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CHAPTER I
INTRODUCTION

For more than a decade now, there has been a rarely
seen government liberalization or total withdrawal from
regulation and control of economic aspects in many parts of
the world.

In the United States, private ownership of the

commercial airlines is the general rule.

However, in most

other countries, airlines are predominantly government owned
and operated;

looked upon as government ventures rather

than as purely profit-making entities;

and sustained

through subsidies and protectionist laws.

Even though

private ownership is the norm in the United States,
government regulation in the air transportation industry had
insulated many unprofitable airlines until the industry was
deregulated in 1978.

Thus, deregulation moved the industry

a step further into real private ownership, including
competition according to market forces.

Although most of

the changes have taken place in the United States domestic
market, they have had a profound impact, in varying degrees,
on the worldwide airline industry.

As the focus on

privatization of government controlled industries grows,
some countries are trying to transfer all or part of tlie

public enterprises from the public to private sector.

for

example, the British government sold its ownership in
British Airways in 1987;

the Belgian government, which owns

half of Sabena Airlines, would like to reduce its share to
27 percent;

and the Dutch government plans to decrease its

share of KLM airlines from 40 percent (Taneja, 1988).
The purpose of this paper is to discuss the impact of
the U.S. Airline Deregulation Act (ADA) of 1978 on both the
U.S. commercial airlines' product and labor markets, with
emphasis on the domestic airlines since deregulation.
Interest in the United States' airlines, where massive
deregulation first took place, is important as many
countries search for better and more viable ways to
disentangle themselves from government regulations and
control.
Chapter II discusses how the United States federal
government regulated the airline industry, through the Civil
Aeronautics Board (CAB), and controlled entry, exit,
mergers, and established fares by fixed formulas.
m

A change

people's attitude in the 1970s, began to shift in favor

of less government involvement, arguing that tight
government control had led to inefficient airlines'
operations and high fares.

The chapter also outlines the

major components of the .ADA, which placed maximum reliance

on competitive market factors to determine the quality,
quantity, and price of air transportation.

Responsibility

for international aviation was placed on the Department of
Transportation (DOT) when the full implementation of the ADA
was in place in 1984.
Chapter III assesses the deregulated product market, in
which airlines enter, exit, and merge almost at will, and
charge any fares they want--resulting in repercussions on
revenues, financial failures and bankruptcies.

The freedom

to exercise managerial initiative include (1) strengthening
the hub-and-spoke networks;
alliances;

(2) establishing marketing

(3) increased utilization of computer

automation; and (4) the establishment of frequent flier
programs.

New concerns in the post deregulation era include

air safety--mid-air near-collisions and the strain on
infrastructure facilities--resulting in congestion of
airports and airways, flight delays, and loss of baggage.
Chapter IV discusses the airline labor market and
examines employment and wages of pilots, mechanics, and
flight attendants as well as their collective bargaining
power.

After deregulation, the new entrants into the

airline industry were unencumbered, unlike the incumbent
carriers, by the high labor costs negotiated during the
regulated era.

Noticing that labor costs are the largest

controllable costs, the incumbent airlines have devised
strategies to cut labor costs.

Voluntary wage concessions,

two-tier wage systems, revised workrules, profit sharing
plans, and established non-union subsidiaries and holding
companies have been used to reduce costs.
Finally, chapter V provides a summary and conclusion of
the impact of deregulation of the U.S. airline industry to
date.

The advantages and disadvantages are highlighted and

an overall evaluation of deregulation as it applies to the
U.S. airline industry and other world airlines is made.

CHAPTER II
PRE-DEREGULATION ERA, 1938-1978

Regulation of the Airline Industry
Parallelism exists between the current arguments for
and against deregulation that led to the imposition of
controls in 1938, as well as their removal four decades
later.

Federal support was essential to the airlines in

their early years (Donnely,1986).

There was little market

for passenger air travel, so the main source of business for
small, struggling carriers was in contracts to carry mail.
The 1925 Kelly Act opened the way

for private mail

carriers, and for the next 13 years, an unregulated air
industry began to develop.

As the carriers grew in size and

number, they proved to be prone to the same kind of
debilitating competition seen in fare wars of the 1980s.
The bidding for mail became so intense that in 1938 Eastern
offered to deliver the mail between San Antonio and Houston
free of charge.

The result of such intense competition was

financial instability.

Judging from the legislative

history. Congress viewed various manifestation of "e.xessive
competition" as the most serious potential problem in the
airline industry (Panzar, 1980).

Even though passenger

traffic began to grow during the 1930s, carriers
consistently lost money.

Faced with the prospect of

widespread bankruptcies and spurred by a series of fatal
plane crashes. Congress reacted swiftly.
In 1938, Congress adopted the Civil Aeronautics Act and
created a five-member independent agency, the Civil
Aeronautics Board (CAB).
1.

The CAB received the authority to:

Control entry into the industry, both interstate and
foreign commerce, and control entry by existing
carriers into new or existing routes;

2.

Regulate fares;

3.

Control exit by requiring approval before cessation
of service to a point or route.

4.

Control mergers and intercarrier agreements;

5.

Award direct subsidies to air carriers;

6.

Examine deceptive trade practices and unfair methods
of competition;

7.

and

Exonerate carriers from certain provisions of the
act.

Under regulation, an airline operating in interstate markets
was required to obtain a certificate from the C.\B, which
listed the routes it was responsible to serve.

Before a

firm could be issued a certificate, it had to be found "lit,
willing, and able" to provide air transportation.

Section

401(a) of the Federal Aviation Act made it clear that "no
air carrier shall engage in any air transportation unless
there is in force a certificate issued by the Board
authorizing such carrier to engage in such transportation"
(Douglas and Miller, 1974).

Industry Structure
Prior to deregulation, the air transportation industry
consisted of the trunks, which were the major airlines;
local airlines;
airlines;

the intrastate airlines;

the commuters;

the

all cargo

and other certificated airlines.

All airlines in these categories, apart from the intrastates, were certificated by the Civil Aeronautics Board and
were subject to routes and rates regulations as directed by
the Federal Aviation Act.

The airline industry grew rapidly

in the post World War II period, as technological
improvements increased the convenience and lowered the cost
of air travel.

The growth came from two distinct actions.

The first one followed the increased use of long-r.aul
propeller aircraft in the late 1940s and 1950s.

The second

sprang from the introduction of jet aircraft in the 1960s.
Throughout this extended period of growth, the Board relaxed
route entry restrictions and allowed more carriers to serve
the same routes, which eased the increase in passenger
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traffic (Brown, 1987).

Between 1949 and 1969, air traffic

grew by 14 percent while air fares actually fell by an
average of two percent.

Despite the healthy growth pace of

the industry, the regulated airlines were not as profitable
as the unregulated carriers and this played a big role or,
at least, became part of the evidence to press for
deregulation.

After 1969, however, passenger traffic

started to decline and the Board initiated a return to the
anticompetitive policies to improve the industry's financial
position.

The principal areas of the Board's regulations

were control of fares, initial industry entry, and route
entry and exit.
The bulk of the market was dominated by the trunk
airlines with over 87.2 percent of the total domestic
revenue passenger miles (RPMs).

Table 1 shows the structure

of the airline industry just before deregulation.

Compared

with ail the groups, only the trunks could operate in all
the markets with any kind of aircraft.

The remaining groups

had restrictions in scheduling, type of aircraft to use, or
markets to serve.

Route Entry During Regulation
The airline market :?.ay be regarded as being closed
prior to deregulation since the CAB regulated entry and exit

TABLE 1
THE STRUCTURE OF THE AIRLINE INDUSTRY UNDER ROUTE
REGULATION IN 1978
Services
Airline
Group

Number of
airlines

Trunks

that

were
Permitted
Large
Markets
jets
Scheduled permi- permitted
service
tted

% Distribution
of Domestic RPMs
87.2

11

Yes

Yes

All

12

Yes

Yes

Regiona 1

9.2

258

Yes

No

All

0.6

Locals,
regionals.
and others
Commuters
Supplementals
Intrastates

Total

100%

290

Source: Bailey, et al., 1985

to and from the industry.
began to take shape.

As early as 1941, the policy

In the Delta Airline case, the Board

closed further carrier entry in the trunk classification as
concluded by the Board and pointed out by Brown (1987):
The number of carriers now operating appears
sufficient to insure against monopoly in respect
to the average new route case, and we believe that
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the present domestic air transportation system
can, by proper supervision, be integrated and
expanded in a manner that will in general afford
the competition necessary for the development of
that system in the manner contemplated by the Act.
In the absence of particular circumstances
presenting an affarmative reason for a new
carrier, there appears to be no inherent
desirability of increasing the present number of
carriers merely for the purpose of numerically
enlarging the industry.
The CAB considered entry into the airline industry as
part of the carrier selection phase of route proceedings.
The Board typically did not consider broad issues relating
to the benefits of permitting new competitors;

instead,

carrier selection focused on relative merits of the
applicants for the specific route or routes to be awarded.
A nonoperating airline could provide only promises of good
service or lower fares.

An established airline, on the

other hand, had a proven track record as well as an existing
route network that offered numerous comparison
opportunities.

Thus, the incumbent airline always had a

significant advantage in laying out its case for new routes
before the CAB.

It was so significant that the Board never

awarded a major route to a new entrant during its entire
authority.
For many years, the CAB rejected many applications to
start new airline services.

For example, between 1950 and

1974 it barred entry to 79 applicants who would have created
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new certificated airlines (Bailey, et al., 1985).

In

contrast, the Board was flexible in granting new entrants
the federally subsidized routes following the Second World
War.

It viewed them as a "local service experiment" and

wanted the new carriers to relieve the trunks of the
responsiblity of providing service to the smaller
communities.

Later on, fourteen local service airlines,

such as Aeromerica, Mackey International, and Airlift
International were given permanent certificates to serve in
largely non-overlapping regions.

The Board severely

restricted them from competing with the trunks and they were
explicitly prohibited against providing nonstop service in
markets already served by trunk carriers.

Every

certificated airline was required to provide adequate
service at the cities listed on its certificate.

Hence, an

airline could not suspend or terminate its services from a
city-without the CAB's prior approval.
The Board's route award policies and procedures also
restricted entry into other markets by the existing
airlines.

First, the complexity and length of the CAB's

route award proceedings, which included lengthy hearings,
limited the number of route applications it could handle.
Secondly, the applicant for the routes had the burden to
prove to the CAB that new entry was in public interest and
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would not hurt the incumbent carriers.

As a result of this,

the Board awarded such routes only when the demand was
rapidly growing so that the incumbent's profit would not be
eroded.

Thirdly, the Board had an unofficial policy of

limiting the number of airlines on a particular route or
serving a particular market.

It usually foreclosed any

additional competition after granting permission to three
airlines to operate each route.
Among the most significant factors which the Board
considered before awarding routes to the incumbent airlines,
was the carrier's financial need.

The CAB worked hard to

preserve the existing carriers and to narrow the financial
differences between the strong and the weak.

Airlines in

financial problems were often granted new routes regardless
of the merits of the competitors' applications.

An example

of this case was when Northeast Airlines was granted Florida
route authority in the early 1970s in an effort to bail it
out or to strengthen its financial position (U.S. CAB
Report, 1974) .
Despite the Board's strict limitation to competition in
the mainstream of the airline markets, several categories of
specialized passenger airlines developed to provide services
that were not closely regulated by the CAB.

The two classes

that sprang up after World War II are the commuters and the
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supplementals.
by the Board;

However, their seating capacity was limited
first from 15 to 20 maximum seats until 1972;

30 seats until 1978;

and thereafter 60 seats.

Some of the

commuters provided scheduled air services, while the
supplementals were granted certificates mainly to provide
nonscheduled charter services.

A third class of airlines,

the intrastate carriers, operated beyond the jurisdiction of
the CAB regulations in a number of states.

In California,

they were the Pacific Airlines, World Airways, and
California Airlines;

in Texas, Southwest Airlines;

Hawaii, two intra-Hawaiian Airlines;

in

and in Alaska, four

intra-Alaskan Airlines (Douglas and Miller, 1974).

Exit and Merger Policies
Exiting from existing routes or from the industry prior
to the Airline Deregulation Act (ADA) was difficult because
of the Board's restrictive policies.

An airline could

easily exit the industry through a merger.

A successful

carrier, on the other hand, could easily merge with a
failing airline since that was an opportunity that provided
It with a relatively cheaper and faster way of acquiring new
routes.

However, mergers and acquisitions were not freely

granted by the CAB.

Congress required the airlines, unlike

other firms, to seek prior approval before consummating
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mergers or acquisitions.

Although the Board would not

approve a proposed merger if it would not be consistent with
the public interest, for example, creating a monopoly or
jeopardizing a carrier not party to the merger, the Board
also interpreted this criterion as enabling it to disapprove
a merger that would cause a diversion of traffic or revenue
from the competing carriers.
During the first decade of regulation, 1938-1948, the
Board followed a tough line of not allowing mergers between
trunks.
1940;

For example, a United-Western merger was denied in
an American-Mid-Continental merger denied in 1946;

and a Capitol-Northeast merger denied in 1947 (U.S. CAB
Report, 1982).

It did, however, allow trunks to absorb

three minor carriers.

The Board changed its position in its

second decade of regulation, that was, 1949 to 1959, to
encourage and approve mergers on public interest grounds
even when they had an anti-competitive effect.
Braniff absorbed Mid Continental in 1952;
Inland in 1959;
1953;

For example,

Western absorbed

Delta acquired Chicago and Southern in

Continental took over Pioneer in 1955; and Eastern

absorbed Colonial in 1956.

Apart from regulating the route

entry and exit of the carriers, the CAB extended its contro.
arm into the airlines' fares.
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Price/Fare Structure and Level
Regulations
Fares were one of the important elements that were
regulated by the CAB prior to deregulation.

Fare structure

concerned pricing differentials among types of services
offered by a carrier.

An example would be the pricing

relationship between first-class and coach service of
flights on short as opposed to long routes.

Fare or rate

levels, on the other hand, were described in terms of
average yield per mile, which was a ratio of total passenger
revenues to total revenue passenger miles.

Fare structures

were usually preferential or prejudicial because there was
usually no relationship between a given route characteristic
and the rates set.

Short trips did not usually reflect the

higher costs of operating them.
The Board's regulation fare levels can be divided into
four distinct phases.

In the first one, which was prior to

World War II, the Board did not formally review price rates;
instead, air fares were conventionally set at the prevailing
first-class rail fares.

In the second phase, after the

formal fare review of 1942, the Board approved
across-the-board price increases but without any formal
guidance as to the desired level of earnings for the
industry.

In the third phase, which was marked by the
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General Passenger Fare Investigations of 1960, the Board set
fares to achieve an average of 10.5 percent return for the
industry.

Fare hikes and restrictions on discount pricing

of late 1969 were challenged in court by some congressmen
led by John Moss.

The action resulted in the Domestic

Passenger Fare Investigations (DPFI) of 1969 whose primary
purpose was to establish standards and a formula for future
rates.

Thus, in the final phase of DPFI of 1970-1974, the

CAB set fares to yield a 12 percent rate of return on
investment.

The rate of return was based on the standard

industry load factors and seating density, as well as
standardized accounting conventions.

In an attempt to

achieve a 12 percent return, fares were hiked by 20 percent
in 1974 (Brown, 1987).

Charter carriers were more

restricted to provide service only on demand with no direct
regulation by the CAB, but court action was taken agamot
those who failed to abide by the regulations.
In all these phases, the Board's concern was on the
overall industry profitability rather than the relationsr.ip
between fares and costs in particular markets.

Thus, an

increase in costs, for e.xampie, employees' demand for pay
raises, could be passed on to the consumers through raism.:
fares by the CAB.

However, proposals to change fares w^-r'^

subject to hearings, therefore, prices could not be
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increased as quickly as it might have been desired by the
airlines.

In addition, an airline's competitor had ample

opportunity to challenge any proposal or to introduce
comparable fares.

Consequently, fares in all markets were

gradually adjusted in unison, and in many large markets,
they differed substantially from costs.
Regulated Fare Discounts
Beginning in the late 1940s, a high degree of rate
differentiation was built into the rate structure, providing
for a wide variety of discounts from basic rates.

Depending

upon the financial conditions of carriers, the Board was
more or less willing to encourage discount pricing
strategies.

During periods of high carrier profits, the

Board pressured the carriers to reduce rate levels, while in
times of financial stress, it was sympathetic to carrier
requests for rate increases (Brown, 1987).

Special

discounts, such as Discover America and Family Plan, became
popular but they were quite limited.

The latter discount

was approved in 1948 to encourage travel in off-peak periods
of demand.

Promotional fares were classified as identity,

excursion, or tour-based, depending on the t'^^Des oi
restrictions placed on the traveler.

Identity discounted

fares were available to military personnel, youth, elderly.
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and families.

Excursion fares were available only on

specific routes for a specific period of time.

Tour-based

discounts were for those who agreed to purchase package
related services, such as hotel accommodation or meals.
The Board started signaling willingness in relaxing its
fare regulation in 1976 when it permitted the sale
of-air-only charters advance bookings subject to a 30-day
advance purchase requirement.

Although no minimum fee was

set, it required a minimum group of 40 people who had to
make a round-trip.

In 1977, the Board approved the Peanut

Fare Discount at 50 percent of the standard-class fares for
Texas International Airlines.

It also allowed American

Airlines' Super Saver Fare Discount up to 45 percent in New
York, Los Angeles, and San Francisco markets.

These

required a 30-day advance purchase, a seven-day minimum
stay, and only 35 percent of the seats on a given flight
could be discounted (U.S. CAB Report, December 1982).

In

his annual report to Congress in 1977, Alfred Kahn, head of
the Civil Aeronautics Board, noted that 1976 and 1977 were
the most intense years then, m

price competition.

Peanut

and Super Saver discounts were quickly matched by Simple
Saver, Super Coach, Super-Apex, Budget, Super-No Frills,
etc., from other airlines.

As can be seen from Tacle :,

carriers' yield per revenue passenger-mile reflecting th.e
actual mix of coach and first-class traffic, increased
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TABLE 2
AVERAGE YIELD PER REVENUE PASSENGER-MILES, BY CLASS OF
SERVICE BY DOMESTIC TRUNKS, 1967-1977

Year

Average Yield
per passenger
miles (cents)
Actual
Coach
mix

1967
1968
1969
1970
1971

5.12<:
5.11
5.35
5.45
5.81

5.50<::
5.50
5.70
5.75
6.10

-0.2
4.5
5.9
13.5

-0.9
3.6
4.5
10.9

100.0
104.2
109.8
116.3
121.3

1972
1973
1974
1975
1976
1977

5.86
6.10
6.94
7.04
7.48
7.84

6.16
6.38
7.24
7.35
7.79
8.17

14.5
19.1
35.5
37.5
46.1
50.8

12.0
16.0
31.6
33.6
41.6
46.4

125.3
133. 1
147.7
161.2
170.5
173.8

Percent increase
over comparable
1967 period
Consumer Price
Actual Index (all items)
Coach
mix
1967 = 100
^

Source: CAB Report to Congress 1977

of each year, but the increase remained well below that of
the Consumer Price Index for the same period (U.S. CAB
Report, 1977).

Airlines relatively cut discounts while

seeking for regular-fare increases from the CAB to offset
the inflationary pressure.

In 1978, the Board broke with

the past pricing policies and permitted carriers to lower
their first-class fares to 130 percent of coach fares.

Up

to that time, the first-class fares had been priced on i
cost basis at 150 to 163 oercent of the coach fare depending
on the length of the trip
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The Role of Intrastate Airlines
California and Texas Intrastates
Experience
The intrastate carriers played a big and important role
in making the people focus on deregulation during the last
years of regulation.

Purely local airline transportation

within a state and also not flying over international
waters, was outside the jurisdiction of the CAB.
California's intrastate air transportation services began to
serve its markets in 1949.

As noted by Tregarthen (1987)

and Bailey, et al., (1985), they charged fares that were
half those of the regulated carriers.

One of the smallest.

Pacific Southwest Airlines (PSA), grew to become a dominant
intrastate carrier.

By 1962, for example, it had 28 percent

of the total traffic between Los Angeles and San Francisco,
up from 13 percent the previous year.

The certificated

airlines could hardly compete with the intrastate fares
until they obtained CAB's approval to match the fares.
Although tickets sold outside California for the intrastate
service were at a higher CAB fare level, the California
experience illustrated that low-fare carriers could
successfully compete with the certificated and well
established airlines.

Additionally, price reductions

significantly increased passenger traffic.

In the Los
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Angeles-San Francisco route, traffic grew by 117 percent
from 1.5 milion in 1960 to 3.2 million in 1965.

In the

smaller markets like Fresno-Los Angeles, it grew by 72
percent in twelve months of low fares (Bailey, 1985).
In Texas, again Bailey noted. Southwest Airlines, an
intrastate airline, challenged the incumbents after fighting
entry-court battles for four years.

It began its services

between Dallas, Houston, and San Antonio in 1970.

At each

city service inauguration, the top corporate executives
personally welcomed their customers and from that and other
advertising slogans, many travelers perceived it to be an
airline for the people.

Its prices were strategically set

to be competitive with out-of-pocket costs of automobiles.
In addition, it introduced a two-tier pricing structure and
half-price sales.

The two-tier pricing system contained two

classes of fares, a higher one for the peak seasons and a
lower one for off-peak seasons.
Southwest basically offered frequent flights on
short-and-back routes and encouraged high labor productivity
through profit sharing and highly flexible work rules.

It

also provided mini.T.um services, served airports close to th.e
state's major business districts, and offered prices th.at
were basically lower than the prevailing ones mandated by
the Board for the same distance.

As an example, Southw.ist's
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Dallas-Houston prices between 1970 and 1974 were 39.5
percent lower during peak periods and 63.7 percent lower for
the off-peak periods;

Harlingen-Houston 47.5 percent lower

for peak periods and 68.5 percent lower during the slack
period;

Austin-Lubbock 22.4 percent lower for peak season

and 51.5 percent lower for the off-peak period.

According

to Bailey, et al., (1985), the intrastate traffic growth
experienced in Texas paralleled the California experience,
with the Dallas-Houston traffic growth of 127 percent from
1970 to 1974 while ten similar high density CAB regulated
markets had an average growth of only 9.8 percent.
Financial Health of the Intrastates
Although their fares were quite low, the intrastates
were generally profitable.

As shown in Table 3, Southwest

and Air California were extremely profitable with earning
rates of return substatially in excess of most of the trunk
and local service carriers throughout the period.

PSA was

very successful financially throughout the 1960s.

But by

the mid 1970s a number of poor investment decisions in
aircraft and other subsidiaries, especially hotels and
automobiles, held down its corporate rate of return.
intrastates which prospered included Hood, Amistad, and
Holiday airlines.
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TABLE 3
AIRLINES RATES OF RETURN ON INVESTMENT, 1973-1977

Air
Year

California

1973

Trunks
and
Locals

PSA
(Consoli- South- Trunk
dated)

west

System

Locals

Combined

52.56%

2.93%

9.63%

5.62%

9.30%

5.87%

1974

31.91

5.14

22.81

6.79

12.19

7.19

1975

16.51

(7.32)

23.44

2.79

4.88

2.95

1976

16.71

6.64

19.80

8.50

9.78

8.61

1977

16.25

5.40

18.29

9.97

13.57

10.31

source: Bailey, et al., 1985

The intrastate airlines demonstrated that efficient and
responsive carriers were able to evolve using different
service patterns and fares than those that evolved under the
CAB regulation.

Proponents of the industry's regulation,

such as George Douglas and James Miller (1974), carefully
developed models and recommended more regulation policies
while opponents, like John Levine, strengthened their
criticisms.

It began to seem irresponsible for the

government officials to deny consumers the choice of tr.e
low-fare mass transit option, which they sought under
deregulation.
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The Airline Deregulation Act of 1978
In October 1978, after operating under the Civil
Aeronautics Board for 40 years, the airline industry was
deregulated by the enactment of the Airline Deregulation Act
(ADA).

The ADA set a six-year transition period for phasing

out the statutory authority for regulation and for the
sunset of the CAB itself.

The CAB's authority over routes

regulation ended on December 1, 1981;
fares ceased on January 1, 1983;

its authority over

and the Board's operations

finally ended on December 31, 1984.

In accordance with the

CAB report of 1982, the major provisions that took immediateeffect after ADA was enacted were:
1.

Shifting the burden of proof in route authority cases
from the need for a positive showing that entry was
required by public convenience and necessity to a
showing by opponents that entry was inconsistent with
public convenience and necessity;

2.

Providing for a limited degree of automatic entry,
which required no Board's review or approval;

3.

Allowing carriers to obtain authority of dormant
routes;

4.

Setting a statutory zone of reasonableness for fares,
which was to be adjusted as airline costs changed;
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5.

Establishing notice procedures for airlines wishing
to terminate service at communities;

6.

and

Providing for an Essential Air Service Program,
designed to assure small community-air services.
The Board operated five major economic aspects of

international and domestic carrier operations all of which,
except one, were transferred to the Department of
Transportation beginning in January, 1985.

These included

Community Air Service, Information Management, International
Air Service, Consumer and Employee Protection, and Antitrust
Activities, which was transferred to the Department of
Justice.

CHAPTER III
PRODUCT MARKET RESULTS SINCE
DEREGULATION, 1978-1987

Changes in the Industry Structure
The post-regulatory industry structure of the
commercial airlines has been reclassified by the CAB
according to the airlines' annual operating revenues since
1981.

Instead of the trunks, locals, and others as

previously indicated, an airline now to be classified as a
major must earn at least $1,000,000,000 annually;

each

large national falls between $100,000,000 and
$1,000,000,000;

each large regional makes between

$10,000,000 and $99,999,999;

and each medium regional must

register between $0 and $99,999,999 or operate an aircraft
with 60 seats or less, or 18,000 pounds maximum payload or
less.

Detailed carriers within each category as of December

1984, are given in the Appendix.
The airline industry runs a perishable product market
since any time an airline cancels its flight or any seat
goes unoccupied, revenue forgone from such a transaction can
never be recovered.

Yet airlines as a whole, only fill

about three-fifths of their available seats.
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For example.

27
the industry sold approximately 61.4 percent of the
available seats in 1985 (Donnely, 1986).

Nevertheless,

deregulation has spawned a number of new airlines that are
small but rapidly growing segment of the industry.
these new entrants are newly formed airlines;

Some of

others are

former supplementals that have began to offer scheduled
service;

former intrastates that have expanded into

interstate operations;
jet operations.

or former commuters that have begun

These airlines operate in a variety of

markets and offer a variety of services.

The first few

years after deregulation have been critical not only for the
new entrants, but also for the former regulated carriers.-

Route Entry and Exit After
Deregulation, 1978-1982
With the enactment of the Airline Deregulation Act
(ADA) in 1978, the domestic air transportation route system
was completely opened to all airlines.

With the exception

of safety, antitrust, and a few other issues, the federal
government basically has abandoned its role in air travel,
allowing carriers to wage a free-for-all of air services to
all customers.

In contrast to entry restrictions that

existed under the prior law, air carriers can hence ily
virtually any place they choose.

Among the intrastate-only
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carriers which have expanded into the interstate market are
Air Florida whose operations were confined to the state of
Florida;

Air California and Pacific Southwest airlines,

which operated solely in California;

and Southwest

airlines, which had confined its operations in the State of
Texas.

During this part of the transition period, a

certificate was still technically required by a new airline.
However, it was relatively easily given by the regulatory
agency and the process was especially swift.
The basic economic theory that market forces should
govern the air transportation industry instead of the hands
on by the government, can be implemented only if carriers
have both the freedom of entry and exit.

Deregulation

afforded air carriers increased flexibility to exit markets
or to transfer resources from the less profitable routes to
the more profitable routes.

Contrary to the earlier laws

whereby an exiting carrier had to file and get approval from
the CAB for suspension or termination of an air service,
exiting carriers during this period, had only to give a
ninety-days advance notice (30 days for a non-certificated
carrier) before e.xiting a market.

However, on some rare

occasions, a carrier would be required to continue serving
beyond its ninetieth day, if it was the last one to serv-- =i
particular community and a replacement was not readily
available.
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During the first year of deregulation, the trunks and
the regional carriers filed notices involving 180 different
points announcing termination of their services at those
places (James, 1982).

Approximately, one-third of them were

already under suspension of service before deregulation
because the communities concerned could not economically
support them.

Thus, when ADA was enacted, these and another

485 such communities, including 228 in Alaska, were
guaranteed essential air service by Congress through the
Small Community Program.

The guarantee required at least

two round-trips five days per week or the level of service
in 1977, whichever was less.

The federal government granted

subsidies to airlines serving these routes.

New Entrants and Emerging
Competition
One effect of deregulation has been to increase the
number of airlines entering the industry.

The trend toward:

fewer airlines has been a key characteristic of economic
regulation.

In the United States, the original 16 trunks

and 21 local service carriers had been reduced to 11 trunks
and 3 local service carriers by the time of deregulation.
Starting with 27 airlines in 1978 (including four
intrastates and five supplementals), the total number of
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airlines operating jet aircraft increased each year until 63
such airlines provided scheduled passenger services in 1984.
By 1986 more than 111 new airlines, operating all types of
aircrafts, had joined the industry (O'Lone, 1986).

Many of

these would not have been allowed entry to the product
market had the regulatory policies been retained.

Figure 1

gives the new airlines' inaugurations for the charter system
as well as the domestic and international systems between
1979 and 1983.

(The list is not necessarily exhausitve.)

Although several new carriers were certificated and
inaugurated in 1979, only Midway Airlines actually started
its services that year.

At least 20 and 17 new certificated

airlines joined the industry in 1980 and 1981, respectively.
The former four intrastates were all certificated for
interstate services and all first expanded into states
neighboring their original home states.

For the period 1978

to 1984, more than 50 percent of the new airlines that has
joined the industry, other than the charter system, entered
the domestic market.

The commuter system has been the next

large market to accommodate the new entrants.
Among those that started their services in 1980 or 1981
were People Express, which established a hub at a secondary
airport at Newark;

New York Air concentrated its operations

at two airports in New York area;

and Muse Air initially
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1979

1980

1981

1982

1983

Aero
MechAir
Apollo
Big Sky
Braniff

Florida
Air North
Alaska Int'l
GreatNorth
Cascades

AeroStar
Air North
Nenana
Air Nevada
American

American
American/
Intercont
Arista
Best

Air Express
Air National
Air One
All Star
Amer. West

Continental
Empire
Midway
Sky West
Southeast
World

Evergreen
Golden Gate
Great Amer.
Intercontinental
Mississippi
Valley

Trans
Arrow
Challenge
Colgan
Global
Gulf
Imperial

Flying
Tiger
Gulf Air
Jet Amer.
L.A.B.
Northeastern

Blue Bell
Capitol
Hawaii
Express
Jet Fleet
Northern
Air

Mid-South
New York Air
North Air
Pilgrim
Rich
Rosenbalm
San Diego
Padres

Mid-State
Muse
Poeple
Express
Rocky
Mountain
Sea Airmotive

Pacific
Express
Overseas
Tower Air

Pacific
East
South Pacific
Sun World

Southern Air
Sunland
T-Bird/San
Diego
Western

Western
Yukon

Figure 1:

New Airlines Service Inaugurations, 1979-1983

Source: Compiled from CAB Airlines Financial Statistics
from 1979 to 1983

concentrated its services in the Houston-Dallas market and
competed with Southwest Airlines.

Most of the new entrants

serve short-haul markets or markets dominated by the
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discretionary travelers who are less time sensitive.

In

such types of markets these airlines offer lower prices,
which often range from 25 to 75 percent below standard coach
fare, to stimulate demand and usually major airlines have
less advantage in competing there (Blumenstock and
Thomchick, 1986).

Thus, the new entrants do not have to

offer much before they are identified by their customers. A
few newly certificated airlines generally entered relatively
dense markets already served by several formally regulated
carriers.

However, they generally offered different types

of services at less than the pre-entry fares.

For example,

in 1982, over half of the new entrants had based their
operations at an airport other than the prominent one in a
major city they served.

Several of them offered less

on-board amenities than the regular carriers.

With such

strategies, the airlines captured that fraction of the
market with customers who could forgo service amenities for
a low fare.

The main purpose was to cut costs in order to

be able to compete with the incumbent airlines.

However, as

from the mid 1980s, the new entrants' prices or fares have
been matched by the incumbent carriers and many new carriers
look for other means of competition in the product market.

33
Industry Market Shares
For nearly forty years, the CAB regulation provided the
airline industry with a stable operating environment in
which only few elements of competition were permitted.

If

competition along other dimensions occasionally erupted, the
CAB could be relied upon to intervene in an attempt to
maintain the overall stability of the industry.

In the wake

of deregulation, route realignment by the existing carriers
and the entry by new airlines have resulted in a competitive
balance change in market share for each airline category and
airlines within each category.

Table 4 shows revenue

passenger miles and industry share by carrier and by carrier
group.

Product Market Concentration
The industry is less concentrated than it was when the
Airline Deregulation Act was signed.

An analysis of the

market shares of each group of carriers, calculated from the
number of revenue passenger miles flown, shows that the
majors have steadily been losing ground to the nationals,
regionals, commuters, and the entrants.

As can be seen from

Table 4, the majors had an 87.3 percent market share m all
services in 1978.

This fell to 80.4 percent by 1981, 78.3

percent for 1982, and 76.8 percent for 1983.

During the
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TABLE 4
INDUSTRY SHARE BY CARRIER AND CARRIER GROUP IN ALL SERVICES,
1978-1983, (IN 000s OF RPMs)

Carrier

1978
RPM

%
Total

1981
RPM

TRUNKS
United
41,436 21.5 35,263
American 25,499 13.2 25,655
Delta
22,850 11.9 22,842
Eastern 20,770 10.8 24,277
Trans
World
17,960 9.3 15,970
Western
9,872 5.1
7,247
Pan Amer. 8,952 4.7
7,704
Conti6,936
nental
8,557 4.4
8,272
Northwest 5,025 2.6
6,282
Braniff
7,301 3.8
Total 168,222 87.3 160,399

%
Total

1982
RPM

%
Total

17.7
12.9
11.4
12.1

38,483
28,455
22,892
23,837

18.2
13.4
10.8
10.2

42,484
31,276
25,250
25,278

18.4
13.6
10.9
11.0

8.4
3.6
3.9

15,630
8,326
7,126

7.4
3.9
3.4

15,991
8,774
7,424

6.8
3.8
3.2

1983 %
RPM Total

7,894 3.4
3.5 10,107 4.8
8,528 4.0
9,426 4.1
4.1
2,341 1.1
3,146 1.3
3.2
80.4 165,723 78.3 176,943 76.8

LOCALS
Republic 6,085
4,243
USAir
Frontier 2,382
Texas
Intern. 1,688
1,634
Ozark
Piedmont 1,469
17,503
Total

0
0
0
9

CHARTERS
World
Capitol
Others
Total

0.1
0.2
0.3
0.6

2,754
1,494
217
4,465

1.4
0.7
0.1
2.2

4,270
4,069
289
8,628

2.0
1.9
a
4.1

3,:'42
2,422
2,773
8,937

1.6
1.1
1.2
3.9

1.3

2,239

1.1

2,678

1.5

3,376

1.3

0.6

2,311

1.2

3,024

1.4

3,397

1.7

0.4
0.1
2.4

1,393
1,362
7,305

0.7
0.7
3.7

1,407
2,641
9,749

0.6
1.2
4.6

1,528
1,904
10,405

0.7
0.8
4.5

274
372
588
235

INTRASTATES
2,478
PSA
South1,049
west
Air
813
Calif.
Air Flor
264
Total
4,603

3.2
2.2
1.2

9
8
8
1

7,641
5,520
3,476

3.8
2.8
1.8

9,173
6,078
3,540

4.3
2.9
1.7

2,252 1.1
*
1,983 1.0 2,156
3,270 1.6 3,894
24,143 12.1 24,847

*
1.0
1.8
11.8

9,632
7,245
3,902

4.2
3.1
1.7

2,621 1.1
5,130 2.2
28,530 12.4
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TABLE 4
(Continued)
NEW CARRIERS
New York
Air
Midway
Muse
People Exp.
Total
COMMUTERS
Total
Grand
Total

461
378
43
401
1,285

0.2
565
0.2
529
a
272
0.2
1,389
0.6 211,702

1,953

1.0

192,679 100% 199,549

NA

0.2
0.3
0.1
0.6
1.0

658
97
661
3,668
5,584

0.3
0.3
0.3
1.2
2.4

NA

NA

NA

100% 215,672 100% 230,399 100%

Source: CAB Air Carrier Traffic Statistics and CAB Commuter Air Carrier Traffic Statistics
* = Texas International merged with Continental in November
1982. Its data for 1982 were included with Continental's
a = Less than 0.1 percent
NA = Not available

same period, the local service carriers' share increased
from 9.1 percent to 12.1 percent
percent in 1982.

before decreasing to 11.8

However, the locals again picked up 12.4

percent market share in 1983.

The charters and the former

intrastates have had a record increase in market shares
through 1982 although they suffered a slight decrease in
1983.

The new carriers have had a consecutive market share

increase since 1981, from 0.6 percent to 2.4 percent in
1983.

The share for the commuters, while negligible, also
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rose from 0.6 percent to 1.0 percent in 1978 and 1981,
respectively.

Individually too, the major airlines show a

declining pattern in market share when compared with other
individuals in other groups.

Nevertheless, the majors still

have the greatest bulk of the market share despite their
declining trend.
After the mid-1980s, the major carriers have been
attempting to acquire the attributes of megecarriers either
through internal development or through acquisition/merger
processes (see Table 5). For example. United Airlines
purchased Pan Am's Pacific routes and Northwest acquired 50 percent of TWA's PARS computerized reservation system.
Thus, megacarriers have increased their market share in the
late 1980s such that in the first quarter of 1986, they had
only 67 percent of the market, but by the end of the year,
they accounted for 92 percent.

The rest of the airlines

captured only 8.1 percent (Taneja, 1988).

Post Deregulation Price/Fare
The most widely publicized result of deregulation has
been the introduction of the extremely low fares in selected
markets and a more innovative marketing of air
transportation services.

After a brief adjustment period

immediately following deregulation, the low fares introduced
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TABLE 5
MARKET SHARE OF THE TOP EIGHT U.S. AIRLINES AFTER THEIR
MERGERS, 1986
Percentage Market Share(According to RPM)
Airline
Texas Air

1st, Quarter, 1986
5 •5%

1986
19 .5%

United

14 . 5

16 . 5

American

14 . 2

13 . 6

Delta

9, .5

1 1 .. 8

Northwest

6. .3

1 0 . ,0

TWA

6. 9

8. 3

Pan Am

6. 7

6. 2

USAir

3. 0

6. 0

33. 4

8. 1

All Others

100.0%

100.0%

Source: Tenaja, 1986

by new entrants generally have been matched by the incumbent
carriers on a capacity-control basis or with certain
restrictions by the carriers affected.

Rival airlines now

seek advantage over each other and they battle through fare
reductions, closely monitor each other's prices, and
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continually shift ticket costs in order to attract the
budget conscious travelers.

Jordan (1986) analyzed the

scheduled passenger yields and average trip lengths of the
United States deregulated and the Canadian regulated
airlines, which operate jet aircrafts, and concluded that
open entry and the elimination of fare regulations in the
United States has resulted in much lower fares for the
consumer while the fares of the Canadian airlines have
remained as high as their 1978 levels.

In addition,

Tregarthen (1987) and Doganis (1985) have acknowledged the
fall in fares from 1977 to 1986 with an exception of a
two-year rate increase.

As it can be seen in Figure 2, 1980

and 1981 rates relatively rose by more than 80 percent
because of an increase in jet fuel costs;

otherwise, there

was a general decline in fares since deregulation.
The cost of jet fuel has been increasing in the airline
industry since the 1970s although it started to decline with
the apprearance of the oil glut that began in the mid 1980s.
For domestic operations, the carriers paid an average of
about 12 cents per gallon in 1972 and by 1981, the cost had
risen to 104 cents per gallon.

The current lower cost of

fuel enables carriers to set lower fares which may not have
prevailed if fuel costs were high.
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Source: Tregarthen, 1986

Deregulation of the airline tariffs, together with
differences in the pricing strategies of airlines, have made
it increasingly difficult to identify what may be called
normal fares.

Up to the late 1970s, most routes had two

basic fares, a first-class and an economy or coach fare.
Since deregulation, a business or executive class fare,
priced between the first-class and economy fare, has cropped
up (Doganis, 1985).
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Discount and Promotional Fares
Discount fares are those promotional fares which are
expressed as a percentage discount on the normal fares and
which are generally applicable over large geographical
areas.

The most widely accepted and used are the 50 percent

discount on the full fares for children under 12 years of
age and the 90 percent for infants below two years of age
but without the right to a seat.

Promotional fares, on the

other hand, are various low fares, usually with one or more
restrictions on their availability, which offer passengers
significant savings on the normal economy fares.

They are

not of general application, as discount fares tend to be,
but are separately negotiated and agreed upon for each
point-to-point link.

Since deregulation, promotional fares

have been widely used on routes where there is intense
competition.

Doganis (1985) points out five types of

restrictions attached to some of the promotional fares.
These include duration limitations--comprise of a minimum
and maximum stay limitation;

departure time limitations;

purhase time limitations--req^aire either advance reservation
and simultaneous full payment or late purchase, normally
within 24 hours before the flight;
as ticket purchase for a round trip;

routing conditions--such
and inclusive-tour
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requirements--a range of promotional fares which can be
purchased by the travel agents or tour operators and then
sold to customers.
The carrier industry has been heavily engaged in
promotional fares, which have come to be known as "fare
wars" of the 1980s.

Continental Airlines has emerged as the

price-leader in setting spring/summer-peak and fall/winterlean air travel (Dahl, et al., 1988).

Table 6 shows

Continental's MaxSaver fares from New York airports to
selected airports in 1987 and 1988.

These fares usually

last from January through May of each year.

Although the

TABLE 6
CONTINENTAL'S MAXSAVER FARES FROM NEW YORK TO OTHER AIRPORTS

Airports

January
1987

January
3, 1988

January
4, 1988

Percent
Change
17°'

$99

$144

$119

Denver

99

124

99

20

Washington DC

29

89

39

56

Houston

79

114

114

0

Boston

29

89

39

56

Los .Angeles

Source: Dahl, et al., 1988
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fare, once paid, it is non-refundable and travelers must buy
a round-trip ticket and stay over on a Saturday night, the
fares are quite low.

According to Airline Economics (1986),

91 percent of the tickets were sold at a discount in the
first three months of 1986.

Generally, discounts reduced

ticket prices by an average of 63 percent of full fare.
Morrison and Winston (1986) concluded that it was the 4
percent frequent traveler who represents 34 percent of all
flights, that has benefited most from deregulation, rather
than that irregular traveler.
Continental has initiated a two-day advance ticket
purchase requirement from a seven-day requirement.

This is

likely to allow a significant number of business travelers,
who would normally pay full coach fares, to use the
discounts.

Promotional fares involve considerable risks to

airlines.

There is a risk that newly generated traffic will

not come up to expectations or alternatively, that it might
be so heavy that it displaces the higher fare traffic.
Depending on the service, flight time, and
advance-purchase requirements, there may be a difference of
five times or more between the costliest and the cheapest
seats on the same trip.

Table 7 shows a sampling of

round-trip fares available on United Airlines between New
York's La Guardia Airport and Chicago's O'Hare International
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Airport.

Just a difference in time on first class flight

can cost a traveler $232 more or 29 percent of the first
class fare.

TABLE 7
UNITED AIRLINES ROUND-TRIP FARES DIFFERENCES BETWEEN LA
GUARDIA AND O'HARE AIRPORTS
Fare
First Class
6 a.m. - 9 p.m.
9 p.m - 6 a.m.

$800
568

Full Coach
6 a.m. - 9 p.m.
9 p.m. - 6 a.m.

540
432

Coach Advance Purchase (Requires to stay over on
Saturday night, and 50 percent cancellation fee)
7-day Advance
Monday - Friday
Saturday - Sunday

258
l'^8

21-day Advance Purchase
Near Thanksgiving, Christmas, New Year's Day
Thursday - Monday
Tuesday - Wednesday
30-day Advance Purchase
Near Thanksgiving, Christmas, New Year's Day
Thursday - Monday
Tuesday - Wednesday
Source: American Airlines' SABRE Computer System,
September 24, 19S6*
*

Donnely, 1986, p. "^86

238
158
1'^
218
^^^
^•^°

"MMM

44
Effects of Deregulation on Airline
Revenues and Expenses
The domestic airline industry earns almost 90 percent
of its operating revenues from passenger services, while the
international carriers, get about 77 percent that comes from
this source.

The second source of revenue for both

categories, is freight and air express.

Carriers also earn

operating revenues from mail and excess baggage
transportation (see Table 8).

Total revenue has been

increasing since the early 1970s, and the composition of
revenue sources has not changed from that that prevailed
during regulation.

However, the operating expenses for many

of the carriers have been increasing faster than the
revenues.
Operating Expenses and Profit
Generally, the years from 1980 to 1982 were financially
difficult years for the industry.

The industry as a whole,

registered operating losses both in domestic and
international operations.

The major airlines, which

especially had higher costs of operation, were hard hit in
these recessionary years.

In 1981, American, Delta,

Northwest, Republic, and USAir made positive operating
income, while in 1982 all the majors, except Republic and
USAir, had increased operating losses.

Braniff over
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TABLE 8
SOURCES OF OPERATING REVENUES OF U.S. CARRIERS, 1976-1984
(Millions of Dollars)

Year

Total
Operating
Revenues

Passenger %
Service Total

Freight
and Air Excess
Mail-Express Baggage

Other

DOMESTIC OPERATIONS
1976
1977
1978
1979
1980

$13,899
15,822
18,189
21,652
26,404

$12,104
13,773
15,753
18,931
23,417

1981
1982
1983
1984
1985

28,788
28,728
31,014
35,393
37,612

25,504
25,440
27,519
31,437
33,329

87%
87
87
87
88
88
89
88
88
89

$294
355
336
417
446

$942
1,109
1,347
1,485
1,582

$22
21
23
28
32

$537
564
730
791
1,027

497
824
516
552
733

1,659
1,505
1,602
1,690
1,529

36
42
52
70
74

1,091
1,218
1,326
1,644
1,947

$112
112
117
131
175

$626
710
750
837
1,011

$27
21
20
23
25

$175
215
282
313
348

165
177
152
160

984
990
999
1,131

25
25
23
28

299
284
384
531

INTERNATIONAL OPERATIONS
1976
1977
1978
1979
1980

$3,605
4,104
4,703
5,543
6,543

$2,665
3,047
3,534
4,984
4,984

1981
1982
1983
1984

6,390
6,435
7,163
7,975

4,917
4,959
5,605
6,445

74%
74
75
77
76
77
77
78
78

Source: Aviation Week and Space Technology, 1986/87, p. 87

expanded during the years following deregulation and
eventually went out of business early in 1982 before making
a comeback in 1984.

Among the national or local airlines.
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some did better than the majors while others were also
economically overwhelmed by the recession.

Jordan (1986)

pointed out that those locals that established themselves
rapidly after deregulation, did better even in 1983 and 1984
than most majors.
Ground and indirect expenses constitute the largest
percentage, an average of 45 percent, of the total operating
costs while flight operations constitute about 38 percent
(U.S. DOT, FAA Statistical Handbook of Aviation, 1984).
Before deregulation, the trunks had a average of about 40
percent of their total costs in flight operations.
Maintenance costs as a percentage of total costs have
declined from about 13 percent during regulation to about 9
percent after regulation.

Product Market Reactions
Hub-and-Spoke Operations
The dominant route strategy that has emerged among the
established carriers following deregulation has been to
strengthen the existing hub-and-spoke route networks and
also developing new ones.

With the passage of ADA, the

major carriers were suddenly faced with more intense
competition from one another and from the low-cost new
entrant carriers but had greater management freedom to
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respond to that competition.

A combination of new

competition with these factors, has led to the exploration
of a variety of new route development strategies.
The hub-and-spoke system takes its name from the
similarity of its configuration to that of a wheel.

The

basic principle of a hub-and-spoke is that flights from many
different cities (the spokes) converge on a single airport
(the hub) at approximately the same time.

After giving the

passengers sufficient time to make connections, all
aircrafts then leave the hub airport bound for different
cities.
Carriers have strengthened or developed more
hub-and-spoke route networks since deregulation for other
reasons as well.

First, there is some limited cost savings

from the operations as compared with providing only direct
service.

The reduction in cost mainly stems from the modest

economies of scale from terminal and baggage handling
operations.

Secondly, hub-and-spoke systems allow the use

of larger aircrafts since passengers originating from a
spoke city and bound for several destinations are served
from the same hub and could be served by the same aircraft.
The immediate advantage of using larger airplanes is that
many airlines had entered the deregulation era with a
surfeit of aircraft too large to be operated in a
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price-competitive environment with the new route structure.
Particularly, the major carriers had far more wide-bodied
aircraft than they needed.

Another potential is the lower

operating costs per seat-mile arising from greater fuel
efficiency and from spreading cockpit crew costs over more
seats.

Under regulation, most of these economies were

captured by labor in the form of higher crew costs or
capitalized in the form of higher aircraft costs.
Another reason the established major carriers have
developed hub-and-spoke networks is to emphasize their
primary strengths in competition with the new low-cost
airlines and former intrastate jet carriers.

Because of

deregulation, these carriers could, in the former case,
enter the industry, and in the latter case enter interstate
markets.

Some of these carriers were able to provide

similar service at substantially lower cost, partially
because they were unencumbered by the legacies of the 40
years of regulation.

On the contrary, the established

carriers entered post-regulation era with a pattern of labor
contracts featuring high wage rates and restrictive work
rules that raised their operating costs to levels
substantially above those of the new entrant and former
intrastate carriers.

Developing large hub-and-spoke systems

thus allows the major carriers to counteract the competitive
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disadvantage that stemmed from their high cost structures by
emphasizing such strengths as frequent flight departures,
higher load factors, convenient online connections to a
large numbers of destination cities, and sophisticated
computer reservation systems.

The hub-and-spoke operations

are not really new in the industry, but were mainly limited
by the CAB's restrictions so that none of the carriers was
able to exploit fully the advantages of that system.

Both

Delta and Eastern established hubs at Atlanta, as did United
and American at Chicago prior to deregulation.
Hub airports are of different sizes and their
classification fall into large, with 1.00 or more percentage
total enplaned passenger;

medium, with 0.25 to 0.99;

small, with 0.05 to 0.24;

and then the nonhub category with

less than 0.05 percentage total enplaned passengers.

As of

December, 1984, there were 26 large hubs, including O'Hare,
Dallas Fort Worth, Denver, Pittsburgh, Kennedy, and
Charlotte airports;

36 medium hubs;

and 59 small hubs.

Table 9 shows hub classifications for December, 1984.
The dominance of the hubs in the air traffic
transportation is highlighted by the fact that of the
327,771,002 passenger enplanements during 196^, 97.4 peroent
(319,086,481) were recorded at the 121 hubs (large to
small), while the nonhubs accounted for only 2.D percent
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TABLE 9
HUB AIRPORT CLASSIFICATIONS FOR DECEMBER, 1984
Hub
Number
Classiof
fication Hubs

Percentage total
Enplaned

Number of
Enplaned
Passengers

Passengers

Large

26

3,277,710 or more
1.00 or more

Medium

36

Small

59

819,428 to 3,277,709
0.25 to 0.99
163,886 to 819,427
0.05 to 0.24

Nonhub

less than 163,886
Less than 0.05

Source:

U.S. CAB Report, 1984.

(8,684,521).

Of the 97.4 percent of the passenger

enplanements recorded at the hubs, the 26 large hubs
accounted for 72.8 percent, and the 59 small hubs accounted
for 6.8 percent.

In 1984 these hubs represented 29.4

percent of the 408 certificated points in the 50 states, the
District of Columbia and other areas receiving air
transportation services.
As result of the airlines' hub-strengthening
strategies, many of the nation's major airports have been
dominated or at least strongly influenced by one or two
carriers.

Table 10 depicts shares of capacity measured by

weekly seat departures of each carrier at its primary hub
and the change in that share since 1978.

Five carriers

namely Delta at Atlanta, Piedmont at Charlotte,
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TABLE 10
CAPACITY SHARE AT EACH AIRLINE'S PRIMARY HUB BY MARCH, 1984,
AND JULY, 1987

Primary

Capacity
%
Capacity
share
Change
share
March
since
July
1984
March 1978 1987

Airline

hub

American
Braniff
Continental
Continental
and United
Delta
Eastern

Dallas/Fort Worth 40.6%
Dallas/Fort Worth 10.1
Denver
15.0
Denver
Atlanta
Atlanta

Frontier
Northwest
Northwest
Northwest
Ozark
Pan American
Piedmont

Denver
Minneapolis
Memphi s
Detroit
St. Louis
New York
Charlotte

24.6
15.5
67.1

4.4
4.8
53.3

Republic
Transworld
United
USAir
Western

Minneapolis
St. Louis
Chicago
Pittsburgh
Salt Late Ci• t y

29.6
55.6
34.1
75.0
69.2

12.5
16.4
7.2
29.8
29.4

-

19.2%
(23.0)
(7.9)
-

51.0
38.1

4.0
(1.5)

22.8
48.8

5.4
0.6

-

-

-

-

88%

76
79
64

82
80

Source: Official Airline Guide, March andI June 1984
reported by the CAB*
* Oster and Pickrell, 1986

Transworld at St Louis, USAir at Pittsburg, and Western at
Salt Lake City, have half of the total capacity at their
primary hub airport.

The mergers of Northwest/Republic and
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TWA/Ozark further strengthened the trend toward hxib
domination.

However, as of July 1987, megacarriers have

been developed, for example. Continental and United have 88
percent of the market share at Denver, Northwest dominates
Minneapolis, Memphis, and Detroit airports, while TWA and
USAir have increased their capacity share at St. Louis and
Pittsburg, respectively.
Hub dominations can pose a vital barrier to entry by a
small low-cost carrier into a market involving a strong hub.
Although the entering carrier can provide equally attractive
service as the dominant carriers, it can only benefit if the
computer reservation systems give equal billings to its
flights and when its flight tabulations are equally close to
the consumer's travel request.

However, the new carrier

will usually be at a disadvantage in competing for
passengers that connect at the hub because it will typically
offer interline connections in competition with the dominant
carriers online connections.

To the extent that interline

connections do not receive equal billing in the computer
reservation systems, makes the task of competing for
interline traffic much more difficult.

Thus, the preference

for online connections in the reservation systems has
certainly enhanced the major established carriers to develop
their hub-and-spoke route networks.

S3
In the case of passenger welfare, a passenger on any of
the incoming flights of a hub airline has convenient online
connecting opportunities to all of the cities served by the
outgoing flights of the same hub airline.
of this system is that

A major advantage

by collecting passengers bound for

all the spoke cities, less dense markets can be served more
frequently and with larger aircraft at relatively lower
costs and fares, than if all city-pair markets were served
only by direct flights.
at a hub.

It also reduces changing airlines

However, Bauer (1987) points out that there are

detrimental effects to passengers due to increased hubbing,
such as increased probability of missing connections, losing
baggage, and having direct service converted into connecting
service through hubbing.

Marketing Alliances as a
Competitive Strategy
Another rapidly growing feature of the post
deregulation airline industry is the marketing alliance
mostly between the commuter airlines (also called regionals)
and the large jet carriers.

Although such alliances are not

entirely new, having originated with the Allegheny Commuter
System in 1967 and a few agreements in Alaska in 1982 and
1983, the arrangements have surged in the industry since

54
1985 (Bailey, 1985).

As of January, 1985, only 17 of them

were around in 48 states; however, by May, 1986, there have
been nearly 60 such contracts. Marketing alliances involve
cooperation along several dimensions but the central element
is the operation of commuter airlines' flights under
two-letter designator codes of the jet carriers they ally
with.
Under code-sharing, flights operated by a regional
carrier are identified by the two-letter designator code of
the jet carrier partner in the Official Airline Guide (OAG),
in the computer reservation systems, and on the passenger
tickets.

Marketing alliance as developed by Allegheny (now

USAir) differs from the post-deregulation alliance in that
under the CAB regulation, the major jet airline retained
responsibility of service in the communities of the alliance
partner.

Thus, the former could implicitly subsidize the

partner's services at below costs.

In the new arrangements

typically a major jet airline has no responsibility of
providing or maintaining service.
The advantage of code-sharing is that a connection
between a regional carrier and its jet code-sharing partner
is treated as an online rather than an interline connection
in the computer reservation systems.

According to

Rappenthal (1987), reservation systems rank flights for

55
display on the travel agents' computer terminal screens by a
combination of elapsed travel time and the proximity of the
flight departure to that requested by the traveler.

In

determining these rankings, an additional penalty is added
to the interline connections ostensibly to reflect the
traveler's presumed preference for online connections.
Therefore, an interline connection must be significantly
better in terms of travel time and departure convenience
than an online connection to receive equally prominent
display in the computer reservation system.

The preference

given online connections, resulting from code-sharing, is a •
substantial competitive advantage.
Most marketing alliance agreements also involve close
coordination of schedules at connecting hubs, joint
participation by the regional carrier in the jet carrier's
frequent flier programs, coperative marketing and
promotional arrangements.

As of June 1986, all twelve major

airlines as well as four national carriers had entered into
marketing alliances with the commuter carriers.

Figure 3

gives the marketing alliances at the beginning of June,
1986. In the commuter carriers rankings, all the largest 25
commuter airlines operating in 48 states are engaged in
marketing alliances.

Al.-nost 60 commuter airlines which are

in these alliances carry well over three-quarters of the
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Major
Jet
Carriers

Marketing
Alliance
Partners

American

AVair
Air Midwest
Chapparal Airlines
Command Airlines
Metro Airlines
Simmons Airlines
Wing West Airlines

Continental

Pioneer Airlines
Royale Airlines
Atlanta Southwest
Business Express
Comair
Rio Airways

Delta

Eastern

Air Midwest
Atlantis Express
Bar Harbor Airlines
Metro Express
Precision Airlines

Northwest

Big Sky
Fischer Brothers
Mesaba
Ransome Airlines
Britt
Brockway Air
CAir
Henson Aviation
Jet Stream International

Pan America
Piedmont

Republic

Figure 3:

Phoenix Air
Simmons Airlines
Resort Air
Air Wisconsin
Horizon Air

Marketing Alliances of the Major Jet Carriers as
of June, 1986
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USAir

Air Kentucky
Ghautaqua Airlines
Grown Airways
Pennsylvania Airlines
Southern Jersey Airways
Suburban Airlines
Skywest

Figure 3 (Continued)
Source: Official Airline Guide, various issues
and Aviation Daily,
various issues*
* Oster and Pickrell, 1986

passengers served by the entire 220 airline commuter
industry (Oster and Pickrell, 1986).

Alfred Kahn, former

CAB chairman, regards marketing alliances as " barriers to
airline competition and are likely to result in consumer
exploitation and higher fares" (Rose, 1988).

Failures and Bankruptcies, Mergers
and Acquisitions
There have been numerous failures, mergers and
acquisitions since deregulation than was the case under
regulation.

However, it is difficult to isolate and

distinguish mergers due to deregulation from those that have
happened because of the economic recession, high interest
rates, fuel price increases, and the air traffic
controllers' strike, all of which have influenced air
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carriers' behavior.

Nevertheless, deregulation is still the

most significant factor shaping the air travel today.
The ADA changed substantially the legal and policy
standards under which the Board decided merger and
acquisition cases.

Since then, merger standards that apply

to other unregulated firms have been applied to potential
mergers and acquisitions in the airline industry.

This

makes the airline mergers not substantilly more difficult to
accomplish than in other industries.

Consequently, in

reviewing a merger/acquisition proposal, the Board did not
and the Department of Transportation does not attempt to
second-guess the business judgment of the carriers involved.
Rather, the concern is over preventing combinations that
will substantially lessen competition or tend to create a
monopoly (U.S. CAB Report, 1982 and 1984).
The drive for larger units of firms among airlines
targeted to capturing a larger share of the market
(financial synergy), have led to 10 major mergers and
acquisitions among the largest carriers between 1978 and
1986.

Figure 4 shows some of the mergers and acquisitions

for that period.
The analysis of carriers after the mergers, shows that
Pan American suffered increasing financial deterioration
between 1978 and 1983, when it started its acquisition
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Year

Airline Merger or Accpaisition

1979

Pan American / National merger
Southern / North Central acquisition

1980

Republic / Hughes Airwest acquisition
Tiger International / Seaboard acquisititon

1981
1982
1984

Texas International / Continental acquisition
Bergt / Western / Wien consolidation
People Express / Frontier acquisition
Eastern / Frontier acquisition

1985

Texas Air / Eastern acquisition
TWA / Ozark acquisition
Delta / Western acquisition

1986

Republic /Northwest merger
Piedmont / Empire acquisition
Texas Air / continental acquisition

Figure 4:

Mergers and Acquisitions Between 1978 and 1986

Source: CAB Staff Report, 1982 and Donnely, 1986.

process of National Airlines.

Its operating losses were

$359 million and $277 million for 1981 and 1982,
respectively.

Much of the loss came from the domestic

system acquired in the National merger.

The most apparent

reason for the losses has been Pan American's high operating
costs, which are among the highest in the industry.

Its

operating loss ($312,179,000) for 1986 was the highest among
the domestic majors.

Even without the merger, it is

probable that the carrier would still be losing money , but
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it is evident that the added expense of the merger greatly
aggravated its situation (Donnely, 1986).
Republic presents a more positive view.

The 1979

merger of North Central Airlines and Southern Airways
combined two regional system carriers into one national
airline, that is. Republic Airlines.

In October, 1980,

Republic acquired Hughes Airwest, which it operates as a
subsidiary.

This gave Republic the most extensive

nationwide routes system in the industry then.

Its

operating profits fell sharply after the merger, but picked
up dramaticlly in the third quarter of 1980.

It has enjoyed-

substantial operating profits since that time.

However, it

has had less net income because of the negative interest
rate impact associated with the high level of long-term
debt, which resulted from its acquisition of Airwest and
debt refinancing of Airwest's existing debt.

Impediments to Recent Route Entry
and Exit 1983 - 1987
Although entry and exit of the airline market are now
fully deregulated, there are impediments to free competition
in the real world.

When deregulation first came about,

several carriers like Air Florida, people Express, and
Southwest quickly became very successful.

They became cost
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cutters, offered low fares, and made the original carriers
take notice.

Some of their success can be traced to the

prevailing abundant trained personnel, lower employee wage
rates, and generally nonunion labor when these airlines
started their services.

In addition, there was a surplus of

aircrafts at reasonable prices and the law provided for tax
payer subsidies through aircraft loan guarantees. However,
after those early successes, it has become more difficult
for a new carrier to start up and be successful.
First, the major carriers too, have figured out how to
cut costs.

The two-track pay scales and other contractural

arrangements have reduced the costs of the traditional
carriers to about that of the new entrants.

Thus, they can

match any low fares offered by these airlines.

In addition,

the major carriers generally serve the transcontinental
markets, have a larger segment of the market share, and have
traditionally been known as good and as stable employers.
According to Bailey (1985), many travelers choose to travel
on a carrier with a greater name recognition and service
amenities rather than one whose name is emerging or unheard
of, when the fare is the same.
Secondly, airlines are not given equal treatment in the
tickets reservation systems as they used to have before
deregulation.

In the main, travel agents no longer get a
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standard sales commission (10 percent);
commissions are progressive.

instead,

An agent who writes less

business, gets less commission, whereas there are even
bonuses for an agent who writes more.

University of

Michigan economist, Serevin Borestein, notes that the
"frequent booker" plan gives bonuses to travel agents if
they book a heavy volume on a particular airline.

Thus, an

agent is likely to get a larger commission if it books most
of the tickets on one carrier rather than treating all the
carriers alike.

Smaller airlines and the new entrants are

likely to have less sales volume than large airlines and
consequently, pay less commission to their detriment
(Rappenthal, 1986).

Next, the "frequent flier" programs,

which provide bonuses to travelers who make extensive use of
an airline, tend to increase loyalty to an airline and this
makes it more difficult for new airlines to enter the market
(Tregarthen, 1987).
Thirdly, large airlines like American and United have
an advantage over those who depend on their computerized
reservation systems, namely Sabre and Appollo, as put
forward by Ruppenthal (1986):
In a very important law suit, it has been stated
that American and United, owners of the largest
ticket reservation systems, have unfairly
discriminated against the other carriers who are
users of their systems when the flight in question
competes with a flight of theirs. Clearly, a

<:
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computer can be programmed to give preference to
American's flights....
Bailey also points out that the use of carrier-controlled
computer reservation systems may have anti-competitive
effects on smaller airlines.
Fourthly, many major airport facilities such as gates,
counter space, etc., are already saturated by the existing
airlines.

New carriers can have access to them if new

facilities are constructed, or an existing carrier is ousted
thus breaking a contract, or if the competitor allows its
property to be used, at a price, by the new entrant.

The

last point implies an increase in the costs for the new
entrant which erodes the possibility of its charging lower
fares.
Finally, many new entrants especially the commuters,
are not financially independent.

In late 1986 there were 59

such commuter carriers and 50 of them (93 percent) were tied
to one of the major carriers either financially or in terms
of schudules access (Ruppenthal, 1986).

It is harder for a

new airline to stand alone because capital to finance an
adequate fleet of used or new airplanes is more difficult to
obtain due to increased competition.

The survival rate of

the new entrants has declined and those that remain in the
market, have to show reasonable profits to attract the major
capital finances.
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New Developments in the Airline
Industry
Strain on Infrastructure Facilities
As a result of deregulation, strain has been put on the
capacity of infrastructure facilities, particularly on
airports and airways by the increased number of airlines and
aircrafts.

Between 1979 and 1983, airplane departures in

the United States declined by 10 percent as a result of
three factors, namely, an increase in fuel prices, a strike
by the Professional Air Traffic Controllers (PATCO), and a
severe economic recession.

Since 1983, airplane departures

have been steadily increasing and at the beginning of 1987,
they were about 30 percent above that of the 1984 level.
The increase in hub-and-spoke activity, has led to an
increase in airplane and passenger delays.

Typical

estimates of costs of delays are two billion dollars per
year to the airlines and a billion dollars per year in lost
passenger time (Taneja, 1988).
The capacity of airports and the air traffic control
system has not kept pace with the increase in aviation
activity, partly as a result of the insufficient funds
released from the Aviation Trust Fund, which is estimated to
contain more than four billion dollars.

Approximately,

two-thirds of the delays are weather-related and Taneja
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(1988) emphasizes that those funds could be used in research
to improve on weather-related delays.
Airport and airway congestions, which result in delays,
have not only added expenses for the airlines and waste of
time for passengers, they have also become obstacles to
deregulation in working according to market forces.
Attempts have been made to allow the forces of the free
market allocate the scarce resources at congested airports,
such as the purchase and sale of airport slots to the
highest bidder.

However, such a system inevitably favors

the airlines that have the greatest resources.

Any effort

of setting aside a certain percentage of slots for small
carriers with limited resources, runs counter to the free
market theory.

So far, most of the actions that have been

taken to improve the airline facilities, for example,
restructured pricing policies, proliferation of slot
controlled airports, are short-term answers to the problem
of airport congestions.

A long-term solution lies in

building more airports and expanding existing ones, though
the implementation of this suggestion meets a strong
opposition from environmentalists who are against noise and
air pollution (Tregarthen, 1987 and Labich, 1987).
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Air Safety and Mid-Air
Near-Gollisions
Since the dismissal of the 11,500 (out of 16,300) air
traffic controllers by President Reagan in August, 1981,
there has been an indecisive argument over whether their
dismissal undermined air transportation safety (Gimlin,
1986).

Although air traffic has risen in the 14 of the 16

Federal Aviation Agency's regional centers since 1981, the
number of controllers has declined (see Table 11). For
example, air traffic increased by 23 percent at Minneapolis
but air traffic controller-staffing went down by 49 percent
between 1981 and 1986;

at Washington, an increase by 24

percent in air traffic, corresponded with a decrease of 38
percent in air control staffing.

Air traffic controllers

still have the same old grievances, like working overtime,
stress, fatigue, and staff shortages, that led to their
strike in 1981.

The House Committee's report on Public

Works issued in 1985, supported these claims (Gimlin, 1986).
Reported airplane mid-air near-collisions have been
declining from 1977 through 1984, as can be seen from Table
12 (page 68), mid-air near-collisions are broken down into
three types.

A critical situation is where the planes come

within less tha 100 feet of each other and avoidance is due
to chance rather than an action on part of any pilot. A
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TABLE 11
CHANGE IN AIR TRAFFIC ACTIVITY AND CONTROLLER-STAFFING,
1981-1986

Regional
Center

Percentage
Change In Air
Traffic Activity

Albuquerque
Atlanta
Boston
Chicago
Cleveland

Percentage
Change In Air
Controller-staffing
-20%
23
-49
-50
-50

15%
28
16
7
17

Fort Worth
Houston
Indianapolis
Jacksonville
Kansas City

-11
-8
10
11
21

-35
-31
-55
-32
-32

Los Angeles
Miami
Minneapolis
New York
Oakland
Washington

14
12
23
20
12
24

-23
-38
-43
-49
-38
-34

Source: Gary, 1987, p. 63

potential incident would probably result in a collision had
it not been for an action taken by either of the pilot.

In

a non-hazardous situation, both direction and altitude would
make a mid-air collision improbable.

The years, 1978

through 1980 had 504, 540, and 568 respective total reported
near-collisions.

Controllers' errors, however, have been

increasing since then, especially after a computerized error
trucking system had been installed in 1983.
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TABLE 12
REPORTED MID-AIR NEAR-COLLISIONS AND CONTROLLERS' ERRORS,
1977-1984
Classifications
Potential

No
Hazard

ControUnclassified
Total

11(Brs'
Errors

Year

Critical

1977

93

196

88

7

384

NA

1978

125

274

100

5

504

NA

1979

128

310

99

3

540

NA

1980

109

296

116

9

568

620

1981

-

-

-

-

395

462

1982

-

-

-

-

311

369

1983

-

-

-

-

286

715

1984

.

—

-

-

173*

1 ,235

Source: U.S. Department of Transportation, Monthly Management
Report, March, 1984.
*

=

Through September 7, 1984.

Delays and Loss of Baggage
Even though air travel in some of the United States
domestic markets has become less expensive, it has become
more difficult for all segments.

Taneja (1988) points out

that 90 percent of the passengers are able to use a discount
that averages 60 percent.

However, not only are the
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discounts applied to a much higher normal economy fare, but
also travelers must go at the carrier's convenience and
cannot change their plans without substantial penalties.

In

order to offer low fares, airlines have cut back on
services, which has resulted in long lines, lost baggage,
busy reservation lines, high-density seating resulting in
less room per passenger (People Express Airline, is an
example), and high fleet utilization rates forcing airlines
to schedule tight turnarounds, which increases the
probability of passengers missing connections and a build up
of more delays throughout the system.

Teleconferencing
Future business air travel may be sharply reduced as
more executives turn to teleconferencing.

Where an

executive once had to contemplate several days of travel, he
or she can now walk into a teleconferencing facility and
accomplish as much or more in a few hours of discussion with
collegues thousands of miles away.
Labich (1987) emphazises that re-regulation of the
airline industry is not the answer to these problems, but
contends that sharper management, along with adequate
investment to relieve new consumption, new technology, and
and an increase in air traffic controllers seem to be some
of the answers.

CHAPTER IV
AIRLINE LABOR MARKET RESULTS SINGE
DEREGULATION

General Labor Climate in the Airline
Industry
The labor climate before deregulation was characterized
by aggressive and competitive unionism that flourished and
was encouraged by the provisions of the Railway Labor Act
(RLA) and later by the regulatory measures adopted by the
Civil Aeronautics Board (CAB).

As shown in Table 13, the

industry's employment level generally increased for both
trunks and the locals as from 1957 through the 1960s.
Although employment in 1970s was volatile, the decreases
were less prominent.
One of the important results of deregulation on
employment has been the substantial redistribution of total
employment from the former trunk carriers to the carrier
groups that had been constrained by the CAB regulations.
Table 13 also indicates that employment among the former
trunks fell by 51,721 in absolute terms, between 1979 and
1983.

During the same period, however, the local carriers

employed 19,000 more employees (Jordan, 1986).
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Thus, 42
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TABLE 13
AIRLINE INDUSTRY EMPLOYMENT FROM 1957-1983
Trunks
Year

Number of
Employees

1957
1958
1959

132,878
133,502
139,337

1960
1961
1962
1963
1964

Local Local Carriers

Percent
Change

Number of
Employees

Percent
Change

0.5
4.4

8,251
8,928
10,603

8.2
18.8

146,739
145,739
146,829
150,800
159,995

5.3
0.7
0.8
2.7
6.1

12,012
13,146
14,071
14,978
15,810

13.3
9.4
7.0
6.4
4.6

1965
1966
1967
1968
1969

173,642
195,306
228,808
253,603
269,884

8.5
12,5
17.2
6.4

17,114
19,382
21,865
24,404
26,266

8.2
13.2
12.8
11.6
7.6

1970
1971
1972
1973
1974

267,159
258,455
257,403
270,521
263,369

-1.0
-3.3
-0.4
5.1
-0.3

26,248
25,708
26,563
26,248
29,312

-0.1
-0.2
3.3
-6.9
3.3

1975
1976
1977
1978
1979

256,989
258,764
265,777
273,837
294,930

-2.4
0.7
2.8
3.0
1.7

28,948
30,688
31,402
35,078
40,794

-1.2
6.0
2.3
11.7
16.3

1980
1981
1982
1983
1984

289,829
273,704
250,963
243,209
245,622

-1.8
-5.6
-8.3
-3.1
1.0

41,472
44,437
40,334
42,294
44,566

1.7
7.2
-9.2
4.9
5.4

m.

source : Bailey, et al., 19

-
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percent of the decline among the former trunks was made up
by increases in employment by other carriers.

Before this

decline, employment for the trunks rose in 1978 and early
1979 as airlines expanded their systems and capacity to meet
the rising demand after deregulation.
The analysis of total employees percentage change over
each earlier year for the period 1978-1981 (see Table 14),
also shows that total employment by the major airlines
increased by 5.3 percent in 1978 and by 5.6 percent in 1979.
Increases during 1979 range from 22.7 percent for Northwest
and 13.7 percent for Braniff, to 1.95 percent for United and
-3.4 for TWA. Pan Am's employment increased by 2.3 percent
in 1978 and by 2.9 percent in 1979;

Republic's increased by

13.7 percent in 1978 and by 10.8 percent in 1979. However,
from 1980, employment levels had slipped substantially for
most of the majors.
percent.

Total employment levels fell by 5.6

The drop at Pan Am was one of the largest only to

be surpassed by Braniff (-20.56 percent) and Continental
(-17.7 percent).

USAir and Republic were among the very few

majors that gained in employment of 6.8 and 4.6 percent,
respectively.

Partly because of the economic recession, the

decline in employment continued in 1981 and in 1982. The
drop for the majors was about 5 percent in 1981.
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TABLE 14
MAJOR CARRIERS TOTAL EMPLOYEE PERCENT CHANGE, 1978-1981
Percent Change Over Comparable Earlier Year
Ameri- BraMonth/Year can
niff

Continental

Northwest
USAir

Republic

Total
Majors*

Oct 1978
Nov 1978
Dec 1978

2.08
2.50
2.10

9.96
11.44
16.53

14.73
13.72
9.33

-18.68
-13.06
-8.82

17.55
7.56
8.40

14.87
13.50
13.71

5.00
5.28
5.33

Jan
Feb
Mar
Apr
May

1979
1979
1979
1979
1979

2.68
3.21
3.48
3.96
4.89

17.84
18.88
19.85
21.09
21.72

14'. 06
13.14
12.59
12.65
12.90

-4.43
-2.46
-2.02
0.95
274.86

9.19
10.71
10.06
9.37
9.05

14.39
12.43
12.06
12.95
11.37

6.85
7.06
7.34
7.65
11.03

Jun
Jul
Aug
Sep
Oct
Nov
Dec

1979
1979
1979
1979
1979
1979
1979

6.11
6.77
10.32
7.43
7.88
7.55
7.59

25.64
27.08
26.15
42.26
23.26
19.34
13.69

10.68
10.92
7.37
7.60
8.47
5.69
4.26

251.31
250.44
188.05
82.16
34.29
28.55
22.70

9.28
8.23
8.13
9.65
9.71
10.68
11.08

7.57
3.98
4.05

8.69
•22.28
12.46
10.82

9 93
9 18
9 34
8.11
5 42
5 99
5 66

Jan
Feb
Mar
Apr
May

1980
1980
1980
1980
1980

46
37
75
42
11

11.85
9.28
7.64
6.00
3.21

2.78
1.48
0.32
-0.29
-0.44

16.58
14.28
13.17
9.53
8.05

10.54
10.06
9.70
11.46
11.09

8.82
7.81
6.91
4.67
7.07

4.29
3.41
2.62
1.15
0.31

Jun
Jul
Aug
Sep
Oct
Nov
Dec

1980
1980
1980
1980
1980
1980
1980

2.08
0.54
- 2 75
- 0 01
- 4 62
- 7 60
- 8 19

-1
-3
-4
•13
•17
•20
•20

37 -2
59 -3
27 -2
95 -4
49 -7
14 -8
56 •17

57

82
54
49
06
75
71

9 13
7 79
6 39
5 18
2 30
-0.84
-0.52

10.10
10.10
9.47
7.56
8.11
5.42
6.84

7.41
9.92
8.33
7.36
50.14
3.07
4.62

•0.46
•0.93
• 1 37
2 98
•3 23
• 5 23
• 5 63

Jan
Feb
Mar
Apr
May

1981
1981
1981
1981
1981

-8
•10
11
11
•11

85
92
62
34
02

•23
•23
•25
•24
•23

06
48
16
88
53

15.28
13.77
11.79
10.17
-4.02

0.31
0.71
0.82
1.28
1.70

16
18
29
00
30

3.89
4.28
4.84
6.46
0.45

-5.55
-5.35
-5 . 90
- 5 . "9
-4."2

7
7
6
5
4

6
6
6
0
1
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TABLE 14
(Continued)
Jun 1981
Jul 1981
Aug
Sep
Oct
Nov

-9.62 -22.03
-8.37 -20.85

-3.70
-2.54

2.06
2.16

7.04
6.42

4.33
5.08

-4.20
-4.13

1981 -8.78 -26.38
1981 -11.01 -17.90
1981 -7.45 -14.82
1981 -4.97 -12.21

-2.39
-0.14
1.74
2.25

2.14
1.78
3.03
4.22

1.23
4.02
3.33
5.31

2.89
3.03
2.07
1.42

-4.89
-4.48
-4.96
-4.94

Source: Civil Aeronautics Board, 1982, Page 2H
* Other majors included in the total are: Delta, United>
Eastern, TWA, and Western

Airline Employee Protection Program
The ADA set up the Employee Protection Program (EPP),
which was intended to benefit airline employees who were
furloughed or terminated (other than for cause or other
financial events, such as a recession, rising fuel costs,
increased productivity, or inflation) as a result of the
enactment of ADA.

The program's objectives were to provide

temporary federal assistance payments and hiring rights to
protected employees, for a period of six years after
deregulation or until the employee obtained a job, whichever
came first.

However, covered employees had to have worked

with a certificated airline for at least four years by the
time .ADA was enacted.

By the end of 1984, 15 carriers, such
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as American, Western, Pan Am, TWA, United, and Mackey
International Airlines had applied for EPP.

Four

applications from Delta, Aeromerica, Eastern, and Overseas
National Airways had been dismissed.

Airline Employment and Wages
Employment of Airline Mechanics
Among the four major groups of skilled workers in the
airline industry (pilots, flight controllers, flight
attendants, and mechanics), airline mechanics are atypical.
First, their training and skills are relatively easily
transferred out of the airline industry.

Second, the

services of mechanics are relatively easily replaced;

many

airlines, especially the new entrants, purchase all or part
of their maintenance services from outside contractors.
Third, employment conditions for many mechanics resemble
those of the industrial workers.

Roughly one-half of the

airline mechanics work at maintenance depots on conventional
work schedules.

As a whole, the employment of carrier

mechanics has been declining at the major airlines and in
the industry especially after deregulation (see Table 15).
According to Card (1986), the total number of mechanics m
the eleven trunks stood at 49,331 in 1970.

Thus, the trunks

had 93 percent market share of the whole industry.

However,
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by 1978, the trunks' employment had dropped by six percent
and by 1984, the trunks employed only 80 percent of the
industry's mechanics.

Delta, USAir, and Eastern airlines

were the only trunks that had positive growth rates for both
periods, 1970-1978 and 1979-1984.

Braniff had the highest

average decline of 16.4 percent per year.

TABLE 15
EMPLOYMENT OF AIRLINE MAINTENANCE WORKERS, 1970, 1978, AND
1984

Year

Braniff

East- North
Delta ern
west United

Total
11
majors

Total
all
lines

Share
of 11
trunks

1970

1,013 3,367 6,237 1,597 10,447

45,926

49,331

.93

1978

1,006 3,564 6,516 1,351

8,193

40,480

46,302

.87

1984

343 3,812 6,608 1,547

6,840

36,036

45,263

.80

Growth
rate,
1970 to
1978
(% /yr) -.1
Growth
rate,
1978 to
1984
(% /yr) -16.4

.7

1.1

.5

-2.1

-3.0

-1.6

-.8

.2

2.3

-3.0

-1.9

-.4

Source: Card, 1986, P.552
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In contrast to the declining trend in employment for
mechanics at the major airlines, there has been a relative
increase in maintenance employment at the non-trunk
airlines.

Card's (1986) analysis indicate that deregulation

shifted 5,000 to 7,000 maintenance jobs from the established
trunks to the smaller airlines during the period of six
years since deregulation.

Employment of Airline Pilots
Airline pilots have the largest stake of all employee
groups in the continued viability of the carrier industry.
They must fly in order to retain their pilot licenses and
possess seniority only at the airline at which they work.
Deregulation, which opened the door to new carriers, also
allowed more pilots to be employed.

Non-union carriers

recruited from an ample supply of pilots.

In 1978 and 1979

new pilot hirings were 4,114 and 3,288, respectively.
However, airmen certificates issued for air transportation
were 5,697 in 1977; 6,992 in 1978;
7,116 in 1980 (U.S. DOT, 1981).

8,981 in 1979;

and

Employment of pilots and

flight deck personnel for the scheduled airlines rose from
32,900 in 1971 to 39,042 (a 19 percent increase) in 1980
before declining to 37,242 m

1981.

The economic recession

of the early 1980s and the strike of the air traffic
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controllers slowed down the pilots' pace of being hired.

In

addition , Braniff ceased its operations and laid off 600
pilots in 1982.

Also, Pan Am and Eastern laid off some of

their pilots due to economic strains.
The Issue of Three-Member Crew
The Airline Pilot Association (ALPA), is one of the
strongest labor unions in the nation.

Among its demands

before deregulation, was to require the employment of a
three-member crew of pilots, instead of two, on all
two-engine aircrafts.

In some airlines, ALPA got its demand

but failed in others.

In 1976, it voted to support all

those pilots who struck in support of the policy where it
had failed.

As a result, ALPA paid Wien Air's 135 pilots

their full salary for twenty-two months when they went on a
strike in 1977.

In 1979, many airlines were relieved when

the three-member crew case was settled by arbitration in
preference of only two pilots.

Before the settlement.

United had threatened its pilots to sell off its 737
aircraft and abandon the fleet's routes.

Employment of Flight Attendants
As new carriers entered the industry, more flight
attendants were employed.

But with the reduction of flying
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in the early 1980s, the flight attendants were particularly
hard hit.

For example, at the close of 1980, 1,000 were on

forced leave of absence from United, 650 were furloughed
from American, 140 from Continental, 328 from Transworld,
and 215 from Western Airlines. United terminated fewer
flight attendants as a result of a patternship time-off
program.

Two attendants would bid one normal month of

flying and then split the flying time to remain, at least,
partly employed and to maintain their fringe benefits.
Historically, the number of flight attendants required on a
carrier is determined by the number of seats on a plane,
rather than the number of passengers.

This has the

advantage of minimizing massive cutbacks in employment of
attendants during an airline's economic instability.

Wages of Airline Mechanics
Before deregulation, the mechanics' wage rates were
almost uniform across airlines.

The smaller nonunionized

carriers also followed this pattern (see Table 16). On the
average, wage contracts would last for about three years
before renegotiation.

After deregulation, wage rates

remained uniform for the first and second negotiations, that
is, for the 1978-79 and 1982-83 rounds.

Thereafter,

however, wage differentials have sprung up m

the industry.
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TABLE 16
WAGE RATES FOR AIRLINE MECHANICS, 1966-1985
AVERAGE WAGES
American
Year (TWU)*

Bra- ContiNorth
niff nental 1USAir 'west
(lAM) (lAM) (lAM)** (IAM)

1966 $3,.78
(5--66)
1969 $4,.60
(3--69)

$3..70
(6--66)
$4..55
(4--69)

$3..70
(6--66)
$4..70
(9-•69)

$3,.70
$3..70
$3..72
k**
(6.-66) (6--66)^
$4,.85
$4..85
$4..68
(8--69) (11--69)

$3 .77

1972 $5..75
(5-•71)
1974 $7,.10
(5-•71)

$6..20
(9-•72)
$6..80
(1--73)

$6..20
(9--72)
$7.,40
(8--74)

$6..20
(9--72)
$7..30
(8-•74)

$5.,42

$4..56

$7.,19

$5,.22

1976 $8..27
(6--76)
1979 $9.,75
(2--78)

$8.,23
(3--76)
10.,90
(4-•79)

$8.,34
(1-•76)
11.,43
(9-•79)

$8.,65
(8-•76)
11.,20
(5-•79)

$8. 47
$8.21
(12-•76)
$11. 64 $11. 20
(10-•79)

$6..54

1983 15.,69
(2-•83)
1985 17. 79
(9-•85)

$15. 00 $14. 60
(8-•82) (6-82)
9. 50 13. 45 17. 25
17. 15
(3-•84) (4-•85) (4-•85) (7-85)

$15. 38

$12.,00

,

Average Maintenance
o:f 10
mechani(3S
Trunks3 in manu:fact

$6..20
(9--72)
$7.,30
(6-•74)

(

$3 .43

$8.,41

$15. 05

Source: Card, 1986
*
**

TWU = Transport Workers' Union of America
lAM = International Association of Mechanics and
Aerospace Workers
*** Signing dates are in parentheses

Major airlines which are financially troubled have reduced
their wage rates.

For example, Braniff declared bankruptcy

early in 1982 and resumed its services m

March, 1964, with

a newly negotiated mechanics' wage rate of only $9.52 as
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compared with an average of $15.05 in the industry.
Continental also filed under Chapter 11 in September, 1983,
and announced rehiring its mechanics at their old wage rate
of $13.45.

On the other hand, those airlines which have

continued to be financially sound, for example, American,
continued to pay higher wages even after deregulation.
The breakdown in uniformity of wages since 1983 has
been caused by the entry of new carriers, the increase in
market competition, and especially the downward pressure of
labor costs.

In addition, there has been a breakdown of the

airline mechanics' bargaining power (Card, 1986).

However,

as can be seen from Table 16, the average airline mechanic
earns more than the average mechanic in the manufacturing
industry.
The Two-Tier Wage System
As a result of the downward pressure on labor costs
since deregulation, a two-tier system of wage agreements
across occupational groups and carriers within the airline
industry has emerged (Cappelli, 1985).

The two-tier wage

system establishes a separate pay schedule for new hires
that merge (after 5 to 12 years, depending on the agreement)
with seniority pay scales for existing workers.

According

to Table 17, the mechanics' two-tier wage plan for Delta,

fml
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TABLE 17
EXTENT OF THE TWO-TIER WAGE PLAN AMONG MAJOR CARRIERS

Occupation
Pilots

Ameri- E a s t - D e l - U n i can
ern
ta
ted
1

West- Repub- P i e d - Froern
lie
mont n t i e r

4

1

3

3

1

Flight
attendants

1

Mechanics

3

Maintenance

2

Source: C a p p e l l i ,

3

3

3
3

3
1985,

3

1
3

2

3
3

3

3

3

1

3

1

3

3

p.331

1 = new h i r e s w i l l not achieve parity with s c a l e s for current
employees.
2 = lower starting rates but same scales.
3 = separate pay scales for new hires that gradually merge
with pay scales for existing workers.
4 = negotiations in progress.

Republic, and United gradually merge with the pay scales of
existing workers.

However, American and Western have no

parity wage scales for their mechanics.

Two-tier wage

schedules were first introduced in February, 1983, at
American;

then at United in July, 1984;

at USAir m April,

W^:'.
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1985;

and at Northwest in July, 1985.

Many other non-major

airlines use this plan as well, with the same purpose of
cutting labor costs.

Pensions and fringe benefits are

almost controlled in the same way.
Although wage negotiations at several majors carriers
have resulted in cutting wages, the mechanics' real and
relative wage rates have remained relatively stable in the
first seven years after deregulation when compared with
other employees' wages in the industry (Cappelli, 1986).

Wages of Airline Pilots
In terms of wages and fringe benefits, pilots have had
the highest paid and prestigious jobs in the industry before
and after deregulation.

In addition, they are highly

skilled and specialized that their substitution is quite
limited.

Pilots' compensation grew steadily during the 40

years of federal regulation as carriers shifted costs to
consumers.

In 1983, an ALPA member earned an average of

$69,000 a year, as compared to a mechanic's $30,000 a year
(Wolff, 1983).

Recent figures indicate that certain

airlines still pay their pilots quite highly as compared
with others even after deregulation.

Eastern Airlines .

pilots' pay scales, which ALPA says are the eighth lowest m
the industry, range from an annual salary of $17,400 for a
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beginning flight engineer on a Boeing 727 to $121,548 for
the captain of a McDonnell Douglas DC-10 (Kolcum, 1987).
Like the mechanics' wage plan, the airlines use the two-tier
wage system to keep the pay scales of newly hired pilots
down.

As of 1985, new pilots at American, Western, and

Frontier were not to get parity pay scales of current
employees.

Those at Republic and Piedmont have pay scale

merger plans in force.

Unions and Collective Bargaining
Before deregulation, according to Freeman's and
Medoff's (1979) estimates, union coverage in the airline
industry was greater than that in any other industry.

This

wide coverage still appears to exist even after regulation.
The low-wage, nonunion carriers have had surprisingly little
impact on union coverage because their share of the total
air transport market is small, approximately 7 percent, and
not all of that is in routes that compete with unionized
carriers.

Labor Relations in the Industry
The relationship between management and labor in the
airline industry is of paramount importance because unions
have substantial indirect economic power which originates
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from the workers' capability to strike and close down
services offered to the public.

Secondly, there are labor

laws and proceedings that uniquely apply to specific
segments of the transportation industry that enhance labor
bargaining power.

Since 1936, the industry has been

governed by the laws set by the Railway Labor Act (RLA) of
1926, whose original purpose was to settle labor disputes in
the railway industry.

The settlement of job disputes is

administered by the National Mediation Board (NMB), whose
five members take directions from the Railway Labor Act and
promote railroad style unionism in the industry.
Unions grew and prospered as the industry also grew,
and by 1977 there were an estimated 115 bargaining units
among 11 trunks and eight local service carriers.

Almost 90

percent of these carriers were 50 to 90 percent unionized
(Blumestock and Thomchick, 1986).

Figure 5 gives 34 of the

airlines'-recent labor unions.
Airline unions prospered during the regulatory regime
partly because the price and entry barriers, which increased
the product market concentration.

In addition, the RLA and

its stipulated craft distinction of jobs made the carriers'
employees relatively easy to organize and unionize.
Inter-union competition and representational challenges
accelerated the incentives for unions to outperform each
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Aspen Airways Agents Association
Atlantis Airlines Pilots Association
Air Transport Dispatchers Association
Altair Employees' Association
Association of Flight Attendants
Air Florida Flight Attendants Association
Air Line Employee Association
Air Line Pilot Association (ALPA)
Aircraft Mechanics Fraternal Association
Allied Pilots Association
Association of Professional Flight Attendants
Air Transport Employees
Brotherhood of Railway, Airline & Steamship Clerks,
Freight Handlers, Express and Station Employees
Cascade Airways Employees Association
Flight Engineers International Association
Gifford Pilots Association
International Association of Machinists & Aerospace
Workers (IAM)
International Brotherhood of Teamsters, Chauffeurs, and
Helpers of America
Independent Federation of Flight Attendants
Independent Union of Flight Attendants
Laborer's International Union of North America
Local Union
Midstate Pilots Association
Office and Professional Employees International Union
Professional Airline Flight Control Association
Professional Association of Pilots for Apollo
Pacific Flight Crew Association
Southwest Airlines Pilot Assoociation
Southwest Dispatchers Assoociation
Transport Workers Union of America
Union of Flight Attendants, Local 1
United Brotherhood of Carpenters and Joiners of America
United Food and Commercial Workers Union
United Industrial Workers of North America

Figure 5:

Airline Labor Unions

Source: Blumestock and Thomchick, 1986

87
other in their individual bargaining contracts.

When the

CAB set uniform or minimum prices in the industry rather
than maximum rates, carrier management could hardly resist
union demands in labor negotiations, since both groups knew
that costs could be passed to the consumers through fare
levels.

Labor Costs and Concessions
When the Board's control of prices started to phase out
in 1978, incentives were created to especially cut labor
costs, abandon restrictive workrules, and modify demands of
unions.

These measures were more critical for the trunks,

which had higher labor and other operating costs. Although
employees depend on a company for a living, the airlines are
equally dependent on the quality and performance of their
employees to maintain safety and quality service image.
Because of this co-dependency, some airlines' labor costs
still claim nearly 40 percent of the total costs six years
after deregulation (see Table 18). Delta paid nearly 42
percent in wages in 1983 and 1984.
For the first few years after deregulation, wage
concessions hit many airlines.

The industry was also beset

by high fuel costs, high rate of inflation, air traffic
controllers' strike, and new airlines that invaded the
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TABLE 18
LABOR COSTS AS A PERCENTAGE OF TOTAL COSTS
1982

1983

1984

American

38.0%

38.5%

38.0%

Delta

40.4

41.6

41.6

Eastern

35.7

36.6

38.9

USAir

38.4

39.9

40.6

38.1%

39.1%

39.8%

Average
Source:

Blumestock and Thomchick, 1986

established carriers' previously profitable high density
routes.

All of these culminated into the early 1980s

economic recession that decreased air transport demand, made
the enforcement of the contracted wages increasingly
difficult to maintain by the marginal airlines, and placed
unionized firms into reconsidering their wage demands.

For

instance, the unions at Eastern made concessions in forms of
reduced wages, wage-increase deferrals and fringes, and
agreed to work longer hours in exchange for at least
implicit promises that employment levels would be
maintained.

In 1982, Republic Airlines, which had lost $214

millions since 1979, got $73 millions in relief from
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temporary pay cuts and wage increase deferrals.

Pan Am

economically survived only with the help of $350 millions in
wage concessions from its employees between mid-1981 and the
end of the year.

Western Airlines saved $50 millions from

wage concessions in 1982, and even United, which is usually
financially strong, persuaded its pilots to defer two wage
increases.

Braniff, on the other hand, could not keep

itself afloat and went out of business (Wolff, 1983).
Other techniques have been used by carriers to keep
their costs low.

In October, 1983, Continental filed for

bankruptcy under Chapter 11 and cited exorbitant labor costs
and labor's refusal to negotiate as causes.

As new

workrules were put in place, returning workers were
reinstated at about half their previous wages and
Continental's labor unions lost to Continental in legal
battles.

Shifrin (1985) concluded that Continental's

bankruptcy filing introduced a new phase of breaking union
contracts and saved other airlines from increasing labor
costs.

Continental first made profit again ($30 million)

one year after filing under Chapter 11, in contrast to 6
years' $500 million loss made from 1978-1983 (Wall Street
Journal, 1984).

Other tools that carriers have used to cut

down labor and other costs have included gam-sharing
programs (first instituted by Continental) between firms and
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labor and percentage ownership in the firm by employees in
return for an arranged increase in productivity and/ or
minimization of operating costs.

Collective Concessions of Pilots
and Mechanics
The Association of Air Line Pilots (APLA), created in
1931, after two of its predecessors had disbanded, ranks as
one of the most influential and powerful labor organizations
in the country.

According to Cappelli (1986), ALPA

represents most of the airlines' pilots and a few who are
not its members, are members of one of its derivative
splinters.

Pilots have had more concessions than all other

work-groups in the industry that account for 41 percent (92
out of 227) (see Table 19). Between 1981 and 1984, pilots
made a total of 34 concessions in wages and 58 in workrules,
which translate into 33 and 47 percent wage and workrule
concessions, respectively.

Pilots conceded most because

they lose most from layoffs;

there are almost no employment

prospects outside the airline industry that would make use
of their skills;

and alternative employment at other

carriers results in a sharp pay cut because of the steepness
of the seniority pay scales.

In contrast, flight attendants

had a total of 44 wage and workrule concessions that
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amounted to 19 percent of all total concessions for the
period.

TABLE 19
AIRLINE CONCESSIONS BY WORK-GROUPS, 1981-1984
Flight
Non-Flight*
Flight
Total for
Pilots
Attendants Mechanics
Carriers
Work
Work
Work
Work
Wage rule Wage rule
Wage rule
Wage rule
Wage, worktotals by
group

34

58

24

20

15

13

104

123

Percentage
of wage and
workrule
concessions

33

47

23

16

14

10

46

54

Total concessions (wage
and workrule)
Percentage of
total concessions by
group

92

44

28

227

41%

19%

12''

100%

Source: Cappelli, 1985
*

Ground maintenance group is not included in the table,
however, it is included in the calculations.

Mechanics have been the least workgroup to agree to
concessions.

As can be seen from Table 19, they granted

only 12 percent of all the total concessions between 1981

<i-_
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and 1984.

Some of the mechanics' unions, for example, the

International Association of Mechanics and Aerospace Workers
(lAM), cover almost all the product market and have
authority to nullify local agreements.

In regard to flight

attendants, they are represented by more than 11 unions and
the rivalry between them makes it more difficult to adopt
concession agreements.

Nevertheless, they conceded 19

percent in wages and workrules between 1981 and 1984.

Labor Strikes And Lockouts
Deregulation did not only affect employees in wage
concessions, but also employee strikes.

Jordan (1986)

compared strikes and lockouts in the unregulated Canadian
and the deregulated United States jet airline industries.
In the United States, during the 1975 to 1978 period, there
were eight airline strikes, which lasted a total of 542 days
as compared to 12 strikes that lasted for 315 days during
1979 to 1984 (see Table 20). Nine of the 12 strikes occured
in 1979 and 1980 following the early periods of unrest.

The

next four years had only three strikes which lasted a total
of 74 days.

Post-regulation average days per strike have

declined, 26.3 for 1979-1984 vurses 67.8 for 1975-1978.
Although there is still some major disagreements between
labor and the airline management, such as that at Easterr.
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TABLE 20
STRIKES AND LOCKOUTS OF AIRLINES OPERATING JET AIRCRAFT IN
SCHEDULED PASSENGER SERVICE, 1975-1984

Item

Canada
1975-78 1979-84

United States
1975-78 1979-84

Number of strikes and
lockouts
Average number of airlines

13.00

3.00

8.00

12.00

7.00

6.20

27.00

41.70

1.86

0.48

0.30

0.29

Average strikes per
airline
Duration:
Total days--all strikes

254.00

342.00

542.00

315.00

Average days per strike

19.50

114.00

67.80

26.30

Average days per airline

36.30

55.20

20.10

7.60

Source: Jordan, 1986

Airlines, the general decline in strikes and lockouts imply
that once the fundamental effects of deregulation became
apparent, less confrontation and greater corporation has
characterized labor union relations with the airlines.
Carriers have restructured their positions and some have
established holding companies, which can pressure labor
unions to limit their demands (Cappelli, 1985).

An example

is Texas Air Corporation which owns Eastern and Continental

I
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Airlines.

The presence of a holding company suggests that

there are alternative demands for capital and carriers must
achieve a target return to stay afloat.

Unless the target

is achieved, employees may find it difficult to demand
higher wages or to strike in fear of the holding company's
divestiture from the airline.

- ^ ^

CHAPTER V
SUMMARY AND CONCLUSIONS

Evaluation of the U.S. Airline
Industry
During the regulatory period, 1938-1978, the United
States airline industry was characterized by a limited
number of certificated carriers since the Civil Aeronautics
Board (CAB) had control of entry, exit, and merger or
acquisition of the regulated carriers.
and level were regulated as well.

The fare structure

In enacting the

regulation controls. Congress perceived "excessive
competition" as a potential obstacle to the industry's
growth, but critics of regulation argued that regulation
created incentives for airlines' inefficiency and more
expensive air service than travelers demanded.

The

intrastate airlines, which were outside the CAB regulations
and operated more efficiently, became regularly cited
examples as to why airlines had to be deregulated.
Many changes in both the product and labor markets have
taken place since deregulation.

First, many entreprenuers

have been able to create new airlines, some of which have
been self-sustaining and have challenged the trunklmes or
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the majors.

Other airlines, such as the intrastates, the

locals (now regionals), and the charters gained access to
scheduled services which were out of bounds during
regulation. The new and the expanded airlines provide
services to cities or communities that are not heavily
dominated by the majors.

Thus, they extend services to

areas where services would have been less frequent under
regulation.

Secondly, the removal of economic regulation

has lowered fares for the consumer especially in long-haul
markets, although fares have increased substantially in
short-haul markets of less than 400 miles. Moreover, the
CAB had deliberately subsidized fares of short-haul markets
throughout the regulatory era.
with intense competition

Thirdly, low fares, coupled

in the industry, has resulted in

increased productivity for many of the airlines.

Higher

productivity has alleviated the repercussions of low fares
offered by the airlines.

In addition, changes in the

carriers' route networks and pricing policies have led to
lower operating e.xpenses and more efficient use of the
industry's resources.
Fourthly, the new entrants and other airlines that
expanded into the markets after deregulation, decreased the
passenger traffic concentration that prevailed duri.ng
regulation.

Although some markets are still relatively
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concentrated because of the limitation of airport and airway
facilities, the dominant airlines in such markets operate
under pressure of free entry by potential carriers. As a
result of deregulation, airline managers have devised means
of increasing each airline's market share.

In order to reap

the advantages of being megacarriers, airlines engage in
hub-and-spoke activities as well as marketing alliances
through the use of code-sharing.

The arguments against

these two strategies are that they bar entry and competition
in those markets.
Deregulation has had some negative effects on the
product market and labor market as well.

Although some

segments of the nation benefited from deregulation, the
small communities have had transitional problems since
deregulation.

Travelers have had to adjust to smaller \

commuter aircraft, instead of the jet airliners, and
frequent withdrawals by carriers from these routes have been
common, though carriers in these routes are subsidized by
the federal government.
Despite the low fares for the consumer in long-haul
markets, the fare wars of the 1980s

have left some airlines

either in failure/bankruptcy or merger.

In spite of the

fact that the industry would have been in financial
difficulties regardless of whether regulation or

, - ) • •
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deregulation was in place because of the early 1980s
economic recession, the rapid rise in fuel costs, and the
air traffic controllers' walkout and being fired, the tough
fare wars resulting from deregulation aggravated the
situation for the financially troubled airlines.
Labor unions have been affected adversely by the
Airline Deregulation Act.

Pilots, mechanics, and flight

attendants have given concessions on wages, and workrules to
their respective airlines so that airlines might stay afloat
and be competitive and that workers remain employed.

In

addition, the number of labor strikes and lockouts have
declined as well as the average days per strike, which is an
advantage to the airlines.

This implies that once the

fundamental effects of deregulation became apparent, less
confrontation and greater coorporation has emerged between
labor unions and the airlines.

Also, as a consequence of

deregulation, employment has been redistributed from
trunklines or majors to the new entrants, although the major
airlines are still the major employers.

Finally, there has

been an increase in airway and airport congestions caused by
the increased number of carriers in the industry.

These

have resulted in prolonged delays and questionable air
safety.
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In conclusion, the United States' deregulated air
transportation system has opened the product market to more
competition through the increase of carriers in the
industry, decreased passenger traffic concentration, reduced
long-haul fares, decreased operating expenses, increased
employee productivity, and redistributed employment from
trunklines to other carriers.

However, there have been

renewed obstacles to free competition, such as hub-and-spoke
operations, marketing alliances, and increased mergers and
acquisitions.
increased.

In addition, ground and air congestions have

Labor unions have emerged from deregulation with

less bargaining power and have conceded wages and other
benefits to the airlines in return for maintenance of
employment levels.

In general, the United States' airline

industry, the consumer, as well as the nation, have
benefitted from deregulation.

Implications for Other National
Airlines
Most other countries have only one or two airlines.
Some industrialized nations, for example, Britain have
privatized their carriers and have less regulations for the
airlines.

Others, especially the developing countries,

still protect, subsidize, and operate their airlines as

<I
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public enterprises at the expense of other industries
(Namakajo, 1987).

African Airlines, as explained by a

special correspondent of African Concord Magazine (1987),
must operate competitively to avoid extinction.

Among the

airlines' problems are:
1.

Small market for each national airline;

2.

High fuel cost—at least three times higher than in
the industrialized countries, and local governments
impose heavy taxes too;

3.

High insurance premiums—though African carriers have
the best safety records;

4.

Low fleet capacity utilization—on average a Boeing
747 is used for 11-12 hours a day in the United
States, but in Africa, it is used for 4-5 hours per
day;

5.

Many self-imposed disadvantages--governments rarely
grant other African national airlines landing rights;
some governments hardly pay their bills and when they
pay them, they are in local currency; and they
interfere in commercial airline management, for
example through frequent shifts of top executives;

6.

Wide spread mismanagement of resources;

and

7.

Meagre foreign exhange earnings--less capital tor
aircraft investments, high interest rates on forei.jn
capital, and they have aging airplanes.
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Several solutions have been suggested to overcome these
obstacles.

First, to reconsider regional cooperation.

Some

regional economic communities, such as the African and
Madagscar Common

Organization (OGAM), the West African

Monetary Union (UMOA), and the East African Economic
Community (EAEC), only to mention a few, have been around
for some time.
inactive.

However, some are defunct and others are

While an in-depth study should be conducted to

determine why previous organizations have failed, future
regional participation and cooperation will broaden the
airline product market, encourage competition, and alleviate
many of the government self-imposed disadvantanges.
Secondly, mismanagement problems can be alleviated if
governments privatize their air transportation systems or
encourage a quasi independent government agency accorded
with full private management incentives, to manage the air
transportation system.

Although this may not fully solve

the meagre foreign exchange earnings problem, it will result
in increased productivity, lower operating costs, and
alleviate the problems of misallocation and misappropriation
of the scarce resources.

The United States Postal Services

is a good axample of a quasi government agency.
In conclusion, deregulation should be a case by case
solution.

It has been undertaken in the United States'

^''^G:
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trucking industry, in the airline industry, and the banking
system.

It remains a good future policy to research or

study other industries before they are deregulated or
privatized and to have a coherent implementation plan.

i
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APPENDIX
MAJORS

NATIONALS

1.

America

12.

Air California

2.

Continental

13.

Air Florida

3.

Delta

14.

Alaska

4.

Eastern

15.

Aloha

5.

Northwest

16.

Braniff

6.

Pan American (Pan Am)

17.

Capitol

7.

Republic

18.

Flying Tiger

8.

Trans World (TWA)

19.

Frontier

9.

United

20.

Hawaiian

10.

USAir

21.

Midway

11.

Western

22.

New York Air

23.

Ozark

24.

Pacific Southwest

25.

People Express

26.

Piedimont

27.

Southwest

28.

Texas International

29.

Transamerica

30.

Wien

31.

World
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LARGE NATIONALS
32.

Air Illinois

49.

Global

33.

Air Midwest

50.

Hawaii Express

34.

Air National

51.

Int'l. Air Service

35.

Air One

52.

Jet America

36.

Air Pac

53.

Key

37.

Air Wisconsin

54.

Markair

38.

America West

55.

Muse

39.

American Int'l.

56.

Northeastern

40.

American Trans Air

57.

Overseas

41.

Arista

58.

Pacific East

42.

Arrow

59.

Pacific Express

43.

Buffalo

60.

Reeve

44.

Emerald

61.

Royale

45.

Empire

62.

South Pacific

46.

Evergreen

63.

Southern Air

47.

Florida Express

64.

Sunworld

48.

Frontier Horizon

65.

Tower

66.

Zantop
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MEDIUM REGIONALS
67.

Aerostar

84.

Jet Charter

68.

Air Express

85.

Jet Fleet

69.

Air North

86.

Kodiak

70.

Air North/Nenana

87.

L.A.B.

71.

All Star

88.

Mid-South

72.

Altair

89.

Mississippi Valley

73.

Aspen

90.

Munz

74.

Best

91.

New Air

75.

Big Sky

92.

Northern Air

76.

Blue Bell

93.

Peninsula

77.

Cascades

94.

Rich

78.

Challenge

95.

Rocky Mountain

79.

Colgan

96.

Sky West

80.

Galaxy

97.

Sun Country

81.

Great America

98.

T-Bird

82.

Gulf Air Transport

99.

Trans Air Link

83

Guy-America

100.

Wright
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