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AIRLINE REFORM: IMPROVEMENTS POSSIBLE WITHIN OUR
PRESENT REGULATORY STRUCTURE

JUNE 14, 1977
MR. MATSUNAGA. Mr. President, on May 11, 1977

Senator Daniel K. Inouye, my very distinguished and highly

respected colleague from Hawaii, delivered a speech before

a meeting of the Airline Pilots Association. Executive Board.

Senator Inouye used the occasion of his speech to
outline his views concerning airline deregulation, a topic
much discussed in recent weeks here in Washington, and
elsewhere throughout the nation. He provided an insightful
assessment of the airline deregulation proposals currently
being considered in committee. His sensitive and sensible
approach to the examination of the various aspects of the
issue is both thoughtful and persuasive.

My position on S. 689, the Cannon-Kennedy Airline
Deregulation Bill, is essentially similar to that of my
senior Senator from Hawaii. Foremost among my reservations
is that the proposed bill does not provide adequate
protection to insure that a truly competitive market will be
maintained.

Under the bill, as currently written, I believe it
would be entirely possible for the larger airlines to
(a) cut their fares first---thereby running the smaller

airlines out of business---and then, (b) simply increase




their fares after the competition has been eliminated. If

we permit this to happen, all concerned, except the few

dominant airlines, will be the losers.
Furthermore, we have only to look at the recent

experience of the two local air carriers in Hawaii to

appreciate the stabilizing effect of the Civil Aeronautics
Board's involvement in airline regulation matters.

A few years ago, both airlines---Aloha and Hawaiian---
were over-scheduling flights and flying ridiculously empty
and therefore unprofitable planes back and forth between the
six beautiful major islands which compromise our State.
Each airline was attempting to obtain '"...a competitive
edge...'" over the other carrier.

When it became apparent that help was needed, the
CAB wisely stepped in and permitted the two carriers to work

out an agreement, subsequently approved by the CAB, whereby

both airlines adjusted their schedules to bring their passenger

load factors up to economic levels. Had the CAB not intervened
when it did, the State of Hawaii might now be served by only
one non-competitive inter-island carrier.

Mr. President, as indicated earlier, I share all of the
many reservations concerning S. 689 which were expressed so
convincingly by Senator Inouye in his recent speech. I believe,
moreover, that the very real problems which S. 689 attempts to
resolve can be more adequately addressed within the present

regulatory structure.




I commend Senator Inouye's speech to my colleagues

for their reading and I submit a copy of it for printing in

the RECORD.

¥ % % % % % % % %
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Mr. MATSTY¥AGA. Mr. President, on
May 11, 1977 &nator Danier K INOUYE,
my very distizzuished and _hlgh{y re-
spected colleacz= from Hawaii, dehyelfed
a speech beforx 1 meeting: of the Airline
Pilots Associaim’s executive boa_rd.

Senator INoz7= used the occasion of
his speech to &-line his views concern-
ing airline de~gulation, a topic_much
discussed in resznt weeks here in Wash-
ington, and £:==where throughout the
Nation. He pro-Zed an insightful assess-
ment of the :=line deregulation pro=
posals curreniy being  considered in
committee. His =nsitive and sensible ap-
proach to the c=mination of the various
aspects of the =sue is both thoughtful

rsuasive. .
anl?/r?eposiﬁon m S. 689, the _Car}non-_
‘Kennedy airlire deregulation bill,. is es-
sentially simil:= to that of my senior
Senator from Tawaii. Foremost among
my reservationr s that the proposed bill
does not proviz adequate protection to
insure that s —ily competitive market
will be inainta—d. - S

Under the I as currently written, I
believe it woul. e entirely possible for
the larger aiz—ss to cut their fares
first—thereby =ning the smaller air-
lines out of bwx=ess—and then, simply
increase their zres after the competi-
tion has been +‘minated. If wé permit
this to happer il concerned, except the
few dominant <ines, will be the lcsers.

Furthermore ve have only to look at
the recent exrience of the two local
air carriers ir. =iwail to appreciate the
stabilizing effer »f the Civil Aeronautics

RS s .

Senate

Board’s involvement in airline regulation

matters. N

A few years ago, both airlines—Aloha
and Hawaiian—were- overscheduling
flights and flying.ridiculously empty and,
therefore, unprofitable planes back and
forth between the six beautiful major
islands which comprise .our State.
Each airline was attempting to obtain
“aq competitive edge” over the other
carrier, . . )

When it became apparent that help

" was needed, the CAB wisely stepped in'

and permitted the two carriers to -work
out an agreement, subsequently approved

" by the CAB, whereby both airlines ad-
. Justed their schedules to bring their
- bassenger load factors up to economic
. levels. Had the CAB not intervened when
© it did, the State of Hawail might now be
- served by only one noncompetitive, inter-
" island carrier. - T

Mr. President, as indicated earlier,' T
share all of the many reservations con-
cerning S. 689 which were expressed so

' convincingly by Senator INouve in his
. recent speech. T believe, moreover, that’

the very real problems which S. 689

.attempts to resolve can be more ade-.

quately addressed within the present
regulatory structure.

I commend Senator INouYE's speech to
my colleagues for their reading, and I

. ask unanimous consent that it be printed

in the REcorp. —

There being no objection, the speech
was ordered to be printed in the Rec-
ORD, as follows: . :

e o . -

SPEECH BY SENATOR DANIEL K. INOUYE Be-:
FORE THE AIRLINE PILOTS ASSOCIATION,.
ARLINGTON, VA, May 11, 1977  * - Ck

I wish to thank Captain O’Donnel and

‘the members of the Airline Pilots Associa~ .

. tlon executive board for the opportunity to’

_share my views on derfegulation with you
1.

this afternoon. :
As’the senior Senator of a State which is

'separated from the mainland by over two

thousand miles,” and as chairman of tha
Senate subcommittee responsible for tour-
ism, as well as ranking member on its avia-
tlon subcommittee, I am well aware of how -
important a viable commercial airline Sys-
tem is to the economic and social welfare of
our Nation. ' '
I am therefore committed to assuring its
continued viability, expansion, and improvg-
ment. B j_
The first serious Federal economic regu-"
lation of alr carriers came with the enact~
ment of the Civil Aeronautics Act of 1938,"
which established the civil aeronsutics au-
thority, whose regulatory functions were .
subsequently transferred to a civil aeronau-.
tics board in 1940. T
In 1958, Congress created what is the pres-
ent C.AB. and charged it, among things,
with the economic regulation of U.S. com-'
mercial aviation, including Jurisdiction over
routes, rates and fares, and certain business
practices of the airlines. The ‘board was also
empowered to authorize air carriers to pro-
vide service between city pair markets (e.g.
Chicago to Detroit) by issuing certificates
of public convenience and necessity. .
Over the years, the level of criticism of
C.A.B. regulatory policies has ebbed and
flowed. .
It is, I believe, accurate to say that this
criticism mainly holds that the C.AB.'s"
route awards policy is too restrictive; and

* that its fare policles seek levels which are

too high and fall to allow cost-service op-
tions to passengers. )

\ :
In the last two years, criticism of the-




C.A.B.'s policies has become Increasingly
more severe, and resulted in several bills
hefore Congress proposing regulatory reform.
The Senate Aviation Subcommittee is cur-
rently considering two of them—S. 689, the
Cannon-Kennedy bill, and S. 292, the Pear-
son-Baker bill.

As a Member of the United States Senate
and ranking on its Aviation Subcommittee, I
belleve my responsibility is to ensure ade-
quate commercial air service at the lowest
possible alr fares consistent with maintain-
ing a healthy U.S. cdmmercial aviation in-
dustry. .

. In evaluating S. 689, v«hlch is the princl-
pal bill under consideration, I believe there-
fore it 1Is necessary to consider its poten-

tial long range effects on three broad areas’

of your Industry—fares; quality of service;
and stability of the indusiry. To be sure
there are other provisions in the bill relat-
ing to such important matters as charters,
airline agreements, and entry into the Cargo
industry, but the three broad areas I have
mentloned go to the very heart of the biil
and it is on their merits S. 689 must stand
or fall, in my judgment.
- FARES :

Tﬁe proponents of S. 689 maintain that
the present C.A.B. regulation -which controls
entry into airline markets results in higher
fares. They contend that the airlines serving
a particular market tend to channel their

energies Into ‘service competitxon" rathetv

than “price competition”.

That is, they offer greater flight frequen-
cles, more convenient departure times,
movles, food, etc. Rather than lower fares.

On the basis of the committee hearing
record to date, however, it appears to me that
these claims rest more on hypothesis than
fact. :

How, we might legitimately ask, will de-

- regulation bring down the cost of borrowing
money; make Arab oil less expensive; or re-
duce the price of new equipment.

These and many other items are, of course,
part of the overall air industry cost index.

Moreover, under S. 689 as presently drafted,
fares could be raised up to 10 percent until
December 31, 1979, and up to 20 percent
thereafter, without C.AB. approval

Many, including the C.A.B., énd consumer.

groups are concerned that carriers would
- automatically take the increase, especially on
monopoly or near monopoly routes. .

I understand, however, the sponsors of the
bill are re-drafting the provision which per-
mits fare increases without C.A.B. approval.

In this connection, I also do not believe
that S. 689 adequately safeguards against the
possibility that due to excessive competition,
a few of the stronger carriers would ultl-
mately dominate various markets and raise
fares to monopoly levels. * -

In any event, It seems much more likely to
me that whether deregulation occurs or not,
our normal inflationary splra.l will prevent

,any major price cuts. PN

Finally, with respect to our present system
of price/entry regulation, a study by Robert
R. Nathan associates found that ‘Fares on
equidistant routes carryilng approximately
the same number of passengers are substan-
tially lower in the U S than in Western
Europ~.”
. QUALI’I‘Y OF SERVICE

I am alcu greatly concerned that under S.
689, there may be a deterioration in the
domestic airline service we enjoy today.

This deterioration could .range from out-
right abandonment of routes to reduction in
frequency of service.

S. 689 makes it much easier to abandon
markets which generate little passenger traf-

fic. Under the bill a Federal subsidy program’

would assure continuation of service to
smaller communities which are the most
vulnerable in this regard.

At the outset I should note that the exact
form of the subsldy program is not yet
known. I understand, however, it is in the
drafting state, and will be completed shortly.

Even if such a program were able to as-
sure continuation of service to smaller com-
munities—and until I have an opportunity
to analyze it I will reserve judgment—there
is still a grave danger, in my opinion, that
service to medium- stZed cities will be seri-
ously curtaliled.

I share. the concern of your association
with respect to most of these medium-sized
cities which are tied Into the Nation’s com-
mercial and vacation centers with conven-
ient one-stop or connecting service on the
trunk and regional airline systems. _

As the opportunities for entry into major
markets become available—and they would
under S. 689-——carriers in these systems may
very likely shift their resources from these

one and two stop markets and concentrate

on larger non-stop markets where the profit
potential is greater.
Finally, while on the subject ‘of service

'deterloration I would like to say a word

about the very real possibility that deregu-
lation might result in a reduction in the fre-
quency of service. -

The préponents of deregulatxon rest thelr
argument against a reduction in frequency
of service on the assumption that lower air

fares will stimulate so much new traffic that

the number of flights In a given market will
increase rather than decrease.
Even they, however, must concede that if

-only small price decreases occur as a result ~

of deregulation such decreases would not be
a sufficient stimulus to have much impact
on traffic volume. .

If, therefore, as I believe, air fa.res Wm rise
regardless of deregulation, we could look
forward to a reductlon in ‘the frequency of
service.

STAB!LITY OF THE INDUSTRY

The final effect which I feel must be con-.

sidered In assessing legislation such as S. 689,

relates to stabllity in the airline industry; :

and conversely, the threat of 1nstabili’cy it
S. 689 were enacted. .
My concern on this point is twofold .

First, the kind of increased competition ’

which S. 689"would encourage may well in-
duce bankruptcies among the financially
weaker air carners “and thus cause service
disruption.

Significantly, eight trunk carriers voiced
their concern before the committee that only
a few could survive a market free-for-all.

Moreover, given the cholce of serving a
market and the freedom to raise and lower

. fares, as S. 689 would do, the integrated alr-
line network developed since the inception

of, regulation could very well be destroyed.

My second concern stems from the first,
and relates to the impact of deregulation on
airline industry employees, as well as others.

According to statistics, during the Arab ofl
embargo in 1973-74 airline employees suf-
fered mass furloughs (10,000 to 12,000), and
some of these people are still on layoff.

Your own association testified before my
tourism subcommittee on-an energy resolu-
tion at that time, and I well remember Cap-
tain Bonner's testimony that 2,000 pilots
were furloughed within a 5§ month period.

Some sources maintain that the hardship
and tragedy of that period would pale before
the consequences of the instability which
would occur if S. 689 were enacted.

The subcommittee has testimony that pre-
dicts expected layoffs of 50,000 to 70,000 if
S. 689 becomes law.

Moreover, I believe even proponents of de~
regulation would concede that substantial
adverse changes in the fortunes of a given
airline would cause severe labor dislocation.

Since airline employee practices are char-
acterized by strong senlority benefits, it

would be difficult for a laid-off senlor em-"

-72a-

ployee to ind employment with comparable
benefits from another airline.

I note that in its 1975 report on renulatory
reform the C.A.B. implicitly concedes this

" possibility by pointing out that the relative

positions of the leading companies have been
more stable over time than one would expect
without regulation. (C.AB., regulatory re-
form, pp. 55 N.1 (1975). .

If S. 689 causes the instability many in-
cluding myself fear it will, its impact will not
only be felt by airline industry employees.

In addition to pilots, flight attendants, dis-
patchers, mechanies, ticket agents, and cler-
ical workers, others will suffer as well, -

Most assuredly there will be a domino ef-’
fect, and jobs will be lost in such support in-
dustries as airports, manufacturers, suppliers,
and the multitude of industries which make
up the $100 billion tourism industry.

*To me these risks are simply unacceptable
And they are especially so when we are asked
to take them on the basis of hypothesis at a
time when the unemployment rate is 7%.

CONCLUSION -

On the matter of deregulation President
Carter has sald the Government must be
careful to protect “the legitimate interests”
of the industry and its employees. -

For the reasons I have outlined, I sxmply
do not belleve S. 689 does this,

I am aware that certain key provisions
are currently being re-drafted, and it is al-
ways possible my reservations will be laid to
rest. :

I do not hold out much hope for this,
however, because my misgivings go to the
very heart of the bill, and it seems unrealistic -
to expect that its proponents would change
it that significantly.

\ Although my remarks so far have been

mostly negative, I much prefer to th‘nk
afirmatively and act constructively.
I would therefore like to end my talk on

" a positive note,

There is room for improvement in your in-
dustry, and in the very valuable servzce it
offers.

I believe there should be more responsive
administration of existing law. It seems to
me that there is a general regulatory lag at
the CAB, and that the board could act faster
on route cases. In the regulatory process,
Justice delayed is truly justice denied.

I also believe a case can be made for some
degree of pricing flexibility.

I believe we should seriously conslder al-
lowing airlines to offer lower fears in indi-
vidual markets to attract passengers during
periods of low traffic demand,; and to raise
fares with sudden cost increases.

Such flexibility should, of course, have a
specific ceiling and floor above and below a
base fare level in order to prevent destruc-
tive competition or price gouging. N

Such pricing flexibility might be one tech-
nique ‘which would enable the air carriers
to move progressively in the direction of
greater reliance on competition to provide
ever better and cheaper air service to the

. American public.

I am therefore committed to improvements
within our present regulatory structure, even
alterations in it, If demonstrably necessary.

Whatever its shortcomings, however, we
have the finest commerical air transportation
system In the world. As we proceed to rem-
edy these shortcomings—and remedied they
must be—I do not believe we should “throw
the baby out with the bathwater.”

Again, I wish to thank you for the _oppor-
tunity to share my views with you/_,.-
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WASHINGTON, TUESDAY, JUNE 14, 1977

\IRLINE REFORM: IMPROVEMENTS
POSSIBLE WITHIN OUR PRESENT
REGULATORY STRUCTURE

Mr. MATSUNAGA. Mr. President, on
Tay 11, 1977 Senator DaNiEL K. INOUYE,
ny very distinguished and highl.y re-
pected colleague from Hawaii, delivered

speech before a meeting-of the Airline
Pilots Association’s executive board.

Senator INouYE used the occasion of
his speech to outline his views concern-
Ing airline deregulation, a topic much
iiscussed in recent weeks here in Wash-
hgton, and elsewhere throughout the
Jation. He provided an insightful assess-
nent of the airline deregulation pro-
bosals currently being . considered in

ommittee. His sensitive and sensible ap~ -

broach to the examination of the various
pects of the issue is both thoughtful
nd persuasive. ‘

My position on S. 689, the Cannon-
Kennedy airline deregulation bill, is es-
entially similar to that of my senior
benator from Hawaili. Foremost among

y reservations is that the proposed bill
oes not provide adequate protection to
wsure that a truly competitive market
ill be naintained. )

Under the bill, as currently written, I
elieve it would be entirely possible for

e larger =zirlines to cut their fares
rst—thereby running the smaller air-
nes out of business—and then, simply

crease their fares after the competi-
on has been eliminated. If w& permit

is to happen, all concerned, except the
bw dominant airlines, will be the Icsers.

Furthermore, we have only to look at

e recent experience of the two_local
carriers in Hawail to appreciate the

abilizing effect of the Civil Aeronautics

Board’s involvement in airline regulation

matters. S

A few years ago, both airlines—Aloha
and Hawailan—were overscheduling
flights and flying ridiculously empty and,
therefore, unprofitable planes back and
forth between the six beautiful major
islands which comprise .our State.
Each airline was attempting to obtain
“a competitive edge” over the other
carrier. . . i

When it became apparent that help
was needed, the CAB wisely stepped in‘
and permitted the two carriers to-work
out an agreement, subsequently approved

: t)y the CAB, whereby both airlines ad-
. Justed their schedules to bring their
- bassenger load factors up to economic

levels. Had the CAB not intervened when
it did, the State of Hawaii might now be

- served by only one noncompetitive, inter-

island carrier.

Mr. President, as indicated earlier,’ T
share all of the many reservations con-
cerning S. 689 which were expressed so

. convincingly by Senator INouye In his

recent speech. I believe, moreover, that
the very real problems which S. 689
attempts to resolve can be more ade-,
quately addressed within the present
regulatory structure.

I commend Senator INOUYE'S speech to
my colleagues for their reading, and I
ask unanimous consent that it be printed

. in the REecorbp.

There being no objection, the spe;ch
was ordered to be printed in the Rec-
ORD, as follows:

SPEECH BY SENATOR DANIEL K. INOUYE BE-
FORE THE AIRLINE PILOTS ASSOCIATION,.
ARLINGTON, VA, Mavy 11, 1977 ' - .
I wish to thank Captain O’Donnel and

the members of the Airline Pilots Associa-

tion executive board for the opportunity to
share my views on deregulation with you

this afternoon. T
As’the senior Senator of a State which is

"scparated from the mainland by over two -

thousand miles, and as chairman of the
Senate subcommittee responsible for tour-
ism, as well as ranking member on its avia-
tion subcommittee, I am well aware of how
important a viable commercial airline sys-
tem is to the economic and social welfare of
our Nation. '

I am therefore commitied to assuring its
continued viability, expansion, and improve-

" ment. -

The first serious Federai economic regu-’

| lation of air carriers came with the enact-

ment of the Civil Aeronautics Act of 1938,

' which established the civil aeronsutics au-

thority, whose regulatory functlons were
subsequently transferred to a civil aeronau-
tics board in 1940. )

In 1958, Congress created what is the pres-
ent C.A.B., and charged it, among things,
with the economic regulation of U.S. com-
mercial aviation, including jurisdiction over
routes, rates and fares, and certain business
practices of the airlines. The board was also
empowered to authorize air carriers to pro-
vide service between city pair markets (e.g.
Chicago to Detroit) by issuing certificates
of public convenience and necessity.

Over the years, the level of criticism of
C.A.B. regulatory policies has ebbed and
flowed. . .

It is, I believe, accurate to say that this
criticism mainly holds that tlie C.A.B.'s
route awards policy is too restrictive; and

* that its fare policies seek levels which are

too high and fall to allow cost-service op-
tions to passengers. :

)
In the last two years, criticism of the-




.

<C.A.B.’s policies has become increasingly
more severe, and resulted in several bills
before Congress proposing regulatory reform.
The Senate Aviation Subcommittee is cur-
rently considering two of them—S. 689, the
Cannon-Kennedy bill, and S. 292, the Pear-
son-Baker bill.

As a Member of the United States Senate
and ranking on its Aviation Subcommittee, I
believe my responsibility is to ensure ade-
quate commercial air service at the lowest
possible air fares consistent with maintain-
ing a heaithy U.S. cdmmercial aviation in-
dustry. .

. In evaluating S. 689, whlch is the princi-
pal bill under consideration, I believe there-
fore it 1s mnecessary to consider its poten-

tial long range effects on three broad areas’

of your industry—fares; quality of service;
and stability of the industry.. To be sure
there are other provisions in the bill relat-
ing to such important matters as charters,
airline agreements, and entry into the cargo
industry, but the three broad areas I have
mentioned go to the very heart of the bill
and It is on their merits S. 689 must stand
or fall, in my judgment.

- FARES

The proponents of S. 689 maintain that
the present C.A.B. regulafion which controls
entry into airline markets results in higher
fares. They contend that the airlines serving
a particular market tend to channel their
energies into ‘“‘service competition” rather
than “price competition”.

That 1s, they offer greater flight frequen-
cles, more convenient departure times,
movies, food, etc. Rather than lower fares.

On the basis of the committee hearing
record to date, however, it appears to me that
these claims rest more on hypothesis than
fact.

How, we might legitimately ask, will de—
regulation bring down the cost of borrowing
money; make Arab oil less expensive; or re-
duce the price of new equipment.

These and many other items are, of course,
part of the overall air industry cost index.

Moreover, under S. 689 as presently drafteq,

‘fares could be raised up to 10 percent until

December 31, 1979, and up to 20 percent
thereafter, without C.A.B. approval.

Many, including the C.A.B,, 4nd consumer .
groups are concerned that carriers would
automatically take the increase, especially on
monopoly or near monopoly routes. -

I understand, however, the sponsors of the
bill are re-drafting the provision which per-

‘mits fare increases without C.A.B, approval.

In this connection, I also do not believe
that S. 689 adequately safeguards against the
possibility that due to excessive competition,
a few of the stronger carriers would ulti-
mately dominate various markets and raise
fares to monopoly levels. -

In any event, it seems much more likely to
me that whether deregulation occurs or not,
our normal inflationary spiral will prevent
.any major price cuts. .

Finally, with respect to our present system
of price/entry regulation, a study by Robert
R. Nathan assoclates found that !‘Fares on
equidistant routes carrying approximately
the same number of passengers are substan-
tially lower in the U s than in Western
Europ-.”

QUALH‘Y OF SERVICE

I am alco greatly concerned that under S.
689, there may be a deterioration in the
domestic airline service we enjoy today.

This deterioration could range from out-
right abandonment of routes to reduction in
frequency of service.

S. 689 makes it much easier ‘bo abandon
markets which generate little passenger traf-

fic. Under the bill a Federal subsidy program’

would assure continuation of service to
smaller communities which are the most

~ vulnerable in this regard.

At the outset I should note that the exact
form of the subsidy program 1s not yet
known, I understand, however, it is in the
drafting state, and will be completed shortly.

Even if such a program were able to as-
sure continuation of service to smaller com-
munities—and until I have an opportunity
to analyze it I will reserve judgment—there
is still a grave danger, in my opinion, that
service to medium- stzed cities will be seri-
ously curtaliled.

I share. the concern of your association
with respect to most of these medium-sized
cities which are tied into the Natlon’s com-
mercial and vacation centers with conven-
ient one-stop or connecting service on the
trunk and regional airline systems.

As the opportunities for entry into major
markets become available—and they would
under S. 689-—carriers in these systems may
very likely shift their resources from these

one and two stop markets and concentrate

on larger non-stop markets where the profit
potential is greater.

Finally, while on the subject ‘of service
detlerioration I would like to say a word
about the very real possibility that deregu-
lation might result in a reduction in the fre-
quency of service. -

The proponents of deregulaﬂon rest their
argument against a reduction in frequency
of service on the assumption that lower sir

fares will stimulate so much new traffic that

the number of flights in a given market will
increase rather than decrease.
Even they, however, must concede that if

only small price decreases occur as a result ~

of deregulation such decreases would not be
a sufficient stimulus to have much impact
on trafiic volume.

If, therefore, as I believe, air fares Will rise
regardless of deregulation, we could look
forward to a reduction in the frequency of
service.

'STABILITY OF THE II\DUSTRY I

The final effect which I feel must be con-
sidered in assessing legislation such as S. 689,
relates to stability in the airline industry;
and conversely, the threat of Instability if
S. 689 were enacted.

My concern on this point is twofold. .

First, the kind of increased competition
which S. 689 "would encourage may well in-
duce bankruptcies among the financially
weaker air carriers,’and thus cause service
disruption. -

Significantly, eight trunk carriers voiced
their concern before the committee that only
a few could survive a market free-for-all.

Moreover, given the cholce of serving a
market and the freedom to raise and lower

. fares, as S. 689 would do, the integrated air-.

line network developed since the inception

~of, regulation could very well be destroyed.

My second concern stems from the first,
and relates to the impact of deregulation on
airline industry employees, as well as others.

According to statistics, during the Arab oil
embargo in 1973-74 airline employees suf-
fered mass furloughs (10,000 to 12,000), and
some of these people are still on layoff.

Your own association testified before my
tourism subcommittee on-an energy resolu-
tion at that time, and I well remember Cap-~
tain Bonner’s testimony that 2,000 pilots
were furloughed within a 5 month perlod.

Some sources maintain that the hardship
and tragedy of that period would pale before
the consequences of the instability which
would occur if S. 689 were enacted.

The subcommittee has testimony that pre-
dicts expected layoffs of 50,000 to 70,000 if
S. 689 becomes law.

Moreover, I believe even proponents of de=
regulation would concede that substantial
adverse changes in the fortunes of a given
alrline would cause severe labor dislocation.

Since airline employee practices are char-
acterized by strong senlority benefits, it

would be difficult for a 1lald-off senlor em=-"
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ployee to find employment with comparable
benefits from another airline.

I note that in its 1975 report on regulatory
reform the C.A.B. implicitly concedes this
possibility by pointing out that the relative
positions of the leading companies have been
more stable over time than one would expect
without regulation. (C.A.B.,, regulatory re-
form, pp. 55 N.1 (1975).

1f S 689 causes the 1nstﬂbility many in-
cluding myself fear it will, its iImpact will not
only be felt by airline industry employees.

In addition to pilots, flight attendants, dis-
patchers, mechanics, ticket agents, and cler-
ical workers, others will suffer as well.

Most essuredly there will be a domino ef-’
fect, and jobs will be lost in such support in-
dustries as airports, manufacturers, suppliers,
and the multitude of industries which make
up the $100 billion tourism industry.

*To me these risks are simaply unacceptable.
And they are especially so when we are asked
to take them on the basis of hypothesis at a
time when the unemployment rate is 7%.

CONCLUSION -

On the matter of deregulation President
Carter has said the Government must be
careful to protect “the legitlmate interests”
of the industry and its employees.

For the reasons I have outlined, I simply
do not believe S. 689 does this.

I am aware that certain key provisions
are currently being re-drafted, and it is al-
ways possible my reservations Wnl be laid to
rest.

I do not hold out much hope for this,
however, because my misgivings go to the
very heart of the bill, and 1t seems unrealistic .
to expect that its proponents would change
it that significantly. -

Although my remarks so far have been
mostly negative, I much prefer to -t,hink
affirmatively and act constructively.

I would therefore like to end my talk on
a positive note. .

There is room for 1mprovement in your in-
dustry, and in the very valuable service it
offers.

I believe there should be more responsive
administration of existing law. It seems to
me that there is a general regulatory lag at
the CAB, and that the board could act faster
on route cases. In the regulatory process,
Justice delayed is truly justice denied.

I also believe a case can be made for some
degree of pricing flexibility.

I believe we should seriously consider al-
lowing airlines to offer lower fears in indi-
vidual markets to attract passengers during
periods of low traffic demand; and to raise
fares with sudden cost increases.

Such flexibility should, of course, have a
specific ceiling and floor above and below a
base fare level in order to prevent destruc-
tive competition or price gouging. Y

Such pricing flexibility might be one tech-
nique ‘which would enable the air carriers
to move progressively in the direction of
greater reliance on competition to provide
ever better and cheaper air service to the

. American public.

I am therefore committed to improv ements
within our present regulatory structure, even
alterations in it, if demonstrably necessary.

Whatever its shortcomings, however, we
have the finest commerical air transportation
system in the world. As we proceed to rem-
edy these shortcomings—and remedied they
must be—I do not belleve we should ‘‘throw
the baby out with the bathwater.”

Again, I wish to thank you'for the_oppor-
tunity to share my views with yop/
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C.A.B.'s policies has become increasingly
more severe, and resulted in several bills
before Congress proposing regulatory reform.
The Senate Aviation Subcommittee is cur-

_rently considering two of them—S. 689, the
Cannon-Kennedy bill, and S. 292, the Pear-
son-Baker bill.

As 8 Member of the United States Senate
and ranking on its Aviation Subcommittee, I
believe my responsibility 1s to ensure ade-
quate commercial air service at the lowest
possible air fares consistent with maintain-
ing & healthy U.S. cémmercial aviation in-
dustry.

_ In evaluating S. 689, which is the princi-
pal bill under consideration, I believe there-
fore it 1s mnecessary to consider its poten-
tial long range effects on three broad areas
of your industry—iares; quality of service;
and stability of the industry.. To be sure
there are other provisions in the bill relat-
ing to such important matters as charters,
airline agreements, and entry into the cargo
industry, but the three broad areas I have
mentioned go to the very neart of the bill
and it is on their merits 8. 689 must stand
or fall; in my judgment. ’

FARES

The proponents of 5. €89 maintaln that
the present C.A.B. regulation which controls
entry into airline markets results in higher
fares. They contend that the airlines serving
*a particular market tend to channel their
energies into ‘“service competition” rather
than “price competition”. :

That is, they offer greater fiight frequen-
cles, more convenient departure times,
movies, food, etc. Rather than lower fares.

On the basis of the committee hearing
record to date, however, it appears to me that
these claims rest more on hypothesis than
fact. E

How, we might legitimately ask, will de-
regulation bring down the cost of borrowing
money; make Arab oil less expensive; or re-
duce the price of new equipment, :

These and many other items are, of course,
part of the overall air industry cost index.

Moreover, under S. 689 as presently drafted,
fares could be raised up to 10 percent until
December 31, 1979, and up to 20 percent
thereafter, without C.AB. approval.

Many, including the y
groups are concerned that carriers would
automatically take the increase, especially on
monopoly Or near monopoly routes.

1 understand, however, the sponsors of the
bill are re-drafting the provision which per-

es without C.A.B, approval.

In this connection, I also do not believe
that S. 689 adequately safeguards egainst the
possibility that due to excessive competition,
a few of the stronger carriers would ulti-
mately dominate various markets and ralse
tares to monopoly levels.

In any event, 1t seems much more likely to
me that whether: deregulation occurs or not,
our normal inflationary spiral will prevent
any major price cuts. -

Finally, with respect to
of price/entry regulation,
R. Nathan assoclates found that !‘Fares on
equidistant routes carrying approximately
the same number of passengeré are substan-
tially lower in the U.S. than in Western
Furop~.” .

our prése:it system

QUALITY OF SERVICE

1 am aleo greatly concerned that under 8.
689, there may be & deterioration in the
domestic airline service we enjoy today.

+  This deterioration could range from out-
right abandonment of routes to reduction in
frequency of service. | .

8. 689 makes it much easler to abandon
markets which generate little passenger traf-
fic. Under the bill a Federal subseidy program
would assure continuation of service to
smaller communities which are the most
vulnerable in this reg&g'd.

C.AB., 4nd consumer.

a study by Robert
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At the outset I should note that the exact
form of the subsidy program is not yet
known. I understand, however, it 18 in the
drafting state, and will be completed shortly.

Even if such & program were able to as-
sure continuation of service to smaller com-
munities—and until I have an opportunity
to analyze 1t I will reserve Judgment——there
is still a grave danger, in my oplnion, that
service to medium-sized cities will be seri-
ously curtailed. .

1 share the concern of your association
with respect to most of these medium-sized
cities which are tied into the Nation’s com-~
mercial and vacation centers with conven-
fent one-stop or connecting service on the
trunk and regional airline systems.

As the opportunities for entry into major
markets become available—and they would
under S. 689—carriers In these systems may
very likely shift their resources from these
one and two stop markets and concentrate
on larger non-stop markets where the profit
potential is greater. X

Finally, while on the subject of service
deterioration I would like to say a word
about the very real possibility that deregu-
jation might result in a reduction in the fre-
quency of service. ’ -

The proponents of deregulation rest their
argument against a reduction in frequency
of service on the
fares will stimulate so much new traffic that
the number of flights in a given market will
increase rather than decrease.

Even they, however, must concede that if
only small price decreases
of deregulation such decreases would not be
a sufficient stimulus to have much impact
on traffic volume.

If, therefore, as 1 believe,
regardless of
forward to a reduction Iin
service. -

air fares will rise
deregulation, we could look
‘the frequency of

STABILITY OF THE INDUSTRY

The final effect which I feel must be con-
sidered in assessing legislation such &8s s. 689,
relates to stabllity in the airline industry;
and conversely, the threat of instability if
S. 689 were enacted. T

My concern on this point is twofold. ‘

First, the kind of jncreased competition
which S. 689 would encourage may well in-
duce bankruptcies among the financially
weaker air carriers, and thus cause service
disruption.

Significantly, eight trunk carriers voiced
their concern before the committee that only
a few could survive a market free-for-all.

Moreover, given the cholce of serving &
market end the freedom 1o raise and lower

_ fares, as S. 689 would do, the integrated air-
line network developed since the inception
of. regulation could very well be destroyed.

My second concern stems from the first,
and relates to the impact of deregulation on
airline industry employees, 88 well as others.

According to statistics, during the Arab oil
embargo 1n 1973-74 airline employees sul-
fered mass furloughs (10,000 to 12,000), and
some of these people are still on layofl.

Your own assoclation testified before my
tourism subcommittee on-an energy resolu-
tion at that time, and I well remember Cap-
tain Bonner’s testimony that 2,000 pllots
were furloughed within a 5 month period.

Some sources maintain that the hardship
and tragedy of that period would pale before
the consequences Of the ipstability which
would occur If 5. 689 were enacted.

The subcommittee has testimony that pre-
dicts expected layoffs of 50,000 to 70,000 if
S. 689 becomes law.

Moreover, I believe even proponents of de-
regulation would concede that substantial
adverse changes in the fortunes of & given
airline would cause severe 1abor dislocation.

Since airline employee practices are char-
acterized by strong seniority benefits, it
would be difficult for & laid-off senior em-

assumption that lower alr

occur as & result ~
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ployee to ind employment with comparable
benefits from another airline.

1 note that in its 1975 report on regulatory
reform the C.A.B. implicitly concedes thig
possibility by pointing out that the relative
positions of the leading companies have been
more stable over time than one would expect
without regulation. (C.AB., regulatory re-
form, pp. 55 N.1 (1875). .

It S. 689 causes the instability many in-
cluding myself fear it will, 1ts impact will not
only be felt by airline industry employees.

In addition to pilots, flight attendants, dis-
patchers, mechanics, ticket agents, and cler-
ical workers, others will suffer as well.

Most assuredly there will be a domino ef-
fect, and jobs will be lost in such support in-
dustries as airports, manufacturers, suppliers,
and the multitude of jndustries which make
up the $100 billion tourism industry.

“To me these risks are simply unacceptable.
And they are especially 50 when we are asked
to take them on the basis of hypothesis at a
t{ime when the unemployment rate 1s 7%.

CONCLUSION -

On the matter of deregulation President
Carter has said the Government must be
careful to protect “the Jegitimate interests”
of the industry and its employees.

For the reasons I have outlined, I simply
do not believe S. 689 does this.

1 am aware that certain key provisions
are currently being re-drafted, and it is al-
ways possible my reservations will be laid to
rest. :

1 do not hold out much hope for this,
however, because my misglivings go to the
very heart of the bill, and it seems unrealistic
to expect that its proponents would change
it that significantly.

Although my remarks so far have been
mostly negative, I much prefer to think
afirmatively and act constructively.

I would therefore like to end my talk on
a positive note.

There is room for improvement in your in-
dustry, and in the very valuable service #t
offers. o

I belleve there should be more responsive
admimstration of existing law. It seems to
me that there is 8 general regulatory lag &t
the CAB, and that the board could act faster
on route cases. In the regulatory Pprocess,
justice delayed is truly justice denied.

I also believe a case can be made for some
degree of pricing flexibility. ~

I believe we should seriously consider al-
lowing airlines to offer lower fears in indi-
vidual markets to attract passengers during
periods of low trafiic demand, and to raise
fares with sudden cost increases.

Such flexibility should, of course, have &
specific ceiling and floor above and below 8
base fare level in order to prevent destruc-
tive competition or price gouging. .

Such pricing flexibility might be one tech-
nique "which would enable the air carriers
%o move progressively in the direction of
greater reliance on competition to provide
ever better and cheaper air service to the
American public. : .

1 am therefore committed to jmprovements
within our presert regulatory structure, even
alterations in it, if demonstrably necessary.

Whatever its shortcomings, however, We
have the finest commerical air transportation
gystem in the world. As we proceed to rem-
edy these ehortcomings—and remedied they
must be—I do not believe we should “throw
the baby out with the bathwater.”

Again, I wish to thank you'for the oppor-|
tunity to share my views with you., -

COMMISSIONER JEROME KUR
PROPOSES REFORMS R
PROCEDURES

Mr. KENNEDY. Mr. President, Of
May 24, 1977 in Los Angeles, IRS Com
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