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Foreword

In tracing the history of the international air transportation system, it is evi-
dent that its achievements and its success can be attributed primarily to the
goodwill and cooperation of the nations involved. In 1944, when represen-
tatives from more than fifty nations met in Chicago to develop the postwar
aviation rules, there was a divergence of opinion with respect to the key
elements of commercial air operations. The head-on confrontation,
resulting from the diametrically opposed views on market participation and
pricing, was eventually resolved through a compromise reached in 1946 in
Bermuda. Similarly, the second Bermuda Conference proved that nations
with widely divergent views can adapt their political and economic
philosophies to protect, optimize, and enhance their national interests,
without insisting on the superiority of one principle over another.

The United States has urged other nations to follow its open-skies and
free-market policies since the Chicago Conference in 1944, but in the last
two years the U.S. stand has hardened and its tactics have changed.
Dr. Taneja seeks to establish that current U.S. international aviation policy
is misguided and ill-formed and will prove to be counterproductive. He
analyzes U.S. domestic and international aviation policy by examining its
impact on fares, traffic, service, carrier profitability, exports, and the
fulfillment of a broad set of national goals and objectives. His analysis
makes a persuasive case that, although the current procompetitive and pro-
consumer policies may be ideal and noble, these policies are unrealistic and
may not be in the best interest of the nation as a whole. For example, keep-
ing fares low (which appears to be the basis of current policy) is a valid ob-
jective. However, ‘‘low’’ is a relative term, and as a sole objective it is defi-
cient. If the competing airlines of other nations operated with the same rules
as we do, the situation might be different, but this is not the case. Different
rules, different interpretations of bilateral agreements, different forms of
financial support, and different policy objectives are all present and very
real. Each nation deals with its national carrier in terms of preconceived na-
tional interests. The U.S. perception currently seems to be limited to pro-
viding our carriers with the opportunity to fly successfully or crash finan-
cially. In thinking over Dr. Taneja’s excellent analysis in this book, I have
concluded that a cost/benefit analysis would show far more benefit to U.S.
aviation policy through working in the margins of pre-existing policy,
rather than dismantling and rebuilding that structure. Historically, the
regulatory framework has given due consideration to the views of our
bilateral partners in the advancement of their own goals. According to
Dr. Taneja, not only does the new policy disregard the principles of sover-
eignty and international comity, but it does not automatically guarantee the
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expected benefits to the consumers and the airlines. Given the controversy
concerning current U.S. international aviation policy, Dr. Taneja’s book
will be of interest to the aviation community because it provides a balanced
assessment of the pros and cons of the proposed procompetitive open-skies
policy.

Alan S. Boyd

President and Chief Executive Officer,
National Railroad Passenger Corporation

First U.S. Secretary of Transportation
(1967-1968)

Chairman of the U.S. Civil Aeronautics
Board (1961-1964)



Preface

For more than thirty years, the international air transport industry has been
growing in a relatively stable regulatory environment, established by the
Chicago Conference of 1944 and the Bermuda Agreement of 1946. During
these years the international aviation community has accepted the
desirability of economic regulation to effectively meet the needs of govern-
ments, consumers, and airlines. However, in recent years the United States
government has begun to question the need of regulation to assure the ob-
jective of a viable, worldwide air transport system; in fact, inspired by the
philosophy of free-market economics, it has become convinced that regula-
tion has not been in the best interest of the public. Based on the alleged
demonstrated success of deregulation of the domestic industry, the United
States is attempting to incorporate its free-market economic philosophy in-
to its bilateral agreements. Although most of the international community
questions not only the logic and the fundamental premise of this policy but
also the likelihood of realistically achieving an ideal competitive environ-
ment, a few nations have eagerly seized the opportunity to obtain long-
term, valuable economic benefits by embracing U.S. policy.

The purpose of this book is to examine current U.S. international avia-
tion policy and to ascertain its potential impact, both short-term and long-
term, on consumers, airlines, and the nation. The first chapter reviews the
history of U.S. international policy. The second chapter analyzes the ra-
tionality of the domestic procompetitive, proconsumer, market-oriented
philosophy and the legitimacy of its claim to success. The third chapter
discusses the economic and political foundations of the new U.S. interna-
tional aviation policy, the feasibility of transferring a domestic philosophy
to international aviation, and the negotiation strategies used to implement
the new policies. The fourth chapter examines the evolution and need of the
IATA multilateral forum to resolve divergent and often conflicting objec-
tives of governments and airlines in order to achieve negotiated solutions.
The fifth chapter provides the preliminary operating and financial results of
the carriers operating on the North Atlantic and makes a realistic assess-
ment of benefits to consumers and airlines resulting from the limited im-
plementation of the new policy. The final chapter highlights the need to
reassess the ideology of international aviation deregulation. While the con-
cept is interesting, challenging, and theoretically appealing, when one
recognizes the practical realities of the international marketplace, the
divergent economic and political philosophies of various nations, and the
varying objectives of international airline managements, the pursuit of an
ideal international air transportation system becomes questionable and the
results speculative.
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This book should be of interest to students of air transportation and
aviation policy analysts within the industry and the government. Because
the book discusses the pros and cons of deregulation within the domestic
and international environments, it will provide the reader with a better
understanding of the consequences of current U.S. international aviation
policy and will offer a preferable direction to the policymakers and the
airline managements for establishing a workable environment that will meet
the challenges of the coming decades.
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Historical Policy
Review

National Sovereignty Principle

The “freedom of the seas” doctrine was first raised in 1604 by Hugo
Grotius, who had been hired by the Dutch East India Company to establish
the right of Dutch merchants to sail through oceans claimed to be owned by
Portugal. Subsequently this freedom was embraced by the British, who used
it to develop trade all over the world, The freedom of the seas doctrine
allowed nations with strong commercial shipping fleets to reach, and often
monopolize, the rich markets of the world.

In 1902, at a meeting of the Institute of International Law in Brussels, a
French lawyer by the name of Fauchille suggested a code of international air
law based on the freedom of the air.! However, aside from problems concern-
ing balloon flights, the discussion was merely academic. But seven years later,
when Louis Bleriot, a French pilot, crossed the English Channel and landed
in England, the question of freedom of the air became real.? As a result, in
1910 the French again proposed the freedom of the air doctrine in a
diplomatic conference. Britain opposed the concept because of military con-
siderations, and the meeting did not result in any agreement on the subject.

The British favored instead the concept of sovereignty of the air space
above a nation’s territory.? The importance of the British (and German)
views did not become clear until World War I when aviation demonstrated
its military potential. Therefore, while a number of legal scholars advocated
freedom of the air, governments in general could not accept this doctrine.*
Following World War 1, twenty-six countries ratified the International Con-
vention for the Regulation of Aerial Navigation at Paris on October 13,
1919, thereby establishing sovereignty of the air. The United States did not
ratify the Paris Convention because it was associated with the Versailles
Treaty and the League of Nations, which were not accepted by the U.S.
Senate.’

Recognizing that international cooperation with Latin American coun-
tries could be promoted by a special regime beyond the benefits gained by
association with the Paris Convention-related states, the U.S. government
initiated the Pan American Convention on Commercial Aviation, which
was signed in Havana in February, 1928, by twenty-two countries.® The
Havana Convention did *‘for the Western Hemisphere what the Paris Con-
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vention was doing for Europe.””” However, the Paris Convention prescribed
uniform minimum standards to be accepted by all contracting states, while
the Havana Convention left the standards to be established by the member
states.

Although both conventions established in broad terms the principle of
international aviation law, neither made any progress towards the facilita-
tion of international commercial air transportation services. Some of the
delegates at the Paris Conference had recognized this deficiency and as a
result leaders representing six airlines met in the Hague in 1919 to form the
International Air Traffic Association (IATA) to coordinate the operations
of international air transportation in such matters as documentation, condi-
tions of travel, carrier liability, and timetables. The establishment of this
cooperation was essential since air transportation was international in
nature within Europe.

Pan American and the Chosen-Instrument Doctrine

The international air transport market in the Western Hemisphere was
shared by Pan American and a few European airlines. Pan American’s
diplomatic relations with the South American countries were made easier
because of the existence of the Havana Convention. However, the
philosophy behind the development of Pan American and the European
carriers differed somewhat. Despite the acquisition of prestige and power,
the major force behind the initial development of Pan American was one of
a profitable private business enterprise. The development of the European
carriers, on the other hand, was based primarily on the need to bind the em-
pires, such as the British Imperial Airways’ route across Europe and the
Middle East to India. Consequently, the European nations were much more
willing to develop their international carriers at public expense. In 1929, for
example, each kilometer of air transport was subsidized by twenty francs
(French) by Britain for its lines in Europe; fourteen francs by Germany for
its lines; seventeen francs by France for its lines; twelve francs by Italy for
its lines and eleven francs by the United States for its lines.®

Initially, Pan American began its operations on the basis of commercial
economic viability. Juan Trippe, the founder of Pan American, was in-
terested in service to South America because it was an area in need of air
transportation and because the U.S, share of South American trade was
very small relative to the European share.” However, the U.S. government,
having realized the commercial and defense benefits of Pan American’s
proposed South American operations, was willing to pay substantial sub-
sidies to develop and expand its system. During the mid-twenties SCADTA,
a Colombian airline owned mostly by a private German group, was plan-



Historical Policy Review 3

ning to expand its operations into the Caribbean area and eventually to the
United States. The U.S. government, however, opposed any expansion of a
German-sponsored airline in the neighborhood of the Panama Canal.!®

As a result of the United States’ interest in Pan American operations,
the carrier received highly favorable treatment from the government. For
example, unlike the domestic carriers, Pan American’s mail contracts were
not cancelled in 1934. The federal government provided over $47 million to
Pan American during the period July 1, 1929 to June 30, 1940, compared to
$60 million to all other domestic carriers.!* The State Department provided
significant help resolving problems encountered with foreign governments.
The Post Office, through the control of air mail contracts, protected Pan
American from competition from the domestic carriers.!? The Postmaster
General defended the chosen-instrument concept on the grounds that it was
the only effective method of competing with government-owned foreign
airlines.’* In return for government support, the United States received
from Pan American valuable aid to the defense of the Panama Canal,
emergency service during hurricanes, earthquakes, and epidemics, and
useful information about Axis activity in South America.!* Pan American
used a substantial part of the profit made on the South American opera-
tions to develop the Pacific routes. The airline’s presence there aided in the
development of the strategically located islands of Midway, Wake, and
Guam, in particular, and the outer ring of the Pacific, in general.
Moreover, while defense considerations were important, one should not
overlook the commercial benefit for the United States of increased trade
with Latin America and the Orient.

The negotiation of the landing rights was left to the individual carrier
and foreign governments, Juan Trippe had taken advantage of this situa-
tion by negotiating exclusive traffic rights from the foreign nations. The
United States did not oppose Pan American’s initiatives to negotiate traffic
rights on its own since it relieved the government of an obligation to grant
reciprocal rights. However, with these exclusive rights, Pan American was
in an ideal position to win high-priced mail contracts from the U.S. govern-
ment. A number of authorities were concerned with such exclusive ar-
rangements but Pan American’s operations, as stated earlier, did provide a
significant impetus to the promotion and development of the U.S.-South
American trade, not to mention defense considerations. In addition, Pan
American’s high bids for mail contracts were justified on the basis of large
investments required by the airline before scheduled operations could be
started. For example, many South American countries did not have air-
ports, light beacons, or radio service; therefore, these facilities had to be
developed by Pan American at its own expense. In the United States, on the
other hand, such facilities were provided by the government.

The exclusiveness of the routes was established by Juan Trippe by tying



