid. 

18 
Pogue to Truman, May 9, 1946, Box 36, WHCF-OF, HSTL. 

"Donald A. Ritchie, James M. Landis: Dean of the 
Regulators (Cambridge: Harvard University Press, 1980), pp 
103, 140-141. 
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during the initial post-war period, the airlines' traffic 

numbers and revenues began to decline. Several reasons 

accounted for the unexpected economic downturn: over-

expansion of aircraft fleets, rising operating costs, 

increased demand for high wages, and lower passenger ticket 

prices.'" Except for the reductions in passenger fares, the 

onset of the problems was beyond the C.A.B.'s regulatory 

powers. The board, however, was responsible for the airlines 

and began to examine the problems. 

The airlines' primary problem was the overexpansion of 

their fleets. In 1946, U.S. domestic airlines expected the 

delivery of 350 new aircraft. Orders were based upon 

optimistic estimates of a strong passenger market. All of 

the larger airlines had aging DC-3 fleets and wanted to 

exploit the war tested four-engine technology of the Douglas 

DC-4 and Lockheed Constellations. The expense of purchasing 

aircraft strained the budgets of the domestic airlines." 

Though the airlines' desire for expansion was a logical 

extension of their new importance in the war, many companies 

went beyond their realistic needs. 

Compounding the airlines' financial problems were 

rising labor and operational costs. These expenditures were 

unanticipated drains on the airlines' coffers. After the 

war, like most labor, both pilots' and mechanics' unions 

'"Aviation, May 1946, p. 43 

"Ibid., p. 43. 
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demanded increased wages. Labor costs went up 20 percent in 

the first years after the war. Reconversion of military 

aircraft into a commercial configuration and training pilots 

in the new four-engine aircraft were very costly 

procedures." 

The cost of passenger travel near the end of the Second 

World War was reasonable. Ticket prices were based on a high 

passenger capacity load of eighty-eight percent and an 

average of 4.95 cents per passenger mile. The high volume of 

traffic during the war led the Civil Aeronautics Board to 

forecast optimistically continued high levels of traffic 

into the post-war period. As a result of this projection, 

the C.A.B. approved the reduction of domestic airline fares. 

In August 1945, American, United, Eastern, and Northwest 

Airlines cut prices by seven percent. Subsequently, Trans 

World, Northeast, Chicago and Southern, Braniff, Mid-

Continent, and Western Airlines reduced their passenger 

rates by eight percent. The fare reduction reflected a cost 

of 4.35 cents per passenger mile, the lowest in the history 

of civil aviation.'^ 

In 1946, the promising traffic forecasts did not 

materialize and the average passenger load capacity dropped 

22 Ibid., p. 154. 

'̂ Civil Aeronautics Board: Handbook of Airline 
Statistics, 1961 (Washington, D.C: GPO, 1961), p. 493; The 
Role of Competition in Commercial Air Transportation, 82nd 
Congress, Senate, 1951, p. 15. 
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to seventy-eight percent. The declining volume of passengers 

hurt domestic carriers attempting to expand routes and 

aircraft fleets. Loss of revenue forced the airlines to 

request passenger rate increases from the Civil Aeronautics 

Board. In April 1947, the C.A.B. granted permission for the 

carriers to raise fares by ten percent. This first post-war 

rate increase elevated the average passenger revenue per 

mile to 5 cents per passenger mile. In December, financial 

problems for the airline industry continued, and the C.A.B. 

allowed the air carriers to raise passenger rates again by 

ten percent to 5.07 cents per passenger mile, the highest 

fare level since the passage of the Civil Aeronautics Act.'* 

One of the legacies of the successful use of commercial 

aviation during World War II was the rapid post-war 

development of non-scheduled or irregular airlines. Soon 

after the war, many veteran pilots pooled their money or 

found investors and started small non-scheduled airlines. In 

many cases, these fledgling companies were airlines in name 

only, providing non-scheduled airline passenger and cargo 

service. Some of the non-scheduled airlines operated intra

state service, but most were inter-state air carriers. The 

irregulars did not offer daily scheduled service, but weekly 

'*Critics of airline regulation, Richard Caves and 
Lucile Keyes, complained that the C.A.B.'s fare policy of 
the 1950s was not reflective of the passenger market's 
needs. Civil Aeronautics Board: Handbook of Airline 
Statistics, 1961 (Washington, D.C: GPO, 1961), p. 493; The 
Role of Competition in Commercial Air Transportation 82nd 
Congress, Senate, 1951, p. 15. 
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flights and aircraft for hire." Non-scheduled carriers 

offered bare bones inflight service with few of the luxuries 

found on the scheduled airlines. Using surplus aircraft from 

the government, C-47s (DC-3s), C-45s, and C-46s, these new 

aviation entrepreneurs intended to tap the growing passenger 

market in their own unique fashion. 

Before 1938, there were no non-scheduled carriers. 

Therefore, the Civil Aeronautics Act did not include this 

service under its economic authority. Because of this 

statutory exclusion, the irregular airlines immediately 

claimed full exemption from the C.A.B.'s regulatory control 

under Title IV, Section 292.1 of the Civil Aeronautics Act. 

The C.A.B. granted the irregular airlines a temporary 

suspension of Section 292.1, pending further investigation. 

Since the non-scheduled airline industry was limited, 

neither the C.A.B. nor the scheduled airlines viewed the 

non-scheduled airlines as an immediate threat.'* 

On May 17, 1946, the C.A.B. made a clear distinction 

between non-scheduled and scheduled airlines. A slight 

amendment to Section 292.1 regarding all non-scheduled 

operations was adopted by the board. The new amendment 

required all non-scheduled operators to file financial and 

operational reports. Despite the new administrative 

"Annual Report of the Civil Aeronautics Board, 1946 
(Washington, D.C: GPO, 1946), pp. 23-25. 

'*Ibid., p. 23. 
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requirements, the board continued its suspension of Title 

IV. Soon, all non-scheduled operators filed their financial 

reports. But many C.A.B. officials grumbled that the 

irregular airlines failed to file reports on time." The 

cavalier attitude of many irregular airlines toward the new 

economic regulations became a source of friction. 

C.A.B. officials proposed to Congress the complete 

revision of Title IV Section 292.1. The amendment called for 

increased regulation of non-scheduled airlines and the 

creation of two classes of irregular airlines. Now, under 

the C.A.B.'s umbrella of economic jurisdiction the 

irregulars would be divided into classes based upon the 

gross weight of each airline's fleet. Airlines with the 

heaviest aircraft, which posed the greatest economic threat 

to the scheduled airlines, came under the strongest C.A.B. 

regulation.'® 

While the C.A.B. waited for statutory adjustments from 

Congress, it began to weigh the benefits and drawbacks of 

this new service to the public. The C.A.B. believed in the 

expansion of competition, but wanted to create new service 

on its own terms through new carriers or competitive route 

extensions via established air carriers. The C.A.B. did not 

anticipate the rise of post-war non-scheduled airlines, but 

"Annual Report of the Civil Aeronautics Board, 1946 
(Washington, D.C: GPO, 1946), pp. 25. 

'"Annual Report of the Civil Aeronautics Board, 1946 
(Washington, D.C: GPO, 1946), pp. 23-25. 
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it was something with which the board had to cope. Though 

ultimately the irregular airlines could not compete with the 

scheduled air carriers, the board did not want any non-

C.A.B. sponsored competition. The C.A.B. feared that 

eventually the non-scheduled service could drain off 

passenger and cargo revenue from scheduled airlines. In 

1946, the C.A.B. believed the greatest threat the non-

scheduled airlines posed was to the proposed feeder 

airlines. Experimental local service airlines were highly 

susceptible to fluctuating passenger markets. Uncontrolled, 

the irregular airlines presented a legitimate threat to this 

future service. 

Friction between non-scheduled and the certified 

airlines was reminiscent of the problems between air mail 

and non-air mail airlines in the thirties. Difficulties 

between the two groups intensified when the irregular 

airlines accused the C.A.B. of perpetuating an illegal 

monopoly. Owners of irregular airlines asked their 

congressmen to withhold air mail payments from the scheduled 

airlines. In response to threats posed by the airlines and 

the C.A.B., the non-scheduled airlines formed the Institute 

of Air Transport (I.A.T.) to represent their legislative 

needs in Washington D.C." 

Non-scheduled airlines had a legitimate right to 

develop air transportation service. Contract service could 

"Aviation, July 1946, p. 118 
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fill a vital void. A proper balance, however, had to be 

established between this civil aviation offshoot and the 

scheduled airlines. The Civil Aeronautics Board should have 

acted as an arbiter in this impasse, but often reacted 

slowly to the legitimate business requests of the irregular 

airlines. Many times perceptions and vested interests 

prevented both the C.A.B. and the non-scheduled industry 

from establishing an acceptable compromise. The C.A.B. 

wanted to restrict the growth of the irregular airline 

industry, while the non-scheduled airlines were willing to 

violate economic regulations. In 1946, the C.A.B. 

reluctantly accepted the reality of these new carriers, but 

grew increasingly protective of the scheduled airlines, 

foreshadowing an eventual showdown. 

The post-war period was not just a time for hybrid 

airlines. Many older surface transportation companies 

continued their previous attempts to enter the airline 

business. Steamship companies desperately wanted to enter 

the industry. Both the C.A.B. and the airlines saw the 

inclusion of ocean line corporations as an unwanted form of 

new competition. Surface carriers had a short-sighted view 

of airline service. They saw it as a quick fix to alleviate 

sagging passenger and cargo business. 30 

"Aviation, November 1946, p. 107; Aviation. July 1946, 
p.118. 
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Irregular airlines as well as surface carriers 

contended that scheduled airlines held an unfair monopoly on 

air transportation. In reality, the non-scheduled airlines' 

and the steamship companies' complaints were misleading. 

Though no new carriers had been added to the original 

sixteen grandfather airlines, the C.A.B. had expanded 

competition within the industry through route extensions. In 

1946, thirty-five scheduled airlines served every major and 

medium American city. Also, the C.A.B. was in the process 

of promoting competition by granting airlines new competing 

routes and opening the field to new airlines on the local 

service or feeder level. During 1938-45, no new regional or 

trunk carriers had applied for route certification. The 

C.A.B. could not grant routes to nonexistent carriers. By 

1946, the economic realities of entry on the regional and 

trunk level were set. The capital needed to begin regional 

and trunk service was beyond most investment groups. 

Furthermore, the C.A.B. would not take the chance on 

certifying the necessary route systems to these potential 

carriers' routes because of the problems of inaugurating 

passenger service. 

Though the domestic airline system was still maturing, 

new airlines could be realistically formed only at the 

feeder level. For example, if an investment group had the 

capital to form a large "new" airline, it could enter only 

at the regional level. There was only a certain amount of 
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passenger traffic to go around, and the C.A.B. had a 

delicate job in expanding competition. New regional and 

trunk airlines meant new and large air mail expenditure 

beyond the budget of the Post Office, and the C.A.B. was 

always trying to establish the airlines' independence from 

air mail subsidy. 

While others tried to alter the composition of the 

post-war airline network, the Civil Aeronautics Board made 

its first major route decision. In March 1946, the Rocky 

Mountain Route Case became the "white paper" for post-war 

route policy. The case embodied every issue relevant to U.S. 

domestic airlines: competition, expansion of routes, and 

development of feeder airlines. On one level, the case 

focused on the establishment of the feeder or local service 

airlines. Yet, on a more profound level the Rocky Mountain 

Route Case centered around the overall question of access 

into the industry. The Civil Aeronautics Board had to 

determine if expansion of competition was necessary, and 

which carriers would provide this service, certified or new 

airlines. 

The Rocky Mountain Route Case covered six states in the 

Western United States: Wyoming, Colorado, Utah, New Mexico, 

Montana, and Kansas. Dozens of airlines filed applications, 

with the C.A.B. offering a myriad of route systems 

connecting small towns within the region. Both certified 

scheduled airlines and "new" airlines (intra-state scheduled 
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airlines not regulated or supported by the C.A.B. and 

startup airlines) proposed route systems." 

The C.A.B. was committed to the idea of expansion of 

competition to new carriers but wanted to act with 

responsibility. Considering the vital economic issues 

connected with route expansion, the key question for the 

C.A.B. was the selection of air carriers. The board 

theoretically had two possible ways of promoting 

competition. The C.A.B. could grant more competition through 

route extensions among established scheduled airlines, or it 

could allow access to new airlines. Both concepts promoted 

competition in the airline industry. Route extensions 

created competition, but many times this type of competition 

was seen in a negative light. Outside observers viewed this 

type of promotion as padding the establishment. However, the 

C.A.B. could not admit all new carriers to the field because 

of the potential expense in air mail subsidy. Though 

certified and new air carriers would ask for air mail 

subsidy, the newer airlines required more financial help 

because of their weaker economic status. The old were less 

expensive, but the new were more politically acceptable to 

those criticizing the C.A.B. for lack of access to the 

scheduled airline business.^' 

'̂The Civil Aeronautics Board Reports July 1944 to June 
1946 VI (Washington, D.C: GPO, 1946), p. 696. 

"Ibid., p. 697. 
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The Rocky Mountain Route Case region was served by nine 

air carriers: American, Braniff, Continental, Essair, Mid-

Continent, Northwest, Transcontinental and Western, United, 

and Western Airlines. These carriers provided a variety of 

services in this area, and all these companies applied for 

new local service routes. Over thirty new airlines applied 

to the C.A.B. for feeder routes. All of the applicants were 

intra-state carriers with a variety of experience in the 

airline industry. These air carriers were established during 

the late thirties and regulated by individual states. The 

C.A.B. did not have economic jurisdiction over these 

airlines, but the Civil Aeronautics Administration enforced 

federal safety rules. The applicants were Thomas Air 

Service, Pueblo Air Service, Ransom Flying Service, Ray 

Wilson Inc., Summit, Inter-Mountain, Colorado, Challenger, 

and Mountain States Airlines.^^ 

The C.A.B. was committed to the idea of experimental 

feeder airlines, which ultimately implied the use of new 

airlines. Yet, during the route hearing process the C.A.B 

had to determine the best route system, and which airlines 

were truly capable of handling the proposed service. Most of 

the intra-state airlines were financially secure and had 

executives with aviation experience. The C.A.B. also became 

quite concerned over the issue of whether the local service 

"Ibid., p. 696. 
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airlines could compete with the well established surface 

carriers: railroads, buses, and automobiles.^* 

Eventually, the C.A.B. granted the highly coveted 

routes to four carriers, two new and two certified carriers. 

The new air carriers were Ray Wilson Inc. and Summit 

Airlines. Both Inland and Western Airlines were granted 

route extensions throughout Colorado and Wyoming. The Civil 

Aeronautics Board granted the local service airlines three 

year temporary certificates of necessity and convenience. 

Ray Wilson Airlines connected small and medium cities in 

Colorado while Summit Airlines flew similar routes in 

Wyoming.^' 

The Rocky Mountain Air Service Case established the 

C.A.B.'s local service airline policy. The route decision 

set a precedent for the expansion of competition by opening 

access to new airlines. By the mid-1940s, however, the 

question of short-haul operations was a hotly debated topic 

Many considered short-haul service impractical because of 

the competition from surface transportation. Only 

experimental service could prove the viability of feeder 

service. Though the C.A.B. was initially reluctant to 

inaugurate this service, the board believed that the Civil 

Aeronautics Act charged it with fostering a sound 

34 

35 

Ibid., pp. 730-736. 

Ibid., pp. 743-750. 
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commercial aviation system, which meant the expansion of 

service on a variety of levels. 

The year's second major route case was the Florida 

Route Case. The Florida Route Case covered the southeastern 

United States, primarily focusing on routes connecting 

southeastern cities with Florida. Existing service in the 

area included routes operated by Chicago and Southern, 

Delta, Eastern, and National Airlines. The C.A.B. accepted 

many applications from both new and scheduled airlines to 

extend service and develop local service routes into Florida 

from points in Louisiana, Georgia, and Tennessee.^* 

Chicago and Southern, Delta, Eastern, and National 

Airlines filed for new routes into Florida. Two new airlines 

filed for feeder routes: Southern and Orlando Airlines. 

After extended hearings, the C.A.B. decided in favor of one 

scheduled and one new local service airline. The C.A.B. 

granted National Airlines a new route connecting Miami and 

Jacksonville, Florida, with New Orleans. Orlando Airlines 

was given temporary routes from Orlando, Florida, to Miami 

and Jacksonville, Florida. Again, the C.A.B. created 

additional competition with the inclusion of a new airline 

and confirmed trends set by the Rocky Mountain Route Case." 

36 Ibid., pp. 765-766. 

"The Civil Aeronautics Board Reports, July 1944 to 
June 1946 VI (Washington, D.C: GPO, 1946), pp. 793-796, 
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The C.A.B.'s third major route case concerned an area 

of the United States with a long history of commercial 

aviation, the western United States. The West Coast Route 

Case covered the development of feeder routes in Washington, 

Oregon, California, Nevada, and Idaho. The existing service 

in the region was provided by American, Inland, Northwest, 

United, and Western Airlines. Many scheduled inter-state air 

carriers coveted the right to develop feeder routes in this 

lucrative region.^® 

Each of these western states had a highly developed 

intra-state airline system. All of these airlines desired a 

chance to enter the field of scheduled inter-state airline 

service. Most of these airlines had many years of aviation 

experience and strong financial foundations. In the West 

Coast Route Case, the C.A.B. authorized five airlines to 

inaugurate the new local service routes. Three new airlines 

and two scheduled airlines were granted the routes. The new 

airlines were West Coast, Empire Airlines, and Southwest 

Airways. United and Western Airlines were granted extensions 

for feeder routes.^' 

The New England Route Case covered the states of 

Massachusetts, Connecticut, Rhode Island, Vermont, New 

Hampshire, and Maine. The existing carrier service was 

provided by American, Colonial, Eastern, Northwest, 

"Ibid., pp. 961-962. 

"Ibid., pp. 1014-1024. 
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Transcontinental and Western, and United Airlines. The 

C.A.B. granted new feeder routes throughout this small area 

to Colonial, Eastern, and Northwest Airlines. Each new route 

contributed to greater competition between the air carriers 

in the region. Also, the C.A.B. granted E. W. Wiggins 

Airways four feeder routes. E.W. Wiggins Airways connected 

Boston, Massachusetts, to Albany, New York, through a series 

of stops in nineteen towns throughout the New England 

countryside.*" 

The Texas-Oklahoma Case covered a region of immense 

geographical size. Originally the area was served by 

American, Braniff, Chicago and Southern, Continental, Delta, 

Eastern, and Transcontinental and Western Airlines, and all 

carriers applied for route extension throughout region. 

Prospective new air carriers flooded the C.A.B with route 

applications to establish feeder service. Central Airlines, 

Texas Bus Lines, Texas-New Mexico Airlines, Texas Central 

Airlines, Spartan Airlines, Houston Airways, Texas Airlines, 

Sooner Airlines, and West Central Airlines applied for 

routes linking the small and medium cites throughout Texas 

and Oklahoma.*' 

Some of the new airlines had been small intra-state 

carriers before and during the war, but most companies were 

*"The Civil Aeronautics Board Reports July 1946 to 
April 1947 VII (Washington: GPO, 1947), pp. 55-63. 

41 Ibid., pp. 481-483. 
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paper concerns. Throughout the hearings the C.A.B. had to 

determine the financial strength of each new carrier and 

decide which airlines were capable of feeder service. 

Overall, seven certified carriers applied for route 

extensions, and twenty-six airlines applied for local 

service routes. In November 1946, the C.A.B. granted route 

extensions through Texas to American, Continental, and Mid-

Continent Airlines. Central Airlines was granted local 

service operation throughout Oklahoma and North Texas.*' 

The final route decision was the North Central Route 

Case. The North Central Route Case covered vast distances 

encompassing Illinois, Wisconsin, Minnesota, Iowa, Nebraska, 

North Dakota, South Dakota, and Montana. Existing scheduled 

carriers included American, Braniff, Chicago and Southern, 

Delta, Eastern, Western, Northwest, and United Airline. In 

December 1946, the Civil Aeronautics Board announced its 

decision on the North Central Case. Several certified 

carriers received route extensions: United, Transcontinental 

and Western, Inland, Mid-Continent, American, and Northwest 

Airlines. Local service routes were given to Wisconsin 

Central, Iowa Airplane Company, and Parks Air Transport.*^ 

The Rocky Mountain Case and the subsequent route 

decisions had tremendous impact on the regulatory structure 

of the domestic airline system. In each case, the Civil 

*'lbid., pp. 538-48. 

*'lbid., pp. 694-99. 
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Aeronautics Board opened up interstate routes to new air 

carriers. During the hearings, the Civil Aeronautics Board 

viewed hundreds of applications from both new euid certified 

airlines. After months of deliberation, the C.A.B. decided 

that both new emd certified carriers would establish the 

post-war domestic route system. The board's willingness to 

grant entry into the elite circle of regulated competition 

debunked any notion of the perpetuation of a "stagnant 

monopoly." Entry was not impossible. Also, regional airlines 

were granted routes through competitive route extensions, 

which added a balance to the system. Despite the entrance of 

local service airlines and competitive route extensions to 

regional carriers, the trunkline carriers still dominated 

the sky. With the capital, equipment, and grandfather 

routes, the "Big Four" airlines controlled the national 

passenger market. Ultimately, this was the one constant 

economic reality of regulated competition.** 

The tremendous post-war expansion dramatically altered 

the complexion of route hearings. Despite the increase in 

competition, many public and airline analysts questioned the 

lengthy hearing process. To answer critics, the C.A.B. 

undertook a study to determine the average cunount of time 

required for new route cases. In 1946, the C.A.B. heard 

twenty seven new route cases (both domestic and 

international) encompassing some 245 applications. The 

**Refer to Table 2, p. 98. 
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average case had 9 applicants, 5 interveners, 90 cities, and 

1,205 pages of exhibits. The average time for each case 

decision was 525 days. On average, post-war route cases took 

six months longer to decide than had pre-war cases.*' 

By 1947, the airlines had developed into a major form 

of public transportation. The prehearing conference which 

worked so well in the pre-war days was now an antiquated 

piece of administrative machinery. Designed as an 

organizational tool to make route hearings more efficient by 

solving problems on specific cases, it became nothing more 

than a meeting of airline lawyers being informed about 

C.A.B. route hearing procedure. Route cases were so 

complicated that many applicants and interveners did not 

know who their witnesses were by the time of the prehearing 

conference. Because of these complications, airline lawyers 

were often reluctant to discuss pertinent case information 

during the prehearing conference, rendering the meeting 

obsolete.** 

For all concerned—the airlines, the public, and the 

C.A.B.--a year and a half on average was an immense amount 

of time. Even for the airlines granted routes, the wait was 

bothersome. For carriers that failed to receive routes, the 

interval was agonizing. The C.A.B. disliked the drawn out 

*'Howard Westwood, "Procedure in New Route Cases Before 
the Civil Aeronautics Board," The Journal of Air Law and 
Commerce XIV (Summer 1947): pp. 270-71. 

**Ibid., pp. 275-76. 
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route and air mail decisions, but the problems were complex. 

Also, the C.A.B.'s limited budget often hindered the 

economic evaluation of route and air mail applications. The 

board had only sixteen examiners qualified to conduct 

economic investigations. The route hearing procedure allowed 

C.A.B. examiners and airline lawyers too much latitude to 

ask superfluous questions and introduce unnecessary 

evidence. Many times, airline attorneys employed needless 

stalling tactics, and other airlines thwarted competitors by 

applying for unwanted routes.*' These delaying tactics 

favored the large airlines, which had the funds to wait out 

extensive hearings, over the local service and irregular 

airlines which had little financial resources to sustain 

legal representation over long periods of time. 

By 1946, it was apparent the hearing procedure was 

seriously out of joint. A year and half wait for a decision 

was unacceptable and led to delays in the implementation of 

the air routes. With several procedural amendments to end 

legal delays and bureaucratic red tape, the C.A.B. could 

have shortened the hearing process by months, but the agency 

failed and set itself up for future conflicts.*® 

47 Ibid., pp. 279-83. 

*®In the early 1960s, Henry J. Friendly in The Federal 
Administrative Agencies: The Need for Better Definition of 
Standards argued that regulatory agencies such as the C.A.B 
were mired in backlogged cases because of inefficient 
procedural standards. Later, in the 1970s critics of 
regulation, Alfred Khan, Stephen Breyer, and others, made 
similar complaints about the route hearing process. 
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From September 1945 to the end of 1946, the U.S. 

domestic airlines made a successful transition from war to 

peace. The economic and technical accomplishments made 

during the war were easily transferred to the post-war 

airlines. The Civil Aeronautics Board's post-war policies of 

expanded competition through both new and local service 

airlines defined this period. Despite these notable 

achievements, difficulties loomed on the horizon. 
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CHAPTER IX 

THE C.A.B. AND THE AIRLINE CRISIS 

The dawn of a new year bought no relief for the 

beleaguered airlines. Quite to the contrary, the new year 

magnified the economic woes of civil aviation. By March 

1947, the Civil Aeronautics Board admitted that the air 

transportation industry was in a precarious position. While 

pressure mounted from both Congress and the industry, 

C.A.B. critics took aim at the board's regulatory policy. 

Criticism came from all sides of the ideological 

spectrum. Some critics argued that the C.A.B. had moved too 

rapidly in opening routes to new airlines and granting 

competitive route extensions. Others complained that the 

C.A.B. perpetuated a stagnant monopoly of air carriers. 

While airline executives pondered their future, congressman 

demanded answers, and the public lost confidence. The 

airline crisis of 1947-1948 presented the Civil Aeronautics 

Board with the greatest challenge in its nine-year history. 

To combat spiraling debt, some airlines petitioned the 

C.A.B. for increased air mail payments and permission to 

raise passenger fares. Other carriers reacted to the crisis 

in a different fashion. Western Airlines, for example, asked 

the C.A.B. for permission to sell routes. Western wanted to 

sell its Denver to Los Angeles route and four aircraft for 
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$4,000,000. The C.A.B. was reluctant to permit these 

transactions and preferred to alleviate the airlines' debt 

with additional air mail payments. Before the C.A.B. handed 

out more money. Chairman James Landis wanted to reevaluate 

all past route and air mail decisions. Landis admitted that 

some airlines needed assistance; however, his real reason 

behind route decision reevaluation was to put air carrier 

finances under stronger supervision.' 

While the C.A.B. sifted through solutions for financial 

relief, industry analysts began to level charges of policy 

problems. Some critics attacked the Civil Aeronautics Board 

for being too monopolistic. New Republic columnist David 

Munroe wrote that the airlines were "monopoly aviation." 

Monroe blasted the C.A.B. for catering only to the interests 

of the large scheduled airlines. He accused the C.A.B. and 

the Air Transport Association of conspiring to prevent the 

non-scheduled airlines from entering the airline business. 

Monroe was partially correct. The C.A.B. had limited the 

expansion of the non-scheduled carriers; however, at the 

same time it opened up more competition through route 

extensions and local service airlines.' 

Some critics complained that the C.A.B. had expanded 

service too fast. In 1949, Gilbert Bates and Frederick Gill 

'Time, March 17, 1947, pp. 87-89. 

'Ibid, pp. 87-89; New Republic, August 12, 1946, pp 
167-169. 
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in Airline Competition blamed the airline crisis on too much 

competition. They blamed the C.A.B for forcing regional 

carriers into transcontinental airlines through competitive 

extensions on established routes. Bates and Gill were also 

critical of the development of local service airlines.^ 

Bates and Gill's analysis placed too much emphasis on route 

expansion and did not factor in other causes of the 

airlines' downturn: rising labor and operational costs and 

overexpansion of aircraft fleets. 

While the C.A.B. attempted to counter industry critics, 

a more pressing battle brewed in Washington. On May 5, 1947, 

the Civil Aeronautics Board revised the status of the non-

scheduled airlines. The C.A.B. defined irregular airlines as 

interstate passenger and cargo carriers with no consistent 

flight frequency. New statutory amendments attempted to 

further define the irregular airlines' place in the air 

transportation network. The amendments created two specific 

carrier classes. Now, non-scheduled airlines were 

categorized by gross weight of their aircraft fleets. Class 

I were airlines with aircraft over 10,000 pounds, and Class 

II were carriers with aircraft under 10,000 pounds. Because 

of the potential for traffic diversion. Class I airlines had 

^Frederick Gill and Gilbert Bates, Airline 
Competition:A Study of the Effects of Competition on the 
Ouality and Price of Airline Service and the Self-
Sufficiency of the United States Domestic Airlines 
(Cambridge: Harvard University Press, 1949), pp. 630-631 
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to submit detailed operational and traffic reports.* Though 

the new categories allowed for greater supervision, the 

C.A.B. still lacked complete economic control over these 

"independent" carriers. 

Attempts by the C.A.B. to increase regulatory powers 

over the irregular airlines met with some disapproval. 

Advocates of non-scheduled airlines maintained these 

carriers could carry mail cheaper than the scheduled 

airlines, thus reducing the government's overall air mail 

expenditures. These claims were not accurate. Certainly, 

some irregular carriers could carry mail cheaper than some 

scheduled carriers. The irregulars, however, lacked the 

equipment and routes to deliver satisfactorily air mail. 

Despite the expansion of federal control, some supporters 

believed that Chairman James Landis, because of his support 

of competition in air travel, would champion the irregular 

airline industry.' 

In response to the tremendous economic problems of the 

airlines, Harry S Truman created the President's Air Policy 

Commission (P.A.P.C) to investigate the state of 

*Civil Aeronautics Board press release. May 17, 1946, 
Box 36, WHCF-OF, HSTL. 

'New Republic, August 12, 1946, pp. 167-169. 
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U.S. aviation affairs. The P.A.P.C. was one in a prestigious 

line of aviation panels dating back to the Morrow Board.* On 

July 18, 1947, Truman tapped Thomas Finletter, a lawyer with 

the State Department, as chairman of the President's Air 

Policy Commission. The panel consisted of former C.A.B. 

member George Baker; Palmer Hoyst, the publisher of the 

Denver Post; Henry Ford II, noted car and aircraft 

manufacturer; and Arthur D. Whiteside, former director of 

the War Production Board. Several months into the 

investigation, Henry Ford II resigned from the panel and was 

replaced by John A. McCone. The drive to create the 

commission was primarily based upon the problems of 

airlines, but the panel also studied every aspect of U.S. 

aviation.' 

The President's Air Policy Commission held ninety-six 

public meetings and heard the testimony of over 150 

witnesses from September to December. Because the commission 

wanted to reevaluate U.S. commercial aviation policy, 

members of the Civil Aeronautics Board were frequent 

witnesses. The P.A.P.C. was concerned with all of the issues 

confronting civil aviation: the financial problems of the 

*Public Papers of the Presidents of the United States: 
Harry S Truman, 1947 (Washington, D.C: GPO, 1963), 148, p. 
344. 

'Public Papers of the Presidents of the United States: 
Harry S Truman, 1947 (Washington, D.C: GPO, 1963), 148, pp. 
344-45; R. M. Wilson Turbulence Aloft: The Civil Aeronautics 
Administration Amid Wars and Rumors of Wars, 1938-1953 
(Washington, D.C: GPO, 1979), p. 207. 
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airlines, competition, irregular airlines, local service 

airlines, and air mail payments.® 

James Landis, Harllee Branch, and Josh Lee testified 

before the commission. Of all the board members. Chairman 

James Landis gave the most comprehensive testimony. Though 

relatively new to the world of civil aviation, Landis had 

extensive federal regulatory experience dating back to the 

Securities and Exchange Commission and was quite opinionated 

on the state of the airlines.' 

Landis informed the panel that he was very concerned 

over the recent financial difficulties of the industry. 

Since the passage of the Civil Aeronautics Act, the airlines 

had been quite successful. He quieted critics who claimed 

the C.A.B. sponsored too much route competition. Landis 

confidently stated that on all of the routes where 

competition was introduced, passenger revenues had gone up 

for every air carrier. For Landis, the major questions 

facing the airlines were air mail payments and the financial 

accountability of the airlines.'" 

Though Landis agreed philosophically with the premise 

behind the separation of air mail payments from subsidy, he 

"Survival in the Air Age: U.S. President's Air Policy 
Commission (Washington, D.C: GPO, 1948), p. 160. 

'"Statement of Mr. James Landis, Chairman Civil 
Aeronautics Board," September 8, 1947, pp. 154-156, Box 18, 
Papers of the President's Air Policy Commission, HSTL. 

'"Ibid., pp. 154-156. 
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generally disliked the motives behind the call for 

separation. To Landis, Congress' attack on excess air mail 

subsidy was politically motivated and based upon little 

understanding of the important benefits that federal support 

provided air carriers. Landis feared that surface carriers 

were manipulating Congress into ending all government 

support of the airlines." 

Landis wanted to develop the domestic airlines through 

the responsible use of air mail payments. Because the C.A.B. 

required the airlines to carry as little as five and as much 

as one thousand pounds of mail at any given time, the 

problem was establishing an appropriate air mail rate. Since 

the end of the war, the C.A.B. had handled the problem of 

the fluctuating air mail weights with a two-tier rate 

system. The standard rate was 45 cents for the "Big Four" 

airlines, and 60 cents for the regional airlines. Since the 

airline crisis, however, the C.A.B. increased each airlines' 

air mail rate above these levels to counter the industry's 

financial problems." 

Regardless of fluctuating air mail rates, Landis wanted 

to examine the problems of the airlines from a broad 

perspective. For Landis the question of route competition 

was complex. He believed that the Civil Aeronautics Act 

""Statement of Mr. James Landis, Chairman, Civil 
Aeronautics Board," September 8, 1947, pp. 167-171, Box 18, 
Papers of the President's Air Policy Commission, HSTL. 

"Ibid., pp. 167-171. 
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provisions for competition were sound. Overall, Landis 

thought that competition created better air service and 

should be extended only when the route system merited 

expansion. The legislative alternative to the Civil 

Aeronautics Act was increased government regulation, 

something he thought would retard the industry.'^ 

The introduction of new technology had changed the 

complexion of the route structure. The pre-war route pattern 

was based on DC-3 technology. With the movement to the four-

engine DC-4, L-749 Constellations, and the new DC-6, 

airlines faced different economic situations. The DC-3, with 

a seating capacity of twenty-one, was very economical. With 

the larger aircraft, an airline could easily lose money on 

any particular route if the passenger load was not high 

enough. Landis called for the limited restructuring of the 

route system based on four-engine aircraft technology.'* 

Landis was unsympathetic with the airlines' conflicting 

attitudes on competition. He was very critical of their two-

faced stance on route expansion. Landis complained that the 

airlines were always "begging for routes" on a competitor's 

system and extolling the merits of competition; yet when it 

came to expansion of competition on their own routes, the 

same airlines complained that it would hurt their business. 

"Ibid., pp. 159-160. 

'*Ibid., pp. 155-160. 
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According to Landis, the airlines lacked public spirit and 

always tried to further their own corporate means." 

Landis' views of the experimental local service 

airlines were mixed. He thought that the Civil Aeronautics 

Board had gone out on a limb in trying to develop the short-

haul route system. In many cases Landis believed the 

experiment was too costly and plagued by two major problems: 

the lack of a true feeder aircraft and scarcity of modern 

airport facilities in many small and medium towns. Landis 

did not want to abandon the local service airlines, but 

advocated a thorough reevaluation of the project.'* 

Airline executives testified before the commission to 

explain the industry's problems from an ownership 

perspective. Despite the problems afflicting the industry, 

Croil Hunter, president of Northwest Airlines, took the 

typical airline stance on the issues of competition and air 

mail payments. He acknowledged that the Civil Aeronautics 

Board was doing a good job. Overall, Hunter had faith in the 

Civil Aeronautics Act. He stated that the airlines were 

still in a state of growth and transition. Hunter warned 

that any abandonment of federal support would be devastating 

for the airlines. He claimed that until the development of 

an efficient aircraft and better all-weather navigational 

systems, the airlines needed federal aid. Hunter predicted 

"Ibid., pp. 154-156, 155-160 

'*Ibid., pp. 162-166. 
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that within three to five years the airlines would reach 

self sufficiency." 

After several months of testimony, the President's Air 

Policy Commission adjourned to write its anticipated report. 

While the commission drafted its report, the C.A.B. lost 

another member. In October 1947, Clarence Young retired from 

the Civil Aeronautics Board. Young had served for a year and 

a half as the replacement for Edward Warner. Young had 

fulfilled his duties as a member but was regarded as 

follower and not a policy innovator. With Young's 

resignation, Truman hoped to fill the vacancy with a man 

with extensive regulatory experience.'® 

On January 1, 1948, Thomas Finletter sent President 

Truman a copy of the commission's report. Survival in the 

Air Age: A Report by the President's Air Policy Commission. 

The 165 page examination made many observations and 

recommendations for the ailing commercial aviation industry. 

The report stressed the temporary nature of the airline 

crisis and blamed the airlines' poor condition on the over-

optimistic estimates of post-war traffic and premature 

expansion of aircraft fleets." 

"Hunter to Baker, September 10, 1947, Box 18, Papers 
of the President's Air Policy Commission, HSTL. 

'"Young to Truman, August 11, 1947, Box 36, WHCF-OF, 
HSTL. 

"Survival in the Air Age: A Report by the President's 
Air Policy Commission (Washington, D.C: GPO, 1948), pp. 97 
98. 
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The P.A.P.C. concluded that the airlines needed 

increased financial support to survive the crisis period. 

The commission saw no administrative benefit in the 

separation of air mail payments from subsidy. The P.A.P.C. 

also suggested that in order to reduce the time spent on 

crucial airmail decisions, the C.A.B. relinquish its non-

economic functions. Ending this time consuming work would 

give more time for the C.A.B. to focus on air mail and route 

decisions.'" 

The commission made several other major policy 

recommendations. First, the C.A.B. should suspend all 

pending route cases for a short period of time and undertake 

a new study of the domestic route pattern. All unprofitable 

routes should be removed from the system. Second, irregular 

carriers should be put under tighter economic regulation. 

The commission believed that the C.A.B.'s economic policy 

regarding non-scheduled airlines was inconsistent. Third, 

the length of local service airlines' temporary certificates 

should be extended from three to five years. All feeder 

airlines should be thoroughly reevaluated." 

Finally, the P.A.P.C. suggested the reorganization of 

both safety and economic regulation. A Department of Civil 

Aviation within the Commerce Department would oversee all 

aspects of commercial aviation. The Civil Aviation 

'"Ibid., pp. 98-99. 

"Ibid., pp. 98-99. 
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Department would absorb all of the functions of the Civil 

Aviation Administration and acquire the safety rule making 

and accident investigation duties of the C.A.B. 

Reorganization would include the reintroduction of an 

independent Air Safety Board to investigate all commercial 

aircraft accidents. Though independent, the Air Safety Board 

would have administrative ties to the Department of Civil 

Aviation. Under this new configuration, the Civil 

Aeronautics Board would retain its independence and economic 

regulatory functions." 

The C.A.B. opposed the call for reorganization. The 

C.A.B. believed the airlines were at a corporate crossroads 

and that a new organization would create counterproductive 

administrative difficulties. The board claimed the airline 

problems stemmed not from government regulation but were 

actually internal business problems. In general, the Civil 

Aeronautics Board resisted implementing the P.A.P.C.'s 

recommendations. '̂  

Throughout this turbulent period. Chairman James Landis 

was in constant contact with President Truman. Landis 

outlined the airlines' problems and possible solutions. His 

examination pointed to deficiencies within both the air 

"Survival in the Air Age: A Report by the President's 
Air Policy Commission (Washington, D.C: GPO, 1948), pp. 
100-102. 

'^"Statement of Mr. James Landis, Chairman, Civil 
Aeronautics Board," September 8, 1947, pp. 155-160, Box 18, 
Papers of the President's Air Policy Commission, HSTL. 

190 



carriers and the Civil Aeronautics Board. The main problem 

was the over-expansion of the domestic aircraft fleet. 

Landis, contrary to some industry reports, claimed that 

airline debt was due not to a decline in passenger traffic 

but to unnecessary "expansion fever." Airlines bought 

$158,806,000 worth of aircraft on debt financing. He singled 

out Trans World, Pennsylvania Central, Western, and 

Northeast Airlines as the main culprits of over expansion. 

Other problems included operational and labor costs. Landis 

singled out poor airline management as an important factor 

in the airlines' continuing problems. Carriers attempted to 

expand routes needlessly and used the wrong aircraft on 

routes.'* While Landis concluded his analysis, the C.A.B. 

continued to sift through the backlog of route cases. 

Despite the problems surrounding route expansion, the 

C.A.B. decided another major route case. The Southeastern 

Route Case concerned both route extensions and feeder 

service. The case covered North Carolina, South Carolina, 

Virginia, West Virginia, Tennessee, and Georgia. The 

established service was provided by American, Delta, 

Eastern, Pennsylvania Central, and Trans World Airlines. 

Many "new" air carriers such as Southeastern Air Express, 

Prairie, Southeast, Piedmont, and Southern Airlines applied 

'*Landis to Truman, February 25, 1947, Box 11, James E 
Webb Papers, HSTL. 
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for the privilege of establishing the first feeder service 

in the area." 

The Civil Aeronautics Board granted American, Delta, 

Eastern, and Pennsylvania Central Airlines route extensions. 

The C.A.B. awarded Piedmont Airlines feeder routes in 

Kentucky, West Virginia, North Carolina, and Virginia. 

Southern Airlines received routes in Tennessee, South 

Carolina, North Carolina, Florida, Georgia, and Mississippi. 

The Southeastern Case was marked by controversy. By 1947, 

some C.A.B. members questioned the status of the local 

service airlines. The economic problems of the airlines and 

caustic criticism began to take its toll. Clarence Young, 

while concurring in most of the decision, dissented on the 

expansion of the local service airlines. Young believed that 

the experiment of feeder airlines needed no further 

expansion.'* 

The C.A.B.'s authorization of feeder airlines opened up 

new service to towns and cities that lacked air 

transportation. Expansion of competition through new local 

service airlines was desirable on both a political and an 

economic level. Politically, the introduction of new 

carriers deflected criticism that the C.A.B. was just 

maintaining a "monopoly" of the grandfather airlines. 

"The Civil Aeronautics Board Reports, May 1946 to 
April 1947 (Washington, D.C: GPO, 1948), pp. 867-870. 

'*Ibid., pp. 905-907. 
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Economically, the use of feeder airlines to service small 

and medium cites made sense. Though large airlines often 

applied for local service routes, in reality some of the 

short haul systems were difficult to integrate into the 

large scheduled airlines' route structures. 

Yet, the local service experiment had mixed results. 

Because of small passenger markets, many feeder airlines had 

unprofitable routes. Local service carriers did not have the 

proper equipment to exploit short haul routes, and poor 

airport facilities often hindered the efficiency of feeder 

service. Because of these economic problems, the local 

services needed extensive air mail subsidy to make a profit. 

In the end, the C.A.B. had to make considerable route 

readjustments to create a healthier local service industry. 

These developments were often due to the experimental nature 

of feeder service rather than to C.A.B. overexpansion. 

Because of the growing workload, the C.A.B. devised two 

indexes to chart the annual amount of work accomplished and 

the overall growth in commercial aviation. The indexes were 

based on the work accomplished in fiscal year 1941 and 

expressed by the number 100. For the fiscal year 1947, the 

C.A.B.'s workload was 310, and the growth in commercial 

aviation was 393. These indexes reflected the overwhelming 
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amount of work the C.A.B. handled throughout the post-war 

period." 

In December 1947, James Landis wanted to be reappointed 

to the C.A.B., but he encountered opposition. Even with 

Landis' public desire for reappointment, rumors circulated 

throughout aviation trade magazines that Truman might not 

reselect him. Trunkline airlines did not want Landis 

reappointed to the board. By 1947, Landis had made enemies 

with the "Big Four" airlines for various reasons. Landis' 

support of the expansion of competition through route 

extensions and local service airlines threatened their route 

dominance. More importantly, Landis opposed any retroactive 

compensation of higher temporary air mail payments to cover 

the past two years. Finally, he called for the addition of 

costly safety devices for civil aircraft which many airlines 

deemed unnecessary.'" 

The squabble over reappointment came to a head in 

Washington in December. Both pro- and anti-Landis forces 

gathered for a battle. The opposition against Landis was led 

by United, American, and Eastern Airlines. Support for 

Landis came from the Air Line Pilots Association, the Flight 

Engineers Association, and the Congress of Industrial 

27-'Annual Report of the Civil Aeronautics Board, 1947 
(Washington, D.C: GPO, 1947), p. 3. 

'"Brophy to Truman, December 26, 1947, Box 7, WHOF, 
HSTL; Aviation Week, January 12, 1948, pp. 7, 10-11. 
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Organizations that supported many of Landis' safety 

efforts." 

In December, under pressure from the large airlines, 

Truman decided not to reappoint James Landis. Public 

reaction to Truman's decision was mixed. Irma Schwartz of 

Brooklyn, New York, wrote to Truman that, "support of free 

enterprise and his fight to keep the aviation industry free 

of monopoly seems to me to qualify him for reappointment."^" 

Others praised Truman's rejection of the old New Dealer. 

Louis Fitzpatrick of San Francisco summed up the feeling of 

many toward Landis' ideological slant: "He should go to 

Moscow and work for Joe Stalin."^' 

Many in the airline industry were glad to see James 

Landis leave. Airline executives charged that Landis did not 

have the "technical expertise" needed for the job.̂ ' Still 

others challenged the claim that Landis was the champion of 

free enterprise in the airlines. Carleton Putnam, president 

of Chicago and Southern Airlines, accused Landis of being 

"irresponsible, inconsistent, and unsound," and complained 

"Aviation Week, January 12, 1948, p. 12. 

"Schwartz to Truman, undated. Box 37, WHCF:OF, HSTL 

"Fitzpatrick to Truman, undated. Box 37, WHCF:OF, 
HSTL. 

"Meade to Truman, January 5, 1948, Box 37, WHCF-OF, 
HSTL. 
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that his cure for some financially strapped airlines was 

bankruptcy." 

Because of the problems with the airlines, Truman 

wanted to fill Landis' vacancy in an expeditious manner. He 

nominated Major General Lawrence S. Kuter of the United 

States Air Force for the vacant position. He believed 

Kuter's military experience could "straighten" up the 

wayward airline industry. Truman explained to Kuter that he 

wanted the C.A.B. taken out of the hands of the trunkline 

carriers. For Truman, Kuter, with no direct ties to the 

airlines, would be the perfect man for the job. Kuter's 

military status, however, became a formidable political 

obstacle.^* 

Truman wanted General Kuter to become Chairman of the 

Civil Aeronautics Board without losing his status as a 

military officer. Though Kuter would receive his salary and 

military perks as a member of the C.A.B., the military would 

have no control over him while he served on the board. But 

the idea of an active duty military officer serving on a 

civilian regulatory commission presented problems." 

"Putnam to Truman, January 12, 1948, Box 37, WHCF-OF, 
HSTL. 

"Lawrence S. Kuter, "Truman's Secret Management of the 
Airlines," Aerospace Historian XXIV (Fall 1977): pp. 181-
183. 

"Truman to Vandenburg, January 8, 1948, Box 36, WHCF-
OF, HSTL. 
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Because of the legal obstacles, Truman contacted 

Senator Arthur Vandenburg and requested that he introduce a 

bill into the Senate that waived the rules concerning dual 

appointments. After reviewing the proposed bill, the Senate 

Armed Service Committee rejected Truman's proposal. Senator 

Chan Gurney told Truman the denial of the bill was not a 

reflection on Kuter's qualifications, but on Truman's 

dubious legislative request.^* 

During the short period after Kuter's rejection, Truman 

attempted to nominate a half dozen men: Delos Rentzel, James 

F. Pickney, George Baker, Thomas Finletter, Frank Pace, Jr, 

and Joseph O'Connell. Thomas Finletter was at the top of 

Truman's list, but he graciously declined. Truman asked 

former Civil Aeronautics Board member George Baker to return 

to the C.A.B. as Chairman. Baker, a Harvard professor of 

transportation studies, cited the low salary as the main 

reason for not seriously considering the post. Frank Pace, 

Jr, was offered a choice between the Chairmanship of the 

C.A.B. and the Assistant Directorship of the Bureau of the 

Budget. After evaluating his options for several days. Pace 

told Truman that he would rather have the position at the 

B.O.B. because it gave him a comprehensive view of the 

"Gurney to Truman, January 13, 1948, Box 36, WHCF-OF, 
HSTL. 
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government process.^' A surprised Truman had to look 

elsewhere. 

After five denials, Truman turned to Joseph O'Connell. 

On March 29, 1948, O'Connell became the Chairman of the 

Civil Aeronautics Board. O'Connell, a Democrat, was a former 

General Counsel for the Department of the Treasury. During 

the New Deal, he had been administrator for the Works 

Project Administration. Because O'Connell had no aviation 

experience, Truman came under fire from the airlines for his 

appointment, but after the Landis affair and five denials, 

Truman finally had his man.̂ ® 

Immediately, O'Connell's chairmanship was marked with a 

significant change in air mail policy. By April 1948, the 

C.A.B made an announcement of vital importance to the 

beleaguered airlines. The C.A.B. decided to increase the air 

mail payments for the "Big Four" from 65 to 75 cents a ton-

mile to cover the $5,271,000 losses in 1948. But the C.A.B. 

refused retroactive pay to the airlines for the two previous 

years. Northwest Airlines executives stated it would 

challenge the C.A.B. decision on retroactive payments. The 

C.A.B., in turn, decided to undertake a series of financial 

"Oral History Interview with Frank Pace Jr., by Jerry 
N.Hess, HSTL, New York, New York January and June 1972. 

"Aviation Week, March 29, 1948 p. 41. 

198 



investigations of the "Big Four" airlines because of the 

overall escalation in air mail payments.^' 

After the air mail decision, the C.A.B. lost another 

member. In May 1948, Harllee Branch resigned from the Civil 

Aeronautics Board. One of the original members of the 

C.A.B., Branch's retirement was a benchmark. His involvement 

with commercial aviation began with the U.S. Post Office as 

Second Assistant Postmaster General in the Roosevelt 

Administration. Branch was the final administrative link to 

the pre-Civil Aeronautics Act days of uncoordinated and 

uncomprehensive economic regulation. His service to the 

Civil Aeronautics Board was invaluable to the development of 

commercial aviation during its formative years. With the 

problems facing the airlines and the tremendous workload, 

the C.A.B. desperately needed replacement members.*" 

Truman tapped Russell B. Adams to fill Branch's 

vacancy. Adams had begun his government affiliation with the 

Post Office in 1930 where he worked with the Air Mail 

Division. He had been a former Director of the Economics 

Bureau of the Civil Aeronautics Board. He had also been the 

Chairman of the Economics Division of the Air Coordinating 

Committee. His experience gave him insights into the 

39 

40 

HSTL. 

Aviation Week, April 19, 1948 p. 14. 

Branch to Truman, January 19, 1948, Box 36, WHCF, 
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mechanics of Civil Aeronautics Board air mail and route 

decisions.*' 

The Air Line Pilots Association (A.L.P.A.) wanted 

President Truman to nominate an airline pilot to fill the 

position on the board left vacant by Clarence Young. The 

A.L.P.A. believed a professional pilot was a logical choice. 

Truman, however, chose Harold A. Jones, a Republican, to 

fill Young's spot. Jones was the Civil Aeronautics Board's 

representative on the International Civil Aviation 

Organization panel of the Air Coordinating Committee. For 

many years, Jones had served as U.S. District Attorney in 

Los Angeles, California.*' With the board up to full 

strength, the agency was now able to focus on the pressing 

problems of the airline industry. 

Despite concerns about the financial problems of the 

airlines, many in Congress questioned the expense of the 

C.A.B.'s air mail policy. Since the passage of the Civil 

Aeronautics Act of 1938, the C.A.B. established air mail 

rates for the airlines based on both the delivery of the 

mail or "service" and a subsidy element or "need" determined 

on an individual basis for each airline. The purpose of the 

subsidy was always known, but Congress believed it was time 

41 Memo, Russell B. Adams, Box 36, WHCF-OF, HSTL. 

*'Dawson to Ross, February 19, 1948, Box 36, WHCF-OF, 
HSTL; Civil Aeronautics Journal, April 15, 1948, p. 39. 
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to wean the airlines from their dependence on federal 

subsidy.*^ 

The airline industry did not agree with the 

congressional easement of air mail policy. Carriers still 

dependent on air mail payments did not want to lose the 

monies from the Post Office. Carleton Putnam, president of 

Chicago and Southern Airlines, a regional carrier, asserted 

that the industry's reliance on subsidy was declining but 

would be necessary for another six years. Putnam complained 

that the C.A.B. air mail decisions did not cover all 

operational costs and often put the airlines in awkward 

financial positions. He feared that the airlines' fiscal 

troubles, coupled with the congressional dislike of air mail 

subsidy, would seriously hurt the industry. Putnam warned 

that if the subsidies were abandoned, the industry might 

face the prospect of anti-competitive mergers.** 

Because of questions surrounding the C.A.B.'s air mail 

policy, local service airlines came under attack by the 

older airlines. Regional and trunkline air carriers did not 

like the feeders because they had begun to compete with the 

large carriers' medium and short haul routes. Despite the 

limited competitive concern of the large airlines, the 

existence of feeder airlines took on a different complexion 

*'Hunter to Baker, September 10, 1947, Box 18, Papers 
of the President's Air Policy Commission, HSTL. 

**Brainier to Jones, June 24, 1947, Bureau of the 
Budget, Air Transportation, James E. Webb Papers, HSTL. 
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with the airline crisis. Underneath the thin veneer of the 

competitive issue lurked the real reason for the dislike of 

the local service airlines. Feeder airlines, because of 

their "need" status, consumed a great deal of air mail 

subsidy. With the feeder airlines dismantled, the larger 

airlines would have greater access to air mail money.*' 

Local service airlines benefited from the retirement of 

Clarence Young and Harllee Branch, both of whom believed 

that the local service experiment needed no expansion. 

During the spring of 1948, the debate over the 

separation of subsidy from airmail payments intensified in 

Congress. Conflict arose in the House of Representatives 

between foes and supporters of the air mail separation 

question. The House Interstate and Foreign Commerce 

Committee supported the C.A.B. and cited the importance of 

air mail subsidy to the development of the airline network. 

Supporters of an air mail subsidy pointed to the surface 

carriers' consumption of government funds throughout the 

nineteenth and early twentieth centuries. The committee 

stated that if the C.A.B. fulfilled its legislative mandate, 

the subsidies were worthwhile.** 

Others in Congress were not convinced of the necessity 

of the C.A.B.'s distribution of air mail payments. In the 

House Post Office and Civil Service Committee, 

*'Aviation Week, July 19, 1948, p. 7. 

**Aviation Week, April 5, 1948, pp. 44-45 
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Representative Edward Rees (R-Kansas) called for the 

immediate separation of air mail subsidy. The committee 

cited an example of obvious abuse in comparing the air mail 

payments made to Braniff and Pioneer Airlines. Braniff 

Airlines, a regional carrier flying more than twenty times 

the miles, received less air mail payment than did Pioneer 

Airlines. Pioneer, a small local service airline, secured a 

generous air mail payment. The U.S. Post Office, which had 

to pay for the C.A.B. air mail decisions, disliked the 

expensive subsidy element. Post Office officials often 

protested the high rates during the route hearings, but 

their objections were usually overruled by the board.*' 

By the fall, attacks on the C.A.B. became stiffer. For 

the first time, the airlines vented public hostility towards 

the Civil Aeronautics Board. W. L. Mcmillen, Director of 

Economics for American Airlines, attacked the C.A.B. for 

creating unrealistic competition. Assaulting the board from 

the opposite ideological end, Thurmond Arnold, former anti

trust lawyer for the Department of Justice, accused the 

C.A.B. of creating a monopoly. Arnold suggested that the 

government strip the C.A.B of its economic regulatory 

powers. During a public speech in Iowa, William A. 

Patterson, president of United Airlines, blamed the entire 

airline crisis on the C.A.B. Patterson, in a strange twist, 

suggested that the finest aviation economists be hired to 

*'lbid., p. 47. 
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analyze the airlines' problems. He accused the board of 

failing to foster the airlines through adequate air mail 

payments. Patterson struck back at the C.A.B.'s allegation 

that most of the airlines' problems were because of poor 

management. *" 

Chairman O'Connell defended the C.A.B.'s air mail 

policies, claiming that the airlines were not innocent 

bystanders. O'Connell admitted that the board was behind 

schedule in air mail decisions, but he insisted that the 

rates were reasonable. He believed that the origin of the 

airlines' woes was not low air mail rates. He contradicted 

critics' claims that there was too much competition and 

stated that, considering the amount of route requests, the 

C.A.B. had shown exceptional restraint when constructing the 

route system during the early post-war days. Finally, 

Chairman O'Connell made a conciliatory gesture toward the 

airlines. He proposed that the airlines submit their own 

suggestions on how to solve the airline crisis.*' 

O'Connell realized there were some inherent 

deficiencies in the domestic route system. Certain aspects 

of the system needed reevaluation. Routes that originally 

appeared to have economic merit sometimes failed to support 

an airline. In some instances, a small carrier found it 

*"Aviation Week. October 11, 1948, p. 40; Aviation 
Week, November 8, 1948, pp. 44-45. 

*'Aviation Week, November 8, 1948, p. 137. 
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impossible to maintain proper load factors and schedules 

while in competition with the more established airlines. 

Also, he acknowledged that there might be too many air 

carriers. O'Connell conceded that the C.A.B. and the 

industry would have to permit some mergers.'" 

By the end of the year, the possibility of major 

mergers within the airline community became a reality. 

Rumors focused on several possible consolidations: Braniff 

and Capital Airlines (previously Ail-American Airlines), 

Northeast and Colonial Airlines, and Delta and National 

Airlines. Airlines, however, could combine only with C.A.B. 

approval. During the pre-war period the C.A.B. had thwarted 

attempts at merger because it saw any airline combinations 

as anti-competitive." Now, given the reality of the 

airline crisis, the C.A.B. pondered drastic policy changes. 

The turbulent years of 1947-48 were the worst time for 

the airline industry since the chaotic pre-Civil Aeronautics 

Act days. The period was defined by massive debt, 

accusations of poor management, and slow government 

response. By the end of 1948 the industry was a long way 

from relief, but business was better than the previous year. 

The number of revenue passengers increased from 12,573,405 

in 1947 to 13,168,095 in 1948. Yet, much work had to be 

'"Ibid., p. 45. 

"Aviation Week. August 23, 1948, p. 30 
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done. For a maturing transportation industry, the rite of 

passage was still painful." 

"See Table 3. 
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CHAPTER X 

RECOVERY AND MODIFICATION 

The years 1949-1950 were a pivotal period for the Civil 

Aeronautics Board. Most of the domestic airlines regained 

financial stability. Local service airlines, however, 

languished in debt, still reliant on federal subsidy for the 

development of their short-haul services. During this 

period, the C.A.B. reexamined the domestic route system, the 

role of local service airlines, and the status of non-

scheduled airlines. The paramount issue for the C.A.B. was 

the economic revitalization of the airlines. Fundamental to 

this issue was the separation of subsidy from air mail 

payments. For the C.A.B., this period was defined by plans 

for economic recovery and route modification. 

In January 1949, criticism of the Civil Aeronautics 

Board came from ari unlikely source. James Landis, former 

Chairman of the C.A.B., conducted an investigation of the 

independent regulatory agencies for the Hoover Commission. 

Though Landis examined all of the agencies, he scrutinized 

the Civil Aeronautics Board. Landis was convinced that 

independent regulatory agencies had an important economic 
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role. He concluded that such agencies had not developed 

properly during the past decade.' 

Landis' examination of the C.A.B. focused on several 

issues. Quality appointments to the board were hindered by 

noncompetitive salaries. Leadership at the chairman level 

was diluted by administrative duties.' Landis was critical 

of the Civil Aeronautics Act's grandfather route provisions. 

He believed that many of the original grandfather routes 

were established to meet the needs of the U.S. Post Office 

and not for the development of passenger service. Because of 

this emphasis, Landis maintained that the air route system 

was not designed to meet the passenger service requirements 

of the post-war period. The board did not establish logical 

routes because it was obsessed with individual cases instead 

of viewing the system as a whole.^ 

Landis, however, was the most critical of the Civil 

Aeronautics Board's air mail policy. He argued that the 

Civil Aeronautics Act gave the C.A.B. a "blank check" to 

subsidize air routes throughout the nation and the world 

'"Tentative Draft on Independent Regulatory Agencies," 
January 26, 1949, pp. 1-2, Box 16, Dean Acheson Papers, 
HSTL. In 1947, the Commission on Reorganization of the 
Executive Branch of the Federal Government or the Hoover 
Commission was established to investigate the efficiency of 
the Executive Branch. 

'Ibid., pp. 1-2. 

^James M. Landis, "Air Routes Under the Civil 
Aeronautics Act," The Journal of Air Law and Commerce XV 
(Summer 1948): pp. 295-296. 
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without financial accountability. Air mail payments resulted 

in corporate extravagance in the name of "outworn 

paternalism." Landis wanted the airlines to grow but with 

diminishing federal assistance. Because of the economic 

realities of the air transportation industry, he suggested 

that the C.A.B. should not support insolvent carriers but 

let them succumb to market forces. Landis' indictments were 

characteristic of the criticism leveled against the C.A.B. 

because of the economic problems encountered by the 

airlines.* 

In 1949, the airlines showed limited signs of 

revitalization. Eight of the sixteen scheduled airlines 

earned a profit. Braniff, Chicago and Southern, Continental, 

Delta, Colonial, Inland, Eastern, and Capital Airlines were 

in the black. American, United, and Trans World Airlines 

lost money because of the cost of new aircraft in their 

route systems. Because of the persistent economic adversity 

of the airlines, the C.A.B. granted temporarily higher air 

mail rates for the beleaguered airlines. To justify the 

payment increases, the C.A.B. began a complete reexamination 

of the domestic route system.' 

Besides higher air mail payments, the C.A.B. turned to 

an experimental passenger fare policy to eliminate the 

*Landis, pp. 295-297. 

'"C.A.B. Economic Program for 1949," pp. 12-14, Box 9, 
Russell B. Adams Papers, HSTL. 
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fiscal problems of the airlines. For the first time, the 

C.A.B. approved major reductions in passenger rates. The 

C.A.B. allowed these "coach fares" for certain air carriers 

on specified routes. Ironically, low cost fares were 

pioneered by the irregular airlines, which flew with little 

overhead on high density routes. The coach fares were based 

on the elimination of costly inflight services. Overall, the 

cost of the air service was reduced from six cents to four 

cents per passenger mile. All coach flights were on off-

peak hours and on high density routes. The C.A.B. moved 

slowly in the implementation of coach fares for fear of 

disruption of first class traffic* Though coach fares 

officially began in November 1948, the results of the new 

fare policy were not known until the new year. 

The C.A.B. was reluctant to initiate a low fare policy 

because of previous problems with low fares. In the past, 

lower passenger rates had resulted in loss of airline 

revenues. This fear was unfounded because by 1949 the 

passenger market was expanding. Every year the amount of 

traffic had increased, and the growth of irregular airlines 

was another indication of the growing desire of the American 

public to travel by air. In 1949, 15,120,015 passengers 

*Annual Report of the Civil Aeronautics Board, 1949 
(Washington, D.C: GPO, 1949), p. 4-5; Harold A. Jones and 
Frederick Davis, "The 'Air Coach' Experiment and National 
Air Transport Policy," The Journal of Air Law and Commerce 
XVII (Winter 1950): pp. 11-13. 
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traveled on commercial airlines. The C.A.B.'s failure to 

authorize the immediate use of low prices retarded the 

industry's development of coach service. 

In February, the Civil Aeronautics Board announced the 

"Economic Program for 1949," a plan to revitalize the 

troubled air transportation industry. The C.A.B.'s 

initiative was a response to the airlines' economic problems 

of the past two years. The program called for a major 

reevaluation of air mail payments, the domestic route 

system, the status of the feeder airlines, and the role of 

the irregular airlines. Though the plan emphasized a move 

away from long-term dependence on subsidy, it did not 

abandon the idea that the federal government was a major 

partner in the maintenance of the airlines.' 

C.A.B. officials stressed that it would take several 

years to return the airlines to a position of complete 

financial stability. The C.A.B. was confident that the 

program would work, but cautioned that congressional budget 

cuts hampered the agency's effectiveness in dealing with the 

airlines' problems. Budget reductions cut both personnel and 

financial resources necessary to implement the Economic 

Program for 1949 in a timely manner. 8 

'"C.A.B. Economic Program for 1949," pp. 14-16, Box 9, 
Russell B. Adams Papers, HSTL. 

"Ibid, pp. 14-15. 
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The Economic Program for 1949 represented the official 

recognition by the C.A.B. that the air transportation 

industry had experienced significant changes during the 

post-war period. With the introduction of new equipment, 

the expansion of competition, and the development of feeder 

airlines, economic data often fluctuated. Because of these 

rapid changes, the C.A.B. did not always have the 

appropriate information to reappraise the airlines. Some 

delay in route decisions occurred because of the C.A.B.'s 

work load. But by 1949 the C.A.B. had allowed the airlines 

to delay route and air mail hearings with needless amounts 

of evidence and witnesses.' 

To fully implement the Economic Program of 1949, 

Chairman Joseph O'Connell stressed the importance of the 

economic independence of the air carriers. O'Connell 

believed that the only flaw in the Civil Aeronautics Act was 

the air mail provisions. He concluded that the air mail 

statutes lacked the proper incentives for eventual 

independence from subsidy. In the end, he conceded some 

routes needed economic support while maintaining that others 

could easily operate without subsidy. O'Connell credited the 

slight economic renaissance of the airlines in part to 

temporary air mail payments. He pointed to the increase in 

'"C.A.B. Economic Program for 1949," pp. 21-23, Box 9, 
Russell B. Adams Papers, HSTL. 
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passenger traffic and the better management of the airlines 

as other important factors.'" 

While the C.A.B. planned for the economic 

revitalization of the airlines, familiar issues resurfaced. 

By 1949, two and half years had passed since the C.A.B. 

began to supervise the non-scheduled airlines. The first 

regulations in 1945-46 were based upon the C.A.B.'s 

conclusion that the irregular airlines could fill a gap in 

the nation's air transportation system with contract 

operations without affecting scheduled service. C.A.B. 

officials believed that strict supervision of non-scheduled 

airlines was not necessary for the development of this 

limited air service." 

Two years after the war, many of the irregular airlines 

began to grow because of post-war surge in passenger and 

cargo traffic. Soon the small non-scheduled airlines became 

large carriers. Because these air carriers purchased DC-3s 

and DC-4s, airlines were able to tap more significant levels 

of traffic on scheduled high density routes. To oversee this 

new development, the C.A.B. established a second tier of 

regulations for the non-scheduled carriers. The new 

regulations required each airline to file a letter of 

registration. Letters of registration provided valuable 

'"O'Connell to Cook, July 29, 1949, Box 47, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 

"O'Connell to Vandenberg, February 12, 1949, Box 47, 
Records of the Civil Aeronautics Board, RG 197, NA-S. 
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economic information, such as the routes and equipment of 

the carriers, and required extensive business reports. 

Unfortunately, only 59 of the 144 large irregular airlines 

sent the required business information. With the C.A.B.'s 

small economic enforcement staff, it was impossible to keep 

up with all the irregular airlines' economic data and to 

chart the impact of the irregular airlines on the scheduled 

airline industry. Finally, the large irregulars' reluctance 

to submit the mandatory reports created friction between 

these carriers and the Civil Aeronautics Board." 

By 1948, the irregular airlines had grown beyond the 

role envisioned by the C.A.B. With the growth of the 

industry, many non-scheduled airlines began to offer 

scheduled service. The inauguration of this illegal air 

service became an immediate concern for the C.A.B. because 

of the potential economic impact of the irregular airlines 

on scheduled carriers. The economic threat of the carriers 

came in the form of traffic diversion. As the airlines added 

larger equipment, DC-3s and DC-4s, to their inventories, the 

diversion of traffic became more pronounced. Because the 

non-scheduled carriers were not bound by certificates of 

necessity and convenience, each carrier could pick the route 

with the most passenger traffic. 13 

12 Ibid. Please see Tables 4 and 5. 

'^O'Connell to Johnson, March 24, 1949, Box 47, Records 
of the Civil Aeronautics Board, RG 197, NA-S. 
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Most flights were on lucrative passenger routes: 

Chicago to New York, Miami to New York, and between other 

high density terminal points. By 1949, the actual amount of 

irregular airline traffic diversion was a matter of 

controversy. C.A.B. officials claimed that the irregular 

airlines siphoned off 10 percent of the scheduled traffic. 

The irregular airline executives, however, scoffed at this 

estimate, maintaining the percentage was significantly 

smaller.'* Whatever the actual amount, the issue of illegal 

scheduled service became a monumental source of friction. 

Besides illegal air services, the C.A.B.'s economic 

enforcement staff found the irregular airlines in violation 

of other federal regulations, and guilty of unscrupulous 

business practices. Often non-scheduled airlines stranded 

passengers at intermediate points when a high capacity 

flight was not available and discriminated between 

passengers on air fares through false and misleading low 

fare advertisements. More importantly, the C.A.B. was 

concerned about the irregular airlines' commitment to 

federal safety regulations. Because they were not in the 

sphere of regulated competition, many times irregular 

airlines fought fierce rate wars. Price wars resulted in 

fluctuating revenues for carriers. A dearth of operating 

'*Ibid. Please refer to Table 6 
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capital often forced carriers to ignore routine maintenance 

and compliance with safety regulations." 

Growing friction between scheduled and non-scheduled 

airlines forced the Civil Aeronautics Board to hold 

hearings. On February 15, 1949, the C.A.B. held informal 

hearings with the officials and congressional supporters of 

the non-scheduled airlines. Overall, the C.A.B. was generous 

in the amount of time it allowed non-scheduled carriers for 

witnesses and evidence presentation. During the hearings, 

C.A.B. officials defended their non-scheduled airlines 

policy and the government's long and costly investment in 

the scheduled airlines. Chairman O'Connell explained to 

congressional advocates of the non-scheduled airlines that 

the purpose of the Civil Aeronautics Act was the protection 

of the scheduled airlines from all forms of destructive 

competition. O'Connell stressed that scheduled service by 

the irregulars was unwarranted competition. Because of 

continued violations, the C.A.B. proposed ending the blanket 

exemption of the carriers through letters of registration 

and establishing a system whereby carriers would have to 

prove the merit of their air service. By 1949, the C.A.B. 

determined that in order to protect the scheduled carriers. 

"Brennar to Landry, June 14, 1950, Box 44, WHCF-OF, 
HSTL. 
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large irregulars must be brought under strict economic 

control.'* 

Understandably, irregular airline officials opposed any 

new expansion of the C.A.B's regulatory powers. Also, non-

scheduled carrier executives wanted the C.A.B to relinquish 

retroactively all regulatory control over their industry. 

Irregular airline officials argued they provided a valuable 

low cost service to the American public. John Fischgrund, 

president of the National Independent Air Carriers 

Association, the trade association for the non-scheduled 

airlines, wrote President Truman concerning the problems 

facing the non-scheduled airlines. Fischgrund asked Truman 

to protect the irregulars from the onslaught of expanded 

federal regulation. He called the irregulars the "People's 

Airline" and stressed their profitability and low cost. John 

Rehill, vice president of Meteor Air Transport, a large non-

scheduled airline, also asked Truman for support. Rehill 

appealed to Truman's own experience as a small businessman 

and commented that non-scheduled carriers were an important 

employment source for veterans. In the end, Rehill stressed 

that the irregulars wanted merely a fair chance to prove 

their merit." 

'*0'Connell to Vandenberg, February 12, 1949, Records 
of the Civil Aeronautics Board, Box 47, RG 197, NA-S; 
Steeleman to Rehill, March 2, 1949, Box 44, WHCF-OF, HSTL. 

"Fischgrund to Truman, March 3, 1949, Box 44, WHCF-OF, 
HSTL; Rehill to Truman, February 2, 1949, Box 44, WHCF-OF, 
HSTL. 
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Complaints of expanded C.A.B. regulation reached the 

Department of Justice. Surprisingly, the Department of 

Justice defended the non-scheduled airlines. Attorneys for 

the D.O.J, argued that too much C.A.B. power would drive the 

irregular airlines out of business. Federal attorneys 

suggested that since the irregulars conducted unsubsidized 

operations, they could develop a "yardstick" to measure the 

true cost of flight operations. This measurement would 

eventually help to establish the appropriate air mail 

payment scale for the subsidized scheduled airlines.'" 

Because the Civil Aeronautics Board did not have 

comprehensive regulatory authority over non-scheduled 

airlines, they were able to develop a low cost passenger 

fare structure which created a new market untapped by the 

scheduled airlines. These carriers flying limited non-luxury 

flights on high density routes generated high levels of 

business. Despite the denial of entrance into competition 

with scheduled airlines, the irregular airlines' low fares 

had a tremendous impact on the fare structure of the 

certified airlines." 

'""Views of the Department of Justice," undated. Box 
44, WHCF-OF, HSTL. 

"Aaron J. Gellman, "The Regulation of the Competition 
in United States Domestic Air Transportation: A Judicial 
Survey And Analysis-II," The Journal of Air Law and Commerce 
(Spring 1958): pp. 163-166. 
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The Civil Aeronautics Board's failure to complete a 

general passenger fare investigation prevented an accurate 

analysis and estimation of the actual cost of passenger 

service throughout the nation. The straight comparison 

between scheduled and non-scheduled airline fares presented 

problems. Scheduled airlines' fares, not bound by strict 

price competition, but supervised by the Civil Aeronautics 

Board resulted in higher fares. Irregular airlines' fares 

shaped by fierce price wars between other contract carriers 

resulted in prices below actual operating costs. Both fare 

structures created an ambiguous picture on the cost of air 

travel in the post-war period.'" 

From a regulatory standpoint, the overall impact of the 

irregular airlines' low fares was difficult to assess. Many 

times, the fare structure of non-scheduled airlines 

reflected their limited service capabilities. Flying high 

density popular routes assured contract carriers a high load 

capacity. Irregular airlines used inexpensive older 

aircraft, rented maintenance facilities, and paid employees 

lower wages. All these factors allowed non-scheduled air 

carriers to operate at a lower cost base than scheduled 

airlines which used new aircraft, owned maintenance 

facilities, paid higher wages, and had extensive route 

'"Samuel B. Richmond, Regulation and Competition in Air 
Transportation (New York: Columbia University Press, 1961), 
pp. 12-13, 90-91. Paul W. Cherington, Airline Price Policy: 
A Study of Domestic Airline Passenger Fares (Boston: Harvard 
University Press, 1958), pp. 99-100. 
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commitments. Though irregular airlines' fares had a dramatic 

impact on price competition throughout the industry, 

discount rates did not create service competition between 

non-scheduled or scheduled carriers. Non-scheduled airlines 

rarely introduced new aircraft to compete in markets to 

entice new customers with reduced flight times and added 

comforts." 

From the perspective of the American public, however, 

the cost of regulated airline travel was easily 

demonstrated. Intrastate air travel in post-war California 

offered the best testing ground for comparing regulated and 

unregulated air fares. After the war, several intrastate air 

carriers were established in California. Because the Civil 

Aeronautics Board lacked economic control over intrastate 

airlines, these carriers set low passenger fares to attract 

customers. The most successful of the discount carriers was 

California Central Airlines. Using older DC-3 aircraft and 

low salaries, California Central established service based 

on an unprecedented three cents per passenger mile." 

In 1949, California Central Airlines charged $15.00 to 

fly from Los Angeles to San Francisco, while the standard 

"Aaron J. Gellman, "The Regulation of the Competition 
in United States Domestic Air Transportation: A Judicial 
Survey And Analysis-II," The Journal of Air Law and Commerce 
XXIV (Summer 1958): pp. 163-166. 

"Role of Irregular Airlines in United States Air 
Transportation Industry, 82nd Congress, 1st sess. Senate, 
1952, pp. 183-185. 
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fare on Western or United Airlines was $21.00. In 1950, 

Western Airlines introduced a coach fare between Los Angeles 

and San Francisco for $14.00. Immediately, California 

Central responded with a reduction in price to $10.00. By 

1951, the impact of irregular airlines' low cost fares had 

created a new fare structure in California.'^ 

In other areas throughout the nation, irregular airline 

price competition had similar effects on lowering passenger 

fares. On the flight from Chicago to Los Angeles, the 

standard scheduled fare was $114 while the non-scheduled 

airline fare was $79. The introduction of scheduled coach 

fares on this route reduced the cost to $85. The rate to fly 

from Chicago to Miami on a scheduled airline was $79, while 

non-scheduled carriers charged $42 for the same service. To 

combat price competition from the irregular airlines, 

scheduled carriers began coach flights which lowered the 

price to $47.'* With the success of low cost fares and the 

introduction of coach fares, critics began to question the 

higher cost of regulated airline service. 

Not every critic of regulated air fares called for a 

reduction in passenger rates. Roy R. Roadcap, a financial 

analyst, was critical of the C.A.B.'s passenger fare policy. 

Roadcap argued that historically airline passenger prices 

23 Ibid., pp. 184-185 

'*Richard Caves, Air Transport and Its Regulators: An 
Industry Study (Cambridge: Harvard University Press, 1962), 
p. 370. 
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had been tied to subsidized railroad passenger fares. The 

railroad fares, subsidized by freight, lowered the overall 

operational costs for railroads allowing them to charge 

artificially low passenger ticket prices. Because of these 

low rates, the airlines tried to match prices with its 

surface competition. Roadcap maintained that if the airlines 

charged higher passenger fares, reflecting actual operating 

costs, they could generate profits on passenger service. 

Profitable passenger service would release the airlines from 

their reliance on air mail payments allowing for economic 

self-sufficiency." Roadcap's analysis, though interesting, 

went against critics clamoring for lower passenger fares. 

The Air Transportation Association was extremely 

interested in the status of the non-scheduled airlines. The 

A.T.A viewed the irregular airlines as a serious economic 

threat and accused the Department of Justice of supporting 

illegal flight operations of the contract carriers. The Air 

Transport Association estimated illegal air services had 

cost the scheduled airlines forty million dollars during the 

past three years. Officials at the A.T.A. demanded that the 

government protect the scheduled airlines from destructive 

competition.'* 

"Roy R. Roadcap, "Why Tie Airline Fares To Subsidized 
Railroad Passenger Rates?" The Journal of Air Law and 
Commerce XVII (Autumn 1951), pp. 421-423. 

'*Ramspeck to Truman, March 1, 1949, Box 44, WHCF-OF, 
HSTL. 
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At the request of the Civil Aeronautics Board, 

congressmen in both the Senate and the House introduced 

legislation for the expansion of the C.A.B.'s regulatory 

powers over the irregular airlines. Both H.R.6149 and S.432 

granted stronger regulatory powers to the board, but the 

legislation did not pass. The C.A.B., in fact, was reluctant 

to accept too much control over the non-scheduled airlines. 

Board members did not want to regulate the contract carriers 

out of business just to prevent scheduled service by the 

irregulars." 

By May 1949, C.A.B. members began to implement the 

goals of the "Economic Plan of 1949." Josh Lee initiated an 

internal plan to restructure the domestic route pattern. 

Lee's realignment plan included all classes of scheduled 

airlines. However, since he was a great advocate of the 

feeder airlines, their survival played a major part in his 

reevaluation.'® 

Lee wanted to redesign route patterns through mergers 

of regional and local service airlines. He called for the 

merger of Northwest and Western Airlines. This new carrier 

would consolidate its west coast holdings and drop some of 

""Statement of the Position of the Civil Aeronautics 
Board With Respect To Legislative Matters Concerning 
Aviation," April 22, 1949, p. 34, Box 47, Records of the 
Civil Aeronautics Board, NA-S. 

'®Memo, Lee to Board, May 24, 1949, Russell B. Adams 
Papers, HSTL. 
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its unprofitable intermediate points. Ultimately, Lee's plan 

focused on survival of the feeder airlines." 

Lee also realized that the local service experiment 

needed some adjustments. Because many feeder routes were 

unprofitable, the local service airlines were the primary 

recipients of air mail payments. These subsidies placed the 

feeder airlines under considerable attack from the larger 

airlines and congressional critics. Lee called for the 

mergers of Empire and West Coast Airlines, Southwest and 

Bonanza Airlines, and Monarch and Challenger Airlines. These 

new combinations created three efficient feeder systems in 

the West.̂ ° Lee's realignment program was not an admission 

of too much expansion at the local service airline level. 

Route adjustments were a legitimate part of the 

developmental process in the experimental nature of the 

feeder airlines. 

David Bluestone, a former economist for the Civil 

Aeronautics Board, was critical of the C.A.B.'s construction 

of the air route network. His findings suggested, echoing 

Gill and Bates' conclusions, that the board had created too 

much competition among the airlines. Bluestone argued that 

on trunk and regional routes, the C.A.B. continually added 

competition on most of the monopoly city pair markets during 

the last twelve years. In 1940, forty-one percent of all air 

"Ibid., pp. 2-8. 

"Ibid., p. 24. 
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routes had competition and by 1950, the competition in the 

same markets had increased to sixty-three percent. Bluestone 

believed that the expansion of competition on routes was the 

primary cause of the airlines' financial troubles. He argued 

that the C.A.B.'s decisions were vague and resulted in 

inappropriate ad hoc route extensions. Bluestone suggested 

an immediate reduction of routes through suspension of 

parallel route competition." 

By 1949, the separation of air mail payments from 

subsidy became a controversial political issue. In Congress, 

attempts to separate air mail payments arose in both houses. 

Because of the political nature of the separation issue, 

legislators fell into two major ideological groups. One 

group favored the immediate separation of subsidy from 

payments, no matter the consequences for the airline 

industry. The other group advocated responsible separation 

with a thorough investigation of the issue before drafting 

any legislation.^' 

In the House, the main supporter of separation was 

Representative John F. Kennedy (D-Massachusetts). Kennedy 

introduced H.R.2908 which proposed the immediate separation 

of mail payments from subsidy and charged the C.A.B. to 

'̂David Bluestone, "The Problem of Competition Among 
Domestic Trunk Airlines Part I," The Journal of Air Law 
and Commerce, XX (Autumn 1953) pp. 379-381. 

"O'Connell to Kennedy, October 17, 1949, Box 47, 
Records of the Civil Aeronautics Board, RG 197, NA-S. 
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establish proper air mail payment rates. The bill provided 

the C.A.B. with its own funds to distribute subsidy directly 

to the airlines. The U.S. Post Office would pay only for the 

actual cost of the delivery of the air mail. The C.A.B. 

rejected H.R.2908 because the bill did not examine the air 

mail payment question. The board feared that quick 

legislation without proper economic analysis would result in 

dubious law, initiating a new wave of economic chaos.^^ 

In the Senate, Edwin Johnson (D-Colorado) was the main 

catalyst for separation. Johnson introduced legislation to 

separate air mail payments from subsidy. After weeks of 

committee work, Johnson's bill eventually became known as 

S.1451. The bill outlined a plan for an immediate separation 

of subsidy from air mail payments. S.1451 evolved into 

S.2437 that authorized separation after a lengthy study of 

the air mail question. Ultimately, S.2437 became S.J.Res 92 

that called for a report due in March of the next year. The 

C.A.B. disliked S.J.Res 92 because it did not appropriate 

enough funds to study separation. Though the C.A.B. 

eventually supported S.J.Res 92, board members realized that 

the separation of subsidy was not a simple task. The C.A.B. 

recommended to Congress that air mail separation be 

undertaken in two steps; first, separation of the air mail 

"Ibid. 
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payments into service and need; second, allocation of funds 

for the distribution of subsidy." 

While Congress debated the separation issue, the C.A.B. 

continued to monitor the effects of coach fares on the 

airlines. By July the verdict was in on the discount rates. 

Most airline officials liked the dividends coach fares 

produced: increased revenues and passenger traffic. Capital 

Airlines pioneered the use of coach fares on scheduled air 

routes. At the beginning of 1949, Capital Airlines was in 

dismal financial shape. Within six months, however, the 

company earned a significant profit with the implementation 

of low fares. Capital Airlines' competition, T.W.A. and 

Eastern, inaugurated similar coach fares along their routes. 

Within weeks Capital's profits dropped off. Though Capital 

Airlines officials believed coach fares were instrumental in 

its comeback, they warned the airline industry that low 

fares must be closely monitored to prevent rate wars.^' 

Northwest Airlines officials were particularly pleased with 

coach fares. Executives at Northwest claimed that low fares 

attracted a new type of air passenger and did not drain 

passengers from normal flights. Northwest Airlines' 

president, Croil Hunter, commented that coach fares 

"O'Connell to Johnson, August 26, 1949, Box 47, 
Records of the Civil Aeronautics Board, RG 197, NA-S 

35 Aviation Week. July 25, 1949, p. 46. 
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revitalized his company. Hunter complained the C.A.B. was 

too restrictive in its implementation of coach fares." 

Others were not convinced of the merits of coach fares. 

William Patterson, president of United Airlines, commented 

that he did not like coach fares because they drained 

traffic from first-class flights. He warned the usage of low 

fares on all routes would return the airlines to financial 

crisis. Patterson protested that the economic data did not 

prove the worth of coach fares." 

Despite the glowing reports given by Northwest and 

Capital Airlines, the C.A.B. still considered the new low 

cost flights an experiment. The board granted a two-month 

extension for all carriers with coach fares. The extensions 

were awarded to Capital, Northwest, Trans World, and Mid-

Continent Airlines. Despite the fare extensions, the Civil 

Aeronautics Board warned the airlines that too much reliance 

on coach fares was dangerous.̂ ® 

In August, the Civil Aeronautics Board finally released 

its anticipated study of coach fares. The report surveyed 

7,000 passengers on 252 coach flights and compared their 

flight experiences with 30,000 passengers on 1120 first-

class flights on parallel routes. Though the C.A.B. was 

reluctant to make any long-term conclusions, a few trends 

"Aviation Week. July 4, 1949, p. 54. 

"Ibid., p. 12. 

"Aviation Week, July 25, 1949, p. 46. 

228 



were quite obvious. Twenty percent of the passengers on 

coach flights made their first trip because of the 

enticement of lower fares. Despite Patterson's denials, the 

study supported the assertion that coach fares created a new 

passenger market.^' 

The use of coach fares was only the first of many 

changes in C.A.B. policy. By 1950, the C.A.B. entered a new 

regulatory phase, marked by the reduction in local service 

and route extensions. The period was characterized by the 

call for beneficial airline mergers, the promotion of self-

sufficient trunkline airlines, and responsible separation of 

air mail payments from subsidy. Problems with the non-

scheduled airlines hindered the Civil Aeronautics Board's 

attempts to restructure the domestic route system. 

After the irregular airlines' continual violation of 

the Civil Aeronautics Act, the C.A.B. established new 

regulations. On May 26, 1950, the C.A.B. announced a new 

policy for the non-scheduled airlines, which limited 

carriers to three flights per month on high density routes 

and eight flights a month between any other two terminal 

points. The "Three and Eight" rule also canceled any 

previous exemptions to carriers that operated scheduled 

service. The irregular airlines viewed this limitation on 

flights as unacceptable. Because of immense political 

"Aviation Week, August 1, 1949, pp. 16-17. See Table 
7. 
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pressure by congressional advocates of non-scheduled 

airlines, the C.A.B. suspended the "Three and Eight" policy 

pending further review.*" 

While the C.A.B. wrangled with the irregular carrier 

industry, scheduled airlines reacted to congressional 

attempts to separate air mail payments from subsidy. Most 

U.S. domestic airlines supported the idea of the separation 

of air mail from subsidy. Airline officials, however, wanted 

all bills to include provisions for a comprehensive economic 

study of the air mail question. The airlines saw the 

separation legislation as a way to change the public's 

perception of them as bloated consumers of federal subsidy. 

But not every airline executive was convinced of the need 

for better public relations.*' 

Carleton Putnam, president of Chicago and Southern 

Airlines, commented the idea of airline subsidy was an 

"illusion." Putnam stated the airlines were not taking 

advantage of government subsidy, and that surface carriers 

stirred up misinformation about the domestic airlines' 

consumption of air mail payments. Putnam pointed to the 

railroads' massive historical consumption of federal aid. He 

stressed the importance of subsidy to the development of 

*"Brennar to Landry, June 14, 1950, Box 44, WHCF-OF, 
HSTL. 

*'Sullivan to Springarn, April 25, 1950, Box 11, WHCF-
OF, HSTL. 
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civil aviation and added that the airlines' survival was 

vital to national defense and commerce.*' 

Along with congressional attempts to separate air mail 

payments, other government agencies evaluated the C.A.B.'s 

regulatory performance. Commerce Department officials wanted 

airlines to provide low cost air travel for all Americans. 

The Commerce Department circulated a study called "Issues 

Involved in a Unified and Coordinated Federal Program for 

Transportation." The report suggested that all forms of 

interstate transportation were now on a level economic 

playing field and implied that commercial aviation was 

mature enough to operate in a competitive atmosphere. The 

C.A.B. rejected this early call for deregulation. Board 

members stated emphatically that a return to direct 

competition would result in the rapid disintegration of most 

of the domestic route system through the destructive 

competition of rate wars.*^ In 1950, the airline industry 

was not in a position to reenter into direct competition. 

The trunk and regional carriers still relied on air mail 

subsidy for operations, and the local service airlines' 

survival depended on federal aid. The Commerce Department's 

analysis was an invitation to disaster. 

*'Carleton Putnam, "The Illusion of Air Line Subsidy," 
The Journal of Air Law and Commerce XVII (Winter 1950): pp 
32-34. 

*^0'Connell to Steeleman, January 30, 1950, Box 52, 
WHCF-OF, HSTL. 

231 



While the C.A.B. fought off attempts to end regulated 

competition, the board lost another member. On July 1, 1950, 

Joseph O'Connell resigned from the C.A.B. to return to 

private law practice. O'Connell was replaced by Delos 

Rentzel. Rentzel, the former head of the Civil Aeronautics 

Administration, had aviation experience extending back 

twenty years. He had begun his career in civil aviation with 

American Airlines. Eventually, Rentzel worked his way up to 

Director of Radio Operations. During the Second World War he 

was president of Aeronautical Radio Inc.** By 1950, with the 

Rentzel nomination, the C.A.B.'s membership began to take on 

the appearance of a revolving door. 

Soon the Civil Aeronautics Board had to contend with 

continuing problems with the local service airlines. Parks 

Airlines' feeder routes were suspended because it did not 

inaugurate service within the required time frame. The 

C.A.B. denied Mid-Continent Airlines' bid to purchase Parks 

Airlines. Instead, the board divided up the feeder routes 

between Mid-Continent and Ozark Airlines. Mid-Continent 

received all of Park Airlines' northern routes, and Ozark 

Airlines received the carrier's Mississippi Valley and Great 

Lakes Region routes. Because of the special circumstances 

involved in the case, the C.A.B. deviated from its normal 

**"Biography of Delos Rentzel," September 30, 1950, Box 
11, WHCF-OF, HSTL. 
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policy of allowing a regional airline to acquire a feeder 

system.*' 

While the C.A.B. established new policy to counter the 

industry's downturns, regulated the non-scheduled airlines, 

and contemplated the effects of air mail separation, events 

in Asia boiled over into a war. On June 25, 1950, North 

Korean ground forces launched an attack on the Republic of 

South Korea. Under the flag of the United Nations, Truman 

committed American naval, air, and ground forces to the 

defense of South Korea. The North Korean Army pushed U.S. 

Army forces into a defensive point known as the Pusan 

Perimeter. As the U.S. commitment to the "police action" 

enlarged, so did the need for aircraft to transport military 

personnel and supplies from bases in the eastern Pacific and 

the continental United States.** 

The need for airlift during the Korean Conflict was 

quite different than the requirements during the Second 

World War. During the inter-war period the United States Air 

Force created the Military Air Transport Service (M.A.T.S.) 

to fulfil the U.S. military's airlift needs. Yet even with 

M.A.T.S., the urgent requirements of the Korean conflict 

taxed the air force's limited airlift capabilities. Once 

45 Civil Aeronautics Journal, September 15, 1950, p. 98 

**Clay Blair, The Forgotten War: America in Korea, 
1950-53 (New York: Anchor Books, 1987), pp. 65-106. 
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the air mail question were not available. While Congress 

debated the separation issue, the C.A.B. and the airlines 

planned for a bright future that only two years before had 

looked bleak. 

234 



CHAPTER XI 

A MOVE TOWARD STABILITY 

In January 1951, Harry S Truman's State of the Union 

message addressed commercial aviation from a national 

perspective. In his speech, Truman made reference to the 

issue of separation of air mail payments from subsidy. He 

acknowledged the historic relationship between the airlines 

and the federal government but emphasized the carriers' need 

to move toward financial independence. Because Truman 

believed that the airlines had reached economic maturity, he 

asked a vacillating Congress to pass legislation separating 

air mail payments from subsidy.' 

The C.A.B. made its own plans for the new year, while 

Truman focused on air mail separation. Chairman Delos 

Rentzel drafted a blueprint for the C.A.B.'s upcoming 

activities. The board accepted the idea of legislative 

separation of air mail payments from subsidy but 

concentrated on its own plan for separation. Also, the 

C.A.B. prepared to continue its reevaluation and minor 

adjustments of the domestic route system through the 

encouragement of desirable airline mergers.' 

'Public Papers of the Presidents of the United States: 
Harry S Truman, 1951 (Washington, D.C: GPO, 1965), 13, p. 
83. 

'Aviation Week, January 22, 1951, p. 45. 
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While the C.A.B. confirmed its goals for the immediate 

future, it began to implement the suggestions of the Hoover 

Commission of 1950. The Hoover Commission report had made 

several recommendations to improve the administrative 

efficiency of all regulatory agencies. The C.A.B. 

established the position of executive director who planned 

and coordinated all of the board's activities, reporting 

directly to the chairman. Now the chairman had complete 

control over the board's schedule and agenda. To make the 

route hearing procedure more efficient, the C.A.B. created a 

Bureau of Air Operations which absorbed all previous 

economic duties. Also, the C.A.B. created a committee 

consisting of board and high level staff members to develop 

long-term policy.^ 

During administrative changes within the agency, the 

C.A.B. also added new members. Harry Truman filled vacancies 

created during the greatest turnover period in the agency's 

short history. On February 6, 1951, Joseph Adams became the 

newest member. Adams was an attorney and the former Director 

of Aeronautics for Washington. His experience in intra-state 

civil aviation issues gave him fresh insights into the 

^Delos Rentzel, "Promotion of Civil Aviation," The 
National Air Review, February 1951, pp. 16-20; In 1947, 
former president Herbert Hoover headed up the Commission on 
Organization of the Executive Branch of the Government or 
the Hoover Commission to investigate the structure of the 
Executive Department. The Commission made numerous 
organizational and administrative suggestions, many of which 
were implemented by 1951. 
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continuing problems of local service and non-scheduled 

airline operations.* 

A month later, the C.A.B. added a second new member. On 

March 12, 1951, Chan Gurney replaced Harold Jones. Gurney, a 

former U.S. Senator, had served on several Senate committees 

concerned with aviation legislation. Because of his lack of 

formal aviation experience, many in the aviation community 

questioned his appointment to the Civil Aeronautics Board.' 

In a surprise move, Delos Rentzel resigned from the 

C.A.B. to become the Under Secretary of Commerce. Quickly, 

Truman appointed Donald Nyrop to replace him as Chairman of 

the C.A.B. Nyrop was head of the Civil Aeronautics 

Administration and former assistant to the Chairman of the 

C.A.B. With three new members on the board, only Oswald Ryan 

was an original member. The addition of new members created 

the possibility for new and divergent views on regulatory 

policy.* 

As the C.A.B. adjusted to its new membership, the 

status of the non-scheduled airlines remained in dispute. By 

1951, more members of Congress supported the irregular 

airlines. Senator John Sparkman, Chairman of the Senate 

Select Committee on Small Business, became the champion of 

*Truman to Adams, January 16, 1953, Box 37, WHCF-OF, 
HSTL. 

'Truman to Gurney, January 16, 1953, Box 37, WHCF-OF, 
HSTL. 

*Civil Aeronautics Journal, April 20, 1951, p. 37. 
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the non-scheduled airlines. Sparkman accused the C.A.B. of 

attempting to destroy the irregular airline industry through 

overzealous regulation. For Sparkman, the non-scheduled air 

carriers represented the last bastion of "free enterprise" 

in air transportation.' 

To counter the criticism from congressional questions, 

the C.A.B. defended its regulatory policies. Chairman Nyrop 

promised Sparkman that the board was not trying to eliminate 

the non-scheduled carriers, but to protect the scheduled 

airlines from any improper competition. Barring any 

temporary C.A.B. economic exemptions, Nyrop emphasized that 

it was in the national interest of the air transportation 

industry for the non-scheduled carriers to remain in a 

contract status. To other members of Congress, Nyrop 

reiterated that the original intent of the Civil Aeronautics 

Act was to remove the interstate airlines from direct 

competition. Under the Act, certified airlines were a public 

utility regulated in the national interest.® 

Because of the military requirements during the 

fighting in Korea, the C.A.B. granted limited exemptions to 

various large non-scheduled airlines. Scheduled airlines' 

route commitments allowed the irregular airlines to fill an 

important vacuum. On March 2, 1951, the C.A.B. authorized 

'Nyrop to Coates, July 11, 1952, Box 44, Records of the 
Civil Aeronautics Board, RG 197, NA-S. 

®Nyrop to Sparkman, July 3, 1951, Box 44, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 
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certain air carriers for contract and furlough service. 

Contract service was scheduled point-to-point air 

operations, and furlough service consisted of the 

transportation of military personnel between military bases. 

Irregular air carriers with DC-3 and C-46 fleets fit the 

airlift needs of the military.' 

The C.A.B. believed that allowing the non-scheduled 

carriers to fly military contracts would make irregular 

airlines more profitable and reduce the amount of criticism 

leveled at the C.A.B. To facilitate contracts with the 

military, the non-scheduled airlines formed two trade 

associations: the Air Coach Association and the Military Air 

Transport Association. Both organizations negotiated 

contracts with the Department of Defense, represented the 

causes of irregular air carriers before the C.A.B., and 

promoted favorable legislation in Congress.'" 

Furlough service was especially lucrative for the large 

irregular carriers. In a year's time, the non-scheduled air 

carriers earned fifty million dollars from military 

contracts. Overall, the irregular carrier industry's gross 

revenue rose 7.7 percent, and its net worth climbed an 

extraordinary 353.5 percent. As a class, the non-scheduled 

air carriers began to prosper. Without the C.A.B.'s 

'"Report on the Status of the Large Irregular Air 
Carriers," pp. 1-2, Box 55, Records of the Civil Aeronautics 
Board, RG 197, NA-S. 

'"Ibid., pp. 10-11. 
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exemptions, the large irregulars could not have flown 

furlough and contract service for the military. The non-

scheduled airlines' prosperity, then, was based upon the 

statutory generosity of the Civil Aeronautics Board. Despite 

the complaints of the irregular airlines, the exemptions 

were an indication that the board was not out to destroy the 

non-scheduled carrier industry." 

Because of the irregular carriers' participation in the 

Korean War and congressional pressure to reevaluate the 

position of the uncertified carriers, the C.A.B. held new 

hearings. In September 1951, the C.A.B. opened hearings with 

the hope that new economic data would provide the foundation 

for future policy. Also the C.A.B. attempted to quiet 

reports that it wanted to destroy the non-scheduled 

airlines. Contrary to the propaganda, the C.A.B. wanted the 

irregular airlines to prosper in a supporting role to the 

scheduled carriers." 

Unfortunately, the hearings shed no new light on the 

problems. The Civil Aeronautics Board continued to view the 

irregular airlines in a limited support role for the 

scheduled airlines. Scheduled service by the contract 

carriers represented illegal destructive competition. The 

supporters of the non-scheduled airlines still advocated the 

reduction of restrictions to allow limited scheduled service 

"Ibid., pp. 11-15. 

"Ibid., pp. 5-10. 
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by the irregulars. Both sides had legitimate complaints. 

This scheduled service was illegal and, left unregulated, 

could present problems for the certified carriers. Many 

times, non-scheduled airlines wanted the best of both 

economic environments: complete access to high density 

routes without the restrictions of the certification 

process. 

The C.A.B., however, was guilty of regulatory 

stubbornness. The board often overestimated the overall 

impact of non-scheduled airlines on scheduled service. 

Irregular airlines never threatened to severely cut into the 

mainstream passenger market. The C.A.B. was too 

overprotective of the scheduled airline industry. These 

carriers had tremendous service advantages over the 

nonscheduled airlines that could never be overcome. Even the 

regional carriers could not dent the trunk carriers' 

dominance in the national market. By 1951, a record 

22,652,179 Americans took to the sky. Certainly there was 

enough passenger traffic to satisfy the needs of air 

carriers at every level. The C.A.B. should have granted more 

regulatory leeway to this growing segment of air 

transportation. 

While the C.A.B. managed the problems of the irregular 

airlines, it created a new route precedent. In the Southern 

Service to the West Coast case, the C.A.B. established a 

policy against further expansion of the domestic route 
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system. Without strong economic merit, no major route 

expansion was allowed throughout the nation. In the Southern 

Service to the West Coast Case, the definition of public 

necessity and convenience took on a restrictive definition. 

Overall, the domestic route system had reached the limit.'̂  

For the first time since the debate over air mail 

began, the C.A.B. laid the groundwork for the ultimate 

separation of air mail payments from subsidy. On October 1, 

1951, the C.A.B. announced the decision to separate 

"administratively" air mail payments from subsidy. A report 

entitled "The Administrative Separation of Subsidy from 

Total Mail Payments to Domestic Air Carriers" outlined the 

significance of the new policy. Because the U.S. House of 

Representatives and Senate were debating bills on air mail 

separation, C.A.B. members believed that the agency 

regulating commercial aviation should have the first 

official word on the issue. Chairman Donald Nyrop boasted 

that the new policy was the most important action undertaken 

by the C.A.B. in its thirteen-year existence.'* 

The C.A.B. wanted the report to serve as a guidepost 

for legislative decisions. It planned to identify and 

distinguish between the service and the subsidy elements 

'̂ The Civil Aeronautics Board Reports June 1950 to 
April 1951 XII (Washington, D.C: GPO, 1952), pp. 522-524. 

'*"Administrative Separation of Subsidy From Total Mail 
Payments to Domestic Air Carriers," October 1, 1951, pp. 1-
12, 3I-0F, WHCF-OF, HSTL. 
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within air mail payments. With the proper economic 

information, the legislative and executive branches could 

draft an appropriate separation bill. Also, administrative 

separation allowed the C.A.B. to compile the economic data 

necessary to refute the U.S. Post Office's claims that 

domestic airlines' subsidy was the primary cause of its 

debt. Ultimately, this new information became the 

cornerstone for future air mail policy." 

To establish administrative separation of air mail 

payments, the C.A.B. had to create an accurate air mail 

rate. On September 19, 1951, the C.A.B. created a base rate 

with its "Big Four" air mail decision. Though the trunkline 

air carriers transported up to 80 percent of the domestic 

mail, the majority of the subsidy went to the feeder and 

regional air carriers. With the "Big Four" air mail 

decision, the C.A.B. had the rate level necessary to 

separate the cost of carriage of the air mail from the 

subsidy element. The cost of mail carriage was set at 45 

cents per mail ton-mile. Any amount above 45 cents per mail 

ton-mile was "need" or subsidy. Ultimately, the 

administrative separation ended any previous rate 

differences for airlines operating on temporary air mail 

rates.'* 

"Ibid., p. 2. 

'*Ibid., pp. 2-4. 
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In addition to determining the base rate needed for 

administrative separation, the Big Four decision provided 

additional economic information on air mail operations. The 

exhaustive two-year air mail study identified several key 

factors vital to an airline's air mail procedure. The study 

concluded that the length of traffic haul, the overall 

density of the route's traffic, and the volume of air mail 

operations were principal factors in all air mail 

operations. Considering these factors, the C.A.B. concluded 

that the measurement of revenue ton-miles was the most 

reflective of an airline's costs. The C.A.B. calculated 

revenue ton-miles by dividing the numbers of ton-miles per 

year divided by the number of terminal points on routes." 

With the base air mail rate set and the method of 

calculating subsidy established, the C.A.B. divided all the 

scheduled domestic airlines into seven rate groups. When 

individual carriers were financially ready, the C.A.B. moved 

an airline into the next higher group. Group I consisted of 

United, Eastern, Trans World and American Airlines and was 

set at 45 cents per ton-mile. Group II included Braniff, 

Capital, Chicago and Southern, Delta, and Western Airlines 

at 53 cents per ton-mile. Group III contained Colonial, 

Continental, Inland, Mid-Continent, Northwest, and Pioneer 

Airlines at 75 cents per ton-mile. Group IV encompassed 

Piedmont, Robinson, and Southwest Airlines at 91 cents per 

"Ibid., pp. 2-4, 
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ton-mile. Group V embraced Ail-American, Bonanza, Empire 

Frontier, Trans-Texas, West Coast, Wisconsin Central, Lake 

Central, Ozark, and Southern Airlines at $1.48 per ton-mile. 

Group VI contained only Central Airlines at $2.58 per ton-

mile. Finally, Group VII included Mid-West and E.W. Wiggins 

Airlines at $7.26 per ton-mile.'" 

Overall, the domestic airlines approved of the C.A.B.'s 

effort to separate air mail payments from subsidy. Trunkline 

and regional airline officials, however, wanted the C.A.B. 

to emphasize publicly that the local service airlines 

consumed the most subsidy. Larger scheduled airlines feared 

that Congress, through future legislation, might gain 

control over the C.A.B.'s rate setting power and retard the 

development of the civil aviation industry. Airline 

executives believed that administrative separation would 

lead to a bill that mirrored the C.A.B.'s responsible air 

mail rates." 

While the C.A.B. took the first step toward the 

separation of the air mail payments from subsidy, it also 

revamped the domestic route system with the active 

encouragement of desirable mergers. By 1951, the C.A.B.'s 

policy had evolved from discouragement to active promotion 

of mergers. The C.A.B. defined a desirable merger as a 

combination that corrected any overt structural problems 

'"Ibid., pp. 4-6. 

"Aviation Week. July 23, 1951, pp. 13-15 
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within the route systems while maintaining a proper 

competitive balance. The policy shift was caused by the 

economic problems of the airlines. Through the combination 

of two air carriers, a desirable merger created a more 

efficient airline. In theory, the board could force a merger 

through reduction of air mail payments, but this action, for 

fear of promoting resentment and instability throughout the 

industry, was never actually used. Overall, a merger 

provided the flying public with better service, created more 

efficient airlines, and reduced government expenditures.'" 

In 1951, the board sanctioned Braniff's acquisition of 

Mid-Continent Airlines. The board favored the consolidation 

of Braniff and Mid-Continent because the combination saved 

the federal government $4,000,000 in air mail subsidy. The 

C.A.B. also advocated other possible mergers between 

National and Eastern Airlines, between Delta and Chicago and 

Southern Airlines, and between Northeast and Colonial 

Airlines." 

Besides C.A.B. approval, airline mergers had to 

overcome many obstacles. Carriers had to estimate the proper 

corporate value. Then, stockholder approval was necessary. 

Finally, the two merging companies had to decide which 

airline president would run the newly formed carrier. Many 

20 Ibid., p. 18. 

"Aviation Week, October 29, 1951, p. 18; Aviation Week 
July 23, 1951, p. 18. 
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times, corporate egos, not the C.A.B., stopped the 

combination of two airlines." 

Occasionally, an airline attempted to acquire new 

routes on its own. Uncontrolled mergers, however, could 

result in the creation of unwanted oligopolies. Delta 

Airlines, for example, attempted to gain access to the New 

York market with the purchase of Northeast Airlines. The 

C.A.B. rejected Delta's merger request because it created a 

competitive imbalance in the region. The C.A.B. also denied 

the merger attempt between two local service airlines. 

Southwest and West Coast Airlines, because the combination 

of the two companies did not create an integrated route 

system.'̂  

While air carriers attempted to merge, the Civil 

Aeronautics Board reevaluated the status of the local 

service carriers. The C.A.B. approved temporary certificates 

when the airlines earned profit and suspended routes when a 

carrier foundered in debt. Both E.W. Wiggins' and Mid-West 

Airlines' temporary certificates of necessity and 

convenience were terminated because the carriers were 

unprofitable. During the reevaluation process, C.A.B. 

studies concluded that feeder airlines did not always move 

traffic in patterns originally envisioned. Instead of 

sending traffic through large market hubs, local airlines 

"Ibid., p. 18. 

"Ibid., p. 18. 
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many times just moved passengers from one locality to 

another. This unusual traffic pattern often resulted in 

economic instability of the local service airlines.'* 

Because of the financial immaturity of such airlines, 

the amount of yearly subsidy fluctuated. The local service 

airlines' high subsidization came from the elevated cost of 

feeder airline operations. Without a true feeder aircraft, 

short-haul operations were quite costly. The limited 

capacity of single engine aircraft and poor weather 

conditions were often the greatest obstacles to the 

development of low-cost, short-haul air transportation." 

Through periodic review, the C.A.B. ensured that the 

local service airlines did not attempt to inflate their 

flight schedules to increase their rate of air mail 

payments. With the review of temporary certificates of 

necessity and convenience, the C.A.B. could periodically 

analyze the economic viability of each local service 

airline. As a class, local service airlines moved slowly 

toward financial stability." 

Regardless of the problems with the local service 

carriers, throughout the summer of 1951 the C.A.B. worked 

with Senator Edwin Johnson's staff to draft legislation for 

'*Nyrop to Truman, October 31, 1952, Box 47, Records of 
the Civil Aeronautics Board, RG 197, NA-S. 

""Airlines Subsidy Fiscal Year 1954," pp. 4-11, Box 
55, WHCF-OF, HSTL. 

"Ibid., pp. 4-11. 
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the separation of air mail payments from subsidy. The board 

helped Senator Johnson fashion S.436 into a viable bill. By 

providing structural guidelines, the C.A.B.'s administrative 

separation was a key step in drafting eventual legislation 

separating air mail payments." 

On September 19, 1951, the Senate passed S.436 calling 

for the separation of air mail payments from subsidy. Though 

the C.A.B. supported the bill, it believed that the Senate 

had made a mistake in creating rates and classes independent 

of the board's report on administrative separation. The 

C.A.B. wanted the Senate's bill to implement the rates and 

classes developed in the report. With the passage of S.436, 

the bill now faced the arduous voyage through the U.S. House 

of Representatives.'" 

With news of the Senate's approval of the separation 

bill, Harry Truman challenged the House to pass quickly 

legislation separating air mail payments from the subsidy 

element. Truman believed that the domestic airlines were 

mature enough to operate without federal assistance. Despite 

Truman's approval of S.436, the bill died in committee 

"Nyrop to Jones, January 1, 1952, Records of the Civil 
Aeronautics Board, RG 197, NA-S. 

'"Nyrop to Grosser, March 14, 1952, Records of the 
Civil Aeronautics Board, NA-S. 
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because of disagreements over the amount of air mail 

subsidy." 

The failure of Congress to pass a separation bill did 

not diminish the importance of the C.A.B.'s administrative 

separation. After thirteen years of air mail subsidy, 

political and economic forces converged to force the board 

to reevaluate the Civil Aeronautics Act's air mail policy. 

Air mail payments had been vital to the development of all 

classes of air carriers, but by the early fifties the 

financial needs of the scheduled airlines had drastically 

changed. By 1951, trunk carriers were able to operate with 

no subsidy and most regional carriers required only a small 

subsidy. Only the local service airlines needed federal 

assistance for survival. 

George Goodrick, professor of commerce at Northwestern 

University, criticized the Civil Aeronautics Board for 

failing to create an economically self-sufficient airline 

industry. According to Goodrick, subsidization of the 

airlines was intended only for a short time. Unfortunately 

for the American taxpayer, the C.A.B. had allowed the 

airlines to remain on government support for a prolonged 

period. Though federal civil aviation policies had expanded 

29, 'Public Papers of the Presidents of the United States 
Harry S Truman, 1952 (Washington, D.C: GPO, 1965), 18, p. 
84. 
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the air route system, they were contributing very little to 

the development of self-sufficient carriers.^" 

Goodrick blamed the lack of economic self-sufficiency 

on the C.A.B.'s route policy. The board's tendency to 

increase parallel route competition during the post-war 

period overburdened carriers with unnecessary competition 

resulting in a continual profit loss. Airlines not only 

competed against each other but also with surface 

competition. The combination resulted in little profit and 

continued reliance on air mail payments. Goodrick pointed to 

Eastern Airlines, which was near economic self-sufficiency, 

and maintained that the carrier's success was due to the 

fact it had very little competition on their routes.^' 

Goodrick was also critical of the Civil Aeronautics 

Board's development of local service airlines. He believed 

travel between smaller cities was more economically 

efficient with the use of surface transportation. Because of 

the tremendous cost factors involved in local service 

airlines' short haul operations, they required large amounts 

of air mail subsidy. In 1951, local service carriers 

consumed $17,319,000 in subsidy payments. Goodrick failed to 

see the economic need for local service carriers. 

Ultimately, Goodrick saw the airline industry dominated by 

30/ 'George Goodrick, "The Air Route Problem in the United 
States," The Journal of Air Law and Commerce," XVIII (Summer 
1951): p. 281. 

"Ibid., pp. 292-293. 

251 



small special interest groups but financed by the American 

taxpayer. ̂' 

Opponents of subsidy criticized federal payments and 

its budgetary effect on the United States Post Office. These 

criticisms highlighted the flaws in the air mail provisions 

of the Civil Aeronautics Act. By 1951, the C.A.B. realized 

that many of the scheduled carriers were mature enough to 

operate without federal subsidy. The days of the Post Office 

paying for carriage and subsidy were over. For federal 

subsidy to continue for the other airlines, the C.A.B. 

needed to fund and distribute subsidy. In the end, the 

administrative separation of air mail payments from subsidy 

was a positive policy change that shifted the burden of 

subsidy payments to the appropriate government agency. This 

shift made the air mail payment system more efficient and 

credible. 

Stanley Berge, professor of transportation at 

Northwestern University's School of Commerce, was also 

critical of the C.A.B.'s air mail policy and its effect on 

the development of competition within the airline industry. 

Berge charted an enormous five year increase in air mail 

payments. Overall air mail payments increased from a rate of 

$46,000,000 in 1946 to $112,000,000 in 1950. Berge suggested 

that the airline industry's economic problems and the 

entrance of irregular airlines into the industry was caused 

32 Ibid., pp. 294-295. Please see Table 8. 
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by subsidized airlines. He believed that air mail subsidy 

retarded the creation of competition within the airline 

industry. Berge insisted direct competition created business 

innovation, while regulated competition created a stagnant 

airline industry. Berge warned that regulated competition 

was economically inefficient and would lead to the 

"socialization" of the airline industry." 

In December 1951, the C.A.B. finished a second 

exhaustive study of the impact of coach fares. The new 

report contradicted the C.A.B.'s first examination. The 

report concluded that coach fares created a lucrative new 

passenger market and generated revenues that helped to 

alleviate the airlines' financial problems. The C.A.B. 

encouraged the airlines to expand coach fares to larger 

aircraft and more routes. Throughout the early 1950s, the 

American public began the general acceptance of air travel. 

In 1952, the airlines offered sixty-four coach flights to 

thirty-four different cities across the United States. Coach 

fares allowed a new sector of the American public to fly at 

low cost. Through the expansion of coach fares, the promise 

of the Civil Aeronautics Act to expand access to air travel 

for the American public was fulfilled." 

"Stanley Berge, "Subsidies and Competition as Factors 
in Air Transport Policy," The Journal of Air Law and 
Commerce, XVIII (Winter 1951): pp. 1-3. 

"Nyrop to Truman, October 31, 1952, WHCF-OF, HSTL. See 
Table 9 for annual traffic figures. 
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To promote coach fares and to explain the changes in 

the airline industry, the C.A.B. went public. In February 

1952, C.A.B. Vice-chairman Oswald Ryan addressed the Aero 

Club of America in Washington. For Ryan, coach fares offered 

a tremendous opportunity to reach the traveling public and 

to secure the financial independence of the airlines. As a 

result of coach fares, airlines became financially stronger. 

Ryan, however, emphasized that coach fares must reflect an 

airline's true operational costs. The determination of true 

costs came only through efficient management and sound 

regulatory policy. Ryan admitted that some route systems had 

some uneconomic segments, but insisted that through mergers 

and review of temporary local service routes, the Civil 

Aeronautics Board could create a sound route system.^' 

The C.A.B. continued its economic supervision of the 

non-scheduled carriers. The agency stopped several attempts 

by Trans-America, and Great Lakes Airlines to initiate 

transcontinental service. A majority opinion of the board 

termed these bids by the large non-scheduled airlines as 

destructive competition. C.A.B. member Joseph Adams 

dissented in the decision. He wrote that both the flying 

public and the scheduled airlines benefited from the non-

scheduled airlines' development of low cost services. Adcims 

^'"Economic Developments In Air Transportation and 
Their Implications," pp. 2-3, February 26, 1952, WHCF-OF, 
HSTL. 
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believed that the large irregular airlines had a place cunong 

the scheduled carriers.^* 

On March 15, 1952, the C.A.B. suspended the large 

irregular American Air Transport for violations of the Civil 

Aeronautics Act. The board accused American Air Transport of 

operating unauthorized scheduled flights out of Miami, 

Florida. The C.A.B., however, allowed American Air Transport 

to fulfill its contractual obligations to the U.S. military 

for the duration of the national emergency in Korea.^' 

The C.A.B. enforcement actions against a non-scheduled 

airline stirred protest from Senator John Sparkman. Sparkman 

accused the C.A.B of fostering elite air carriers that were 

grandfathered into the industry by the Civil Aeronautics 

Act. He asked the C.A.B. not to drive the irregular airlines 

out of business through strict regulation and the promotion 

of scheduled airlines' coach fares. Sparkman wanted the 

C.A.B. to create a new class of carriers consisting of the 

fifty-five large non-scheduled airlines. His backing of the 

irregulars did not waver. Throughout the 1950s, his 

opposition was crucial to the eventual C.A.B. reevaluation 

of the non-scheduled carriers." 

Despite Sparkman's contention that the C.A.B. did not 

introduce new competition, the board did expand competition 

"Aviation Week, November 19, 1951, p. 81. 

"Civil Aeronautics Journal, July 20, 1952, p. 45 

"Aviation Week, July 16, 1951, pp. 72-73. 
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among the scheduled airlines throughout the first fifteen 

years of regulation. In 1940, the top one hundred markets 

had only thirty cities with more than one airline, while 

seventy cities had just one carrier. The route milage for 

the competitive group was 23,476,000 miles, while the non

competitive group was 23,184,000 miles. By 1951, the C.A.B. 

had dramatically reversed the competitive nature of these 

same markets through parallel route extensions. Within 

eleven years, seventy-six cities had two or more carriers in 

service, while twenty-four cities had one carrier. The 

mileage statistics for the two groups dramatically reflected 

the expanded competition among scheduled airlines. Route 

mileage for competitive routes was 271,346,000 miles, while 

non-competitive segments were reduced to 26,870,000 miles.^' 

From 1940 to 1950, the C.A.B. introduced multiple 

carrier competition throughout every segment of the trunk 

and regional route systems. During this period, for example. 

United Airlines' competition on routes grew from fifty-eight 

to eighty-nine percent. Eastern Airlines went from twenty to 

fifty-six percent, and Northwest Airlines from thirty-four 

to fifty-nine percent. Capital Airlines went from a monopoly 

to routes with sixty-eight percent competition. 40 

"The Role of Competition in Commercial Air 
Transportation, 82nd Congress, 2d Sess, Senate, 1952, p. 10 

*°Gilbert Bates, "Current Changes in Trunkline 
Competition," The Journal of Air Law and Commerce XXII 
(Autumn 1955): pp. 383-384. 
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By the end of 1952, trunkline and regional airlines 

announced the expansion of coach air service with the 

conversion of more aircraft and routes to low cost 

operations. United, American, Northwest, and Capital 

Airlines committed more of their DC-4, DC-6, and Lockheed 

Constellation fleets to coach fares. Because the non-

scheduled carriers existed on low fares, expansion of coach 

fares by scheduled airlines hurt the former. Despite the 

promise of more coach service, airlines and the C.A.B. 

quarrelled over the rates for the coach service. The board 

wanted the airlines to establish a price of 4.5 cents per 

mile on day coach fares and less than 4 cents a mile on 

night coach flights. Although American, Capital, Delta, 

Eastern, and Northwest Airline executives believed the 

C.A.B.'s rates were too low, they reluctantly inaugurated 

the service.*' 

In November 1952, Dwight D. Eisenhower won the 

presidential election. Because Eisenhower was the first 

Republican president in twenty years, his election had far 

reaching political implications. On a national level, many 

political observers pondered the fate of the regulatory 

state established by Franklin Roosevelt's New Deal.*' On an 

41 Aviation Week, January 21, 1952, p. 63. 

*'For a revisionist analysis of the New Deal's legacy 
see Paul Conkin's The New Deal. A balanced, but critical 
view of the New Deal's impact is found in Anthony J. 
Badger's, The New Deal: The Depression Years, 1933-1940. 
Ellis Hawley's The New Deal and the Problem of Monopoly is 
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administrative level, many airline analysts wondered whether 

Eisenhower's election would alter the C.A.B.'s regulatory 

policy.*^ 

With the resignation of Chairman Donald Nyrop in 

October 1952, many industry experts speculated that Truman 

might make a midnight appointment to the board. Some thought 

that the remaining members of the C.A.B., both Democrats and 

Republicans, should offer their letters of resignation to 

the incoming president. Board members Oswald Ryan, Josh Lee, 

Chan Gurney, and Joseph Adams, however, enjoyed their 

occupations and refused to submit letters of resignation. 

This refusal was consistent with the idea that the C.A.B., 

like the other independent regulatory agencies, such as the 

Interstate Commerce Commission, was not under the control of 

the executive branch, but rather under the jurisdiction of 

Congress.** 

The greatest threat to the C.A.B. lay in Eisenhower's 

suspicion of subsidy and his conservative economic 

philosophy. Because of Eisenhower's dislike of federal 

subsidy, the fate of the local service airlines, notoriously 

large recipients of subsidy, seemed in question. Legislation 

to separate air mail payments from subsidy became a priority 

an excellent analysis of the political economy of the New 
Deal. 

*^Aviation Week, November 17, 1952, p. 18. 

**Ibid., p.18. 
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in the Eisenhower administration. For the first time, the 

irregular airlines found support at the presidential level. 

Eisenhower's emphasis on free enterprise had a great impact 

on the development of non-scheduled air transportation.*' 

To confuse the transition more, friction emerged 

between the departing chairman and the other members of the 

board. Since Delos Rentzel's time (1950-1951), the executive 

director and the chairman had made all the C.A.B.'s day-to

day administrative decisions. Remaining board members wanted 

to return to the C.A.B.'s original quasi-judicial 

administrative structure based upon the participation of the 

entire membership in the scheduling of route and policy 

hearings. When Chairman Donald Nyrop resigned in October 

1952, the remaining members took the opportunity to 

redistribute administrative power throughout the entire 

board. By the end of November, the C.A.B. had realigned the 

power relationships within the five-man committee.** 

During the last years of the Truman Administration, the 

Civil Aeronautics Board continued fine tuning the domestic 

route system through the approval of airline mergers, the 

periodic review of local service airlines, and the 

enforcement of economic regulations. Through these actions, 

the board created a more efficient domestic airline system. 

45 Ibid., p. 18. 

**Aviation Week, October 27, 1952, pp. 83-84; Aviation 
Week, November 24, 1952, p. 16. 
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The domestic airlines were in their best financial shape in 

five years. The trunkline air carriers were completely free 

from federal subsidy, and the regional carriers were moving 

toward independence. Local service airlines' reliance on 

federal subsidy, however, showed little signs of ending. 

Despite these successes, the Civil Aeronautics Board 

struggled with a variety of problems inherent in regulated 

competition. The status of the non-scheduled carriers 

continued to plague the board. The C.A.B. wanted to protect 

the scheduled carriers from what it perceived as destructive 

competition, but found resistance mounting to this 

regulatory policy. By 1953, although the C.A.B. had 

administratively separated air mail payments from subsidy. 

Congress still had not passed a separation bill. 

Nevertheless, through a strong regulatory policy based upon 

the economic climate of the airline industry, the Civil 

Aeronautics Board in both war and peace had guided the 

domestic airlines from economic chaos to financial 

stability. 

In June 1953, the controversial issue of the separation 

of air mail payments from subsidy ended with Eisenhower's 

submission of Reorganization Plan 10 to Congress. Under this 

plan, the Post Office would dispense only funds for the 

actual carriage of mail, while the Civil Aeronautics Board 

provided subsidy to the airlines. On August 1, 1953, 

Reorganization Plan 10 went into effect, praised by both the 
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U.S. Post Office and congressional critics of the previous 

air mail policy. Ironically, the legislative separation of 

the air mail created additional work for the Civil 

Aeronautics Board. There was one hearing to set the Post 

Office's costs for the carriage of air mail and a second 

hearing to determine the amount of C.A.B. subsidy allocated 

to the regional and local service airlines.*' 

Despite the resolution of the air mail payments 

impasse, the C.A.B. and the non-scheduled airlines continued 

to battle over the status of contract service within the 

realm of regulated competition. After the armistice in 

Korea, the large irregular airlines continued to prosper. In 

1955, the Civil Aeronautics Board held a major hearing 

revolving around the status of the non-scheduled airlines. 

After extensive hearings, the C.A.B. decided the North 

American Case. In this case, the board finally recognized 

the full role of non-scheduled airline service by 

establishing a new class of air carriers called 

supplementals. The board allowed the supplemental airlines 

unlimited charter business and ten scheduled, one-way 

flights per month between any two points in the United 

States and abroad. With the new status, the supplemental 

carriers continued to grow. By the late 1950s, the 

supplemental airlines made lucrative profits flying charter 

47, Annual Report of the Civil Aeronautics Board. 1953 
(Washington, D.C: GPO, 1954), pp. 13-14. 

261 



and limited scheduled flights to destinations in the 

Caribbean. Trans Caribbean, North American, World, Saturn, 

and Overseas Airlines all made headway in the charter air 

service.*" 

In 1955, the Civil Aeronautics Board granted permanent 

route certificates to the thirteen local service airlines: 

Allegheny, Bonanza, Central, Frontier, Lake Central, Mohawk, 

North Central, Ozark, Piedmont, Southwest, Southern, Trans 

Texas, and West Coast. After nine years of periodic reviews, 

the feeder airlines had finally achieved permanent class 

status. By 1956, the local service system consisted of 

almost 30,000 miles of routes connecting five hundred 

cities. Still, feeder air carriers were primarily short-haul 

airlines flying DC-3s.*' 

As the industry approached the new decade, the C.A.B. 

allowed the expansion of the local service airlines, and 

many companies acquired new turboprop aircraft such as the 

Martin 202/404 and the Convair 580/340. The expansion of 

routes and new aircraft allowed several of the feeders to 

move to the regional airline level. Within ten years North 

Central, Ozark, Southern, Frontier, and Allegheny Airlines 

*"R.E.G. Davies, Airlines of the United States Since 
1914 (Washington, D.C: Smithsonian Institution Press, 
1972), pp. 454-457; Donald Whitnah, Safer Skyways: Federal 
Control of Aviation, 1926-1966 (Ames: Iowa State University 
Press, 1966), pp. 260-261. 

*'Fliqht Magazine. June 12, 1955, pp. 30-32. 
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became regional carriers and eventually absorbed the 

remaining local service airlines.'" 

'"R.E.G. Davies, Airlines of the United States Since 
1914 (Washington, D.C: Smithsonian Institution Press, 
1972), pp. 405-408. 
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CHAPTER XII 

CONCLUSION 

U.S. commercial aviation emerged from humble origins 

and became the most sophisticated, safe, and viable airline 

system in the world. The assistance of the U.S. government 

was vital to this success of private civil airlines. During 

twenty-eight years of scheduled air service, the airline 

industry and the federal government developed a special 

relationship. This unique association came in the form of 

regulation and subsidy, allowing the airlines to develop 

into a viable business. Without this affiliation, the U.S. 

airline industry would not have existed as we know it today. 

The history of the Civil Aeronautics Board from 1938-

1953 has a unique place within the historiography of 

regulation. To understand the role and effectiveness of this 

New Deal regulatory agency, one must place it within the 

appropriate political and economic context. The C.A.B. does 

not fit easily into any one school of thought. As noted 

historian of regulation Thomas McCraw has observed, 

"regulation is best understood as an institution capable of 

serving diverse, even contradictory, ends, some economic. 
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some political, some cultural."' During the first fifteen 

years of existence, the Civil Aeronautics Board with its 

alternating periods of restrictive and expansionistic 

entrance policy is an example of this "shadowy zone where 

public and private met and merged."' To understand the 

C.A.B. is to realize the vast complexities and problems 

facing the regulator: budget limitations, public and 

industry pressures, and changing political and economic 

environments. Overall, the Civil Aeronautics Board was a 

strong and effective regulatory agency, marked with both 

accomplishments and failures. 

Despite the prevalent view of most economists, 

political scientists, and historians, economic regulation of 

the airlines existed before the passage of the Civil 

Aeronautics Act of 1938. After the United States Post Office 

blazed the trail in commercial aviation by carrying the mail 

for seven years. Congress decided to turn over the air mail 

service to the private sector. In 1925, the Kelly Air Mail 

Act gave birth to the commercial airlines and established 

uncoordinated and noncomprehensive economic regulation 

through a series of air mail acts. 

The air mail acts created a two-tier system of airlines 

consisting of mail contract and independent airlines. The 

'Thomas K. McCraw, "Regulation in America: A Review 
Article," Business History Review XLIX (Summer 1975): pp 
179. 

'Ibid., p.182. 

265 



lack of route and rate control created a state of quasi-

regulation in which the airlines operated in varying levels 

of free market forces. From 1925 to 1938, air mail service 

was strictly regulated by the United States Post Office. 

Passenger and air express services, however, functioned in 

an environment of direct competition. Direct competition for 

passenger and air express resulted in price wars and 

unrestricted entrance into competing markets. By 1931, the 

airline industry had become a big business. Several economic 

characteristics had emerged. Though large mail carriers made 

money, direct competition resulted in mergers and a movement 

toward oligopoly. These factors proved that the young 

airline industry exhibited public utility characteristics. 

Without comprehensive and coordinated regulation, therefore, 

free market forces would have eliminated competition, not 

expanded it. Economic historians Ellis Hawley and David Lee 

have written extensively on Herbert Hoover's economic 

philosophy of associationalism. They argue that in an 

associational state the U.S. government acted as an arbiter 

between businessmen to form regulations in the public 

interest. With the economic regulation of civil aviation, 

Hawley and Lee argue that the passage of the Air Mail Act of 

1930 is an example of associationalism that marked a break 

from the trend of direct competition to restrictive entry.^ 

^David Lee, "Herbert Hoover and the Golden Age of 
Aviation," William Leary, ed.. Aviation's Golden Age: 
Portraits From the 1920s and the 1930s (Iowa City: 
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Lee and Hawley, however, were wrong in their analysis. 

Though Hoover might have advocated associationalism with 

airline safety regulation, this certainly was not the case 

with the air mail acts. The Air Mail Act of 1930 was not 

revolutionary, but all the air mail laws combined 

represented a thirteen-year evolutionary movement from the 

competitive bidding found under the Kelly Act to the semi

permanent route certificates under the Air Mail Act of 

1934.* 

Lee's premise that the Air Mail Act of 1930 was not 

based upon competitive contracts is misleading. Although 

Postmaster General Brown disliked the concept of competitive 

bidding, all of the routes created in 1930 were ultimately 

bid upon by the airlines. Brown's actions during the "spoils 

conference" were not those of an impartial associational 

arbitrator, but of a person acting as a one-man regulatory 

commission. During the conference, he used his powers to 

force mergers and compel airline executives to bid on 

certain routes. Though Brown's work did result in a more 

rational air network, his actions were inconsistent with 

Hooverian associationalism. 

University of Iowa Press, 1989), pp. 131-139; Ellis Hawley, 
"Three Facets of Hooverian Associationalism, Lumber, 
Aviation, and Movies, 1921-1930," Thomas McCraw, ed.. 
Regulation in Perspective: Historical Essays (Cambridge: 
Harvard University Press, 1981), pp. 108-115. 

*Lee, pp. 139-145. 

267 



In 1934, the air mail scandal and the subsequent 

cancellations drastically transformed the airline industry. 

Out of the air mail cancellations came the Air Mail Act of 

1934 that tied the mail carriers to absurdly low air mail 

payments. During this period air mail carriers lost money 

and fought route wars with independent and other mail 

airlines. By 1937, the airlines asked the government for 

strict economic regulation to stabilize the industry through 

controlled competition. 

The chaotic economic conditions that led to the passage 

of the Civil Aeronautics Act were questioned by economist 

Lucile Keyes. In Federal Control of Entry into Air 

Transportation, she challenges the airlines' claims of 

cutthroat competition. Keyes notes that these claims were 

exaggerated to force the government into removing the 

industry from direct competition. She rejects the notion 

that the airlines needed protection through regulated 

competition, and she argues only the free market could 

create a healthy, competitive industry.' 

Keyes' examination of the airlines in the early 

thirties was faulty. The combination of the Air Mail Act of 

1934 and the lack of route control created unfavorable 

economic conditions for an immature industry. Detractors of 

regulated competition often failed to realize the 

'Lucile S. Keyes, Federal Control of Entry into Air 
Transportation (Cambridge: Harvard University Press, 1951), 
pp. 30-42. 
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introduction of direct competition into a young specialized 

industry would lead to merger or bankruptcy. For thirteen 

years the airlines had operated in an environment of direct 

competition, which resulted in a movement toward a tight 

oligopoly. The airlines did not need the free market but 

rather a regulatory commission to introduce competition. 

In June 1938, Congress passed the Civil Aeronautics 

Act. This legislation created the Civil Aeronautics 

Authority/Board that established a system of comprehensive 

and coordinated regulation. Through regulated competition, 

the C.A.B. controlled rates, route entry, and air mail 

payments. The passage of the Civil Aeronautics Act was an 

appropriate political response to severe economic problems 

encountered by the young airlines in the thirties. The 

creation of a strong regulatory agency was a logical 

outgrowth of the New Deal's reaction to the problems of 

industry. Though federal regulation did not begin with the 

Roosevelt administration, the New Deal was responsible for 

the expansion of regulatory agencies. During the New Deal, 

the regulatory landscape was transformed with the creation 

of the Securities and Exchange Commission, the Federal 

Communications Commission, and the United States Maritime 

Commission. 

The Civil Aeronautics Board was a powerful regulatory 

agency, unlike the Interstate Commerce Commission plagued 

from its inception with the inability to set rates and 
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dominated by pro-industry forces. The Civil Aeronautics Act 

granted the C.A.B. extensive powers necessary to stabilize 

the airline industry. From the start, the C.A.B. actively 

promoted the welfare of the industry with its regulatory 

authority and air mail payments. Through a strong 

legislative mandate, the C.A.B. was able to accomplish all 

of the goals set forth in the Civil Aeronautics Act. 

Neither does the history of the C.A.B. mirror Marver 

Bernstein's life cycle model. The Civil Aeronautics Board 

derived its authority from a powerful legislative mandate. 

For example, the C.A.B. developed policies in its "youth" 

that supported the scheduled airlines. This strong business 

advocacy does not fit into Bernstein's youthful stage which 

is supposedly characterized by an ambiguous "crusading 

spirit."* The C.A.B.'s regulatory policy was not determined 

by its chronological age, but by a strong statutory 

foundation and the prevailing political and economic climate 

in the airline industry. 

The passage of the Civil Aeronautics Act marked a new 

phase in the regulation of the airlines. During the past 

thirty years, historians and political scientists have 

debated whether regulatory reform was based on "public 

interest" or "capture." Gabriel Kolko argues that reform was 

not in the public interest but actually initiated by 

*Marver Bernstein, Regulating Business By Independent 
Commission (Princeton: Princeton University Press, 1955), 
pp. 79-83. 
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business for only the promotion of corporate ends. Kolko 

believes that businessmen captured the entire regulatory 

process. Robert Wiebe, however, in a less ideological bent, 

insists that the main participants of reform movements were 

a diversified group of businessmen.' 

The Civil Aeronautics Act was an excellent example of 

the problem of analysis based on the strict dichotomy of 

public interest versus capture. The Civil Aeronautics Board 

exhibited characteristics of both schools of thought. Kolko 

was partially correct. Economic regulation does help to 

rationalize an industry. Because of severe economic problems 

in the late thirties, the airline industry requested 

regulation. Airline executives wanted strict regulation to 

both rejuvenate the industry and remove it from direct 

competition. During congressional hearings the Air 

Transportation Association outlined the difficulties of the 

air carriers. Ultimately, the A.T.A. was instrumental in the 

construction and passage of the Civil Aeronautics Act. 

Though the airlines used regulation, many of the 

economic results benefited the public. Congress decided it 

was in the public interest for the government to control 

competition through a regulatory commission. Under the 

guidelines of the Civil Aeronautics Act, the C.A.B. was 

'Gabriel Kolko, The Railroads and Regulation, 1877-1916 
(New York: W.W. Norton, 1966), pp. 231-239; Robert Wiebe, 
Businessmen and Reform: A Study of the Progressive Movement 
(Chicago: Ivan Dee, 1962), pp. 207-210. 
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charged with the protection of the established airlines. 

However, the law demanded the introduction of new 

competition under the appropriate economic conditions. 

Despite the Civil Aeronautics Board's mandate to 

protect the airlines, it was not captured by the industry. 

Airline executives did not control or dominate the Civil 

Aeronautics Board. Routes were determined by public hearings 

and based on economic examinations. Often the airlines and 

the C.A.B. had an adversarial relationship, especially 

during the air mail proceedings. There was no unified effort 

by the airlines to control the C.A.B. because established 

airlines fought each other for competitive routes. To the 

disappointment of the established airlines, the C.A.B. also 

created competition on its own terms with the introduction 

of local service carriers and competitive route extensions. 

By 1946, sixteen feeder airlines doubled the total number of 

companies. During the good years, the board tried to create 

more competition with these two types of services. The 

economic reality of regulated competition, with three levels 

of carriers, perpetuated the dominance of the 

transcontinental carriers. Because of the C.A.B.'s policy of 

restrictive entrance, economic mobility within these tiers 

was slow. 

For the Civil Aeronautics Board, the major policy issue 

was competition. The Civil Aeronautics Act removed the 

airline industry from direct competition and placed it in an 
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environment of controlled competition. The purpose of 

controlled competition was to prevent the destructive 

qualities of unrestrictive route entrance. In theory, a 

quasi-judicial board determined when additional service was 

needed on a route. 

In The New Deal and the Problem of Monopoly, Ellis 

Hawley claims that the Civil Aeronautics Act created a 

"public regulated monopoly."" From 1938 to 1941, the Civil 

Aeronautics Board's reluctance to introduce new competition 

was due to the poor economic conditions of the carriers and 

the advent of the Second World War rather than from any 

deliberate attempt to halt the introduction of new 

competition. During this period, no new carriers, trunk or 

regional level, applied for routes. After the war, with only 

a few exceptions, all of the applicants for new service were 

small feeder carriers. The reality of regulated competition 

prevented the C.A.B. from granting transcontinental or 

regional routes to new carriers. New companies had to begin 

service on the feeder level, and the established regional 

airlines could never break into the lucrative markets of the 

transcontinental carriers. After 1953, the C.A.B.'s attempts 

to balance the route system with competition were only 

partially successful. 

"Ellis Hawley, The New Deal and the Problem of Monopoly 
(Princeton: Princeton University Press, 1966), pp. 240-244. 
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During the 1960s and 1970s, a wave of scholars began to 

attack regulated competition. The literature is filled with 

the names of academicians and administrators--Richard Caves, 

Alfred Kahn, Stephen Breyer, and James Miller--who believed 

the free market was the best regulator for the airlines.' 

These arguments were relevant for the mature airline 

industry of the 1960s and 1970s but not for the young 

carriers. The major complaint of these critics was that the 

C.A.B. failed to generate route competition. From the outset 

of the Civil Aeronautics Act, the board wanted to control 

any new forms of competition. The C.A.B. expanded 

competition on its own terms and attempted to block any new 

introduction of competition from outside sources. The 

establishment of the local service airlines in 1946 was a 

landmark for the Civil Aeronautics Board. It officially 

signified the board's decision to expand beyond the original 

sixteen airlines. 

Although the local service airlines flew a small 

percentage of the passenger traffic and needed vast amounts 

of federal aid, they were important. After an initial 

'Please refer to the historiographical essay for 
further information. Richard Caves, Air Transport and Its 
Regulators: An Industry Study (Cambridge: Harvard University 
Press, 1962); Alfred Kahn, The Economics of Regulation: 
Principles and Institutions II (New York: John Wiley and 
Son, 1971); Stephen Brever, Regulation and Its Reform 
(Cambridge: Harvard University Press, 1982); George W. 
Douglas and James C Miller, Economic Regulation of Domestic 
Air Transportation: Theory and Policy (Washington, D.C: The 
Brookings Institution, 1974). 
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shakedown period, many of the local service airlines became 

profitable, and several developed into regional carriers. 

The promotion of competitive route extensions created some 

balance between regional and transcontinental carriers. The 

C.A.B.'s entrance policy depended on the economic conditions 

of the airline industry. In good times, the C.A.B. permitted 

expansion, while in troubled periods it restrained growth. 

Overall, the C.A.B.'s restrictive policies always maintained 

the dominance of the transcontinental carriers. 

The introduction of competition from outside sources 

often tested the regulatory patience of the Civil 

Aeronautics Board. Though the C.A.B. did not welcome the 

advent of the non-scheduled carriers, by 1946 it believed 

these airlines could fill a void in scheduled service. In 

1948, the unexpected growth of the irregular airlines and 

the inauguration of illegal scheduled service forced the 

C.A.B. to reevaluate the status of the non-scheduled 

airlines. Both the airlines and the board disliked this new 

unregulated direct competition and wanted to limit its 

effects throughout the industry. The C.A.B. readily accepted 

the premise that the non-scheduled airlines would drain 

traffic from high-density city pair markets. Eventually this 

problem boiled over into a regulatory showdown. Each side 

had contradictory goals: the C.A.B. wanted to protect the 

scheduled airlines, and the irregular airlines wanted to 

develop scheduled service. 
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The irregular airlines, however, wanted the best of 

both worlds: no regulation but complete access to the 

lucrative passenger markets. The non-scheduled airlines 

never posed a legitimate threat to the scheduled airlines, 

and the C.A.B. should have allowed the non-scheduled 

carriers more access to larger markets. 

The airline crisis of 1948 threatened the survival of 

the domestic airline industry. The devastating economic 

problems created a deluge of criticism of the Civil 

Aeronautics Board's regulatory policy. During the crisis, 

airlines clamored for more air mail subsidy, and industry 

critics viciously attacked the C.A.B. for promoting too much 

competition. Others claimed the C.A.B. promoted a stagnant 

monopoly. In many ways, the C.A.B. could not satisfy the 

conflicting requests of the airlines, public, and Congress. 

Focusing on this era, Frederick Gill and Gilbert Bates 

in Airline Competition blame the economic problems of the 

airlines on the C.A.B.'s expansion of competition.'" Gill 

and Bates' analysis, however, was shortsighted. While 

certainly some competitive route extensions taxed certain 

routes, the origins of the crisis were multi-causal. The 

combination of rising labor and operational costs, lower air 

mail payments, and competition caused the economic downturn 

'"Frederick Gill and Gilbert Bates, Airline 
Competition: A Study of the Effects of Competition on the 
Quality and Price of Airline Service and the Self-
Sufficiency of the United States Domestic Airlines 
(Cambridge: Harvard University, 1949), pp. 630-31. 
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in the late forties. 

The failure of the Civil Aeronautics Board to implement 

quickly coach fares in the face of growing economic 

difficulties was a problem. The C.A.B. was reluctant to 

lower fares because of past problems incurred with the 

reduction of passenger rates. Previously, when the C.A.B. 

had allowed a reduction in fares, airlines lost money. 

Because of this loss, the board feared coach fares would 

create additional economic problems. The board failed to 

realize the growth in the domestic passenger market or that 

new lower fares might attract a different post-war 

passenger. The C.A.B.'s slow response to the airline crisis 

of 1948, postponed the airlines' recovery. 

In comparison to the price of air travel on unregulated 

airlines, the implementation of economic regulation resulted 

in higher passenger rates. The C.A.B.'s failure to complete 

a general passenger fare investigation hindered an accurate 

estimation of the true cost of air travel. Eventually, low 

fare competition from irregular carriers forced the 

scheduled airlines to request the establishment of coach 

fares. Though the overall rate of regulated air travel in 

post-war America was not outrageous, the economic cost of 

federal supervision was higher passenger fares. 

Vital to the development of a strong airline system was 

the air mail subsidy. Subsidy was distributed through air 

mail payments. Lucile Keyes is very critical of the C.A.B.'s 
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air mail subsidy program. Keyes advocates a government loan 

and grant system instead of direct subsidy." Air mail 

payments, however, were a legitimate way to develop 

airlines, and the subsidies were quite effective from 1938 

to 1945. The C.A.B. dispersed air mail payments promptly to 

the needy airlines. In the pre-war period, because of the 

small size of the route system and the small number of 

carriers, air mail payments did not burden the Civil 

Aeronautics Board or the United States Post Office. 

The effects of the Second World War brought many 

changes to the air mail system. The explosion of routes and 

the introduction of new airlines changed the air mail 

system. From 1945 to 1950, generous air mail payments 

facilitated the continued growth of local service airlines. 

During the airline crisis of 1948 increased air mail 

payments assisted the airlines. Air mail payment was one of 

the reasons the airlines pulled out of their economic 

tailspin. 

Despite the success of the air mail system, other 

problems arose. By 1950, many of the trunk and regional 

airlines needed to be weaned from the subsidy. The C.A.B. 

attempted to reduce the air mail subsidy every year. 

Political pressure to change the system mounted and forced 

the C.A.B. to reevaluate the system. The cost of air mail 

"Lucile S. Keyes, Federal Control of Entry into Air 
Transportation (Cambridge: Harvard University Press, 1951), 
pp. 80-83. 
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subsidy had become burdensome in the post-war years. To 

alleviate the financial burden. Congress should have 

transferred responsibility for the distribution of air mail 

subsidy from the Post Office to the C.A.B. In 1951, the 

C.A.B. administratively separated air mail payments from 

subsidy. Although this eventually led to legislative 

separation of air mail from subsidy, this policy should have 

been implemented immediately after the war. 

By the 1960s, the C.A.B.'s route hearing procedure was 

heavily criticized by scholars. Richard Caves, Alfred Kahn, 

James Miller and every advocate of deregulation focused on 

the inefficiencies of the route hearings." Henry Friendly 

in Federal Administrative Agencies: The Need For Better 

Definitions is quite critical of the C.A.B.'s administrative 

backlogs.'^ Route hearings, however, were a reality of 

regulated competition. Through impartial hearings, the 

C.A.B. determined which carriers were "fit" to fly. During 

the first three years, the route hearing process lasted 

about six months to a year, which was acceptable considering 

the complicated process. 

"Richard Caves, Air Transport and Its Regulators: An 
Industry Study (Cambridge: Harvard University Press, 1962); 
Alfred Kahn, The Economics Of Regulation: Principles and 
Institutions (New York: John Wiley and Son, 1971); George W. 
Douglas and James C Miller, Economic Regulation of Domestic 
Air Transport: Theory and Policy (Washington, D.C: The 
Brookings Institution, 1974). 

'̂ Henry J. Friendly, The Federal Administrative 
Agencies: The Need for Better Definition of Standards 
(Cambridge: Harvard University Press, 1962), pp. 97-105. 

279 



After the war, hearings became bogged down in 

administrative red tape. By 1953 route hearings took up to a 

year and half. The C.A.B. was hindered by a limited budget, 

and many times airline lawyers used delay tactics to help 

their company's cause. Despite these problems, the C.A.B. of 

the postwar period did not attempt to alleviate the problem 

as it did before the war. Several minor administrative 

alterations could have cut route hearings by months. 

The Civil Aeronautics Act was an appropriate political 

response to the airlines' economic dilemmas of the late 

thirties. The Civil Aeronautics Act of 1938 created a strong 

but flexible national aviation policy. U.S. commercial 

aviation was a special industry. With large capital 

requirements, limited passenger markets, and distinct 

economies of scale, the early air carriers displayed true 

public utility qualities. Because of this special nature, 

the airlines needed regulated competition to prevent the 

establishment of monopolies. 

Though imperfect, the C.A.B. was an effective 

regulatory agency that helped to establish a healthy 

industry, ready to make the transition into the jet age by 

the end of the decade, and eventually mature enough to 

survive the rigors of deregulation. The early history of the 

Civil Aeronautics Board reveals both the inherent economic 

advantages and disadvantages of restricted competition. In 
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the end, one must weigh the costs of regulation in 

relationship against the realities and perceptions of 

American economic history. 
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TABLE 1 

Federal Appropriations for the Development of Airways 

Year Amount of Appropriation($) 

1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1950 
1951 
1952 
1953 

300,000 
3,091,500 
3,659,850 
5,458,620 
7,944,000 
8,992,640 
8,053,000 
6,590,210 
4,867,800 
5,175,000 
5,727,000 
8,450,500 
4,575,000 
16,510,487 
19,252,830 
35,328,290 
32,569,275 
26,372,000 
28,543,023 
37,826,000 
56,166,618 
43,649,066 
76,700,000 
44,800,000 
30,800,000 
26,100,000 

Source: Annual Reports of the Civil Aeronautics 
Administration, 1940-1953. 
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TABLE 2 

Percentage* Distribution of Domestic Scheduled 
Passenger Traffic 

YEAR BIG FOUR REGIONALS LOCAL SERVICE 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

73.8 

74.1 

73.5 

70.7 

67.2 

66.6 

63.4 

59.7 

55.7 

54.0 

54.4 

53.3 

53.5 

55.0 

56.3 

57.4 

15.5 

16.0 

17.4 

18.3 

17.8 

19.5 

23.4 

27.8 

28.1 

22.0 

19.6 

21.1 

22.3 

22.4 

21.2 

21.0 

^Percentages do not add up to a hundred because of 
international traffic. 

Source: Civil Aeronautics Board Handbook of Airline 
Statistics, 1963. 
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0.1 

0.6 

1.1 

1.5 

1.8 

2.2 

2.2 

2.1 



TABLE 3 

Total Number of Revenue Plane Miles Flown 

YEAR REVENUE PLANE MILES 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

67,039,655 

73,645,014 

95,396,087 

123,350,232 

138,001,863 

98,597,198 

118,335,157 

176,335,157 

268,501,539 

328,772,202 

320,834,753 

333,707,765 

349,379,804 

393,594,619 

447,163,392 

505,074,347 

Source: Annual Reports of the Civil Aeronautics Board, 1938-
1953. 
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TABLE 4 

Non-Scheduled Airlines Revenue Passenger Miles 

YEAR MILEAGE 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 NA 

1950 624,823 

1951 870,631 

1952 1,270,139 

1953 1,318,638 

Source: Civil Aeronautics Board Handbook of Airline 
Statistics, 1963 

303 



TABLE 5 

Percentage of Non-Scheduled Passenger Traffic 

YEAR 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

Source: Civil Aeronautics 
Statistics, 1963. 

NGN 

Board 

-SCHEDULED AIRLINES 

— — 

— 

— 

— 

— 

— 

— 

— 

— 

0.3 

1.4 

1.4 

NA 

1.9 

1.5 

1.3 

Handbook of Airline 
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TABLE 6 

Total Revenue Passenger Load Factors of Scheduled Service 

YEAR 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

Source: Civil Aeronautics 
Statistics, 1963. 

' * • 

Board 

AVERAGE 

50.3 

56.2 

57.9 

59.1 

72.1 

88.0 

89.4 

88.2 

78.8 

65.7 

58.5 

59.1 

62.7 

69.6 

67.1 

64.7 

Handbook of Airline 
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TABLE 7 

Coach Fare Mileage of Total Revenue Passenger Miles 

YEAR MILEAGE 

1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1. 

1. 

2. 

3. 

— 

— 

— 

— 

— 

— 

— 

— 

— 

— 

4,835 

251,290 

,056,361 

,277,504 

,355,132 

,718,801 

Source: Civil Aeronautics Board Handbook of Airline 
Statistics, 1963. 
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TABLE 8 

Air Mail Subsidy Payments* for Scheduled Domestic Airlines 

YEAR 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

TOTAL TRUNK/REGIONALS 

17,473,000 

21,767,000 

23,707,000 

21,452,000 

7,599,000 

3,568,000 

6,897,000 

21,048,000 

43,452,000 

65,004,000 

74,323,000 

81,938,000 

64,918,000 

63,122,000 

67,736,000 

12,300,000 

13,807,000 

13,857,000 

13,881,000 

4,969,000 

2,007,000 

2,305,000 

4,082,000 

9,056,000 

21,574,000 

26,188,000 

26,749,000 

16,510,000 

6,607,000 

3,527,000 

LOCAL SERVICE 

— 

— 

— 

— 

— 

— 

— 

1,081,000 

3,674,000 

9,411,000 

12,396,000 

14,848,000 

17,319,000 

18,990,000 

21,852,000 

^Figures do not add up to each total amount because of air 
mail subsidy for international and other airline services. 

Source: Civil Aeronautics Board Handbook of Airline 
Statistics, 1963. 
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TABLE 9 

Total Number of Revenue Passengers 

YEAR PASSENGERS 

» 

1935 

1936 

1937 

•1938 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

• 510,000 

800,200 

900,312 

1,071,899 

1,383,423 

2,240,023 

3,216,469 

3,986,220 

2,833,484 

3,186,332 

4,992,930 

8,755,154 

12,573,405 

13,168,095 

15,120,015 

17,424,141 

22,652,179 

25,009,815 

28,722,740 

Source: Annual Reports of the Civil Aeronautics Board,1938 
1953. 

308 




