THE CHANGING DEMAND FOR
AIR TRANSPORT

The North Atlantic Case

By Richard M. Smithies*

INTRODUCTION

Civil air transport is one of the truly significant industries of the twentieth century.
It is subject to rapid change and technological innovation; it is an international
industry, subject to domestic and international politics because of its importance to
defence, trade, diplomacy and national development.

Such an industry demands of government, management and labour an exceptional
degree of adaptability to meet the changing needs of the consumers. “Consumers”
are not just the travelling public, but all those persons and communities whose lives
and welfare are influenced by air transport.

The extremely rapid development of the industry in the post-war period was
assured by the regulatory framework provided by the Chicago Convention of 1944,
the International Civil Aviation Organisation, the International Air Transport
Association and the inter-governmental traffic agreements. However, this growth
has led to significant changes in the composition of the market to which the industry
has been slow to respond.

As far back as 1946, the Governments of the United States and the United
Kingdom affirmed in the Air Services Agreement concluded at Bermuda “that the
air transport facilities available to the travelling public should bear a close relation-
ship to the requirements of the public for such transport.”1

The growing discrepancy between the needs of the travelling public and the
services offered by the scheduled airlines has led to the emergence of a new class of
air carriers, known as the “charter” airlines or “supplementals”, who, being denied
entry to established markets, sought to develop new parallel markets. Their first
successes were scored in the European vacation markets linking Northern Europe
and the Mediterranean resorts. This was followed by the development of the
Hawaiian inclusive tour markets and group travel on the North Atlantic.

It is the confrontation between the scheduled IATA airlines and the non-IATA

*Formerly with R. Dixon Speas Associates Inc., aviation consultants, New York. This article was
written in September 1972, but there have been no substantial developments since that date.

1U.S. Department of State: Treaties and Other International Acts Series 1507. Air Services Agreement
between the United States of America and the United Kingdom of Great Britain and Northern Ireland and Final
Act of the Civil Aviation Conference held at Bermuda, 11 February 1949. (Washington, U.S. Government
Printing Office.)
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charter airlines on the North Atlantic that has focused public attention on the needs
of the “new travel’” market. The implications of this confrontation are wide-ranging
because they relate to the fundamental principles of air transport, and because they
are likely to result in significant changes which will shape mass air transport in the
seventies.

BACKGROUND TO ESTABLISHED CONCEPTS

Scheduled Air Transport

Historically, governments and regulatory agencies have tried to ensure that the
air travel needs of the public are met by airlines assuming a public service obligation
to provide regular, safe, efficient and reasonably available air transport for all
members of the general public who desire such service. The carriers who accept this
obligation are known as scheduled airlines.

Because the airlines’ passenger product, the seat-mile, can obviously not be
stocked, and because scheduled airlines undertake to make this product readily
available to the public, it follows that they are unable to operate at a high load factor
for any length of time. It is generally agreed that an unacceptably high proportion
of the total demand is being inconvenienced when the average load factor exceeds
6570 per cent. Seasonal variations and traffic peaks result in load factors being more
frequently around 50 to 60 per cent. Thus, the scheduled air traveller must pay a
significant price penalty, or premium, if he expects that a request for a seat between
two service points at any time will be met without undue inconvenience. The
premium he pays must cover the cost of the unsold seats.

In return for assuming this public service obligation, scheduled airlines are
assured of a certain measure of protection to guard against uncontrolled price
competition and over-capacity. A recent British commission inquiring into the
future of British civil aviation2 considered that the degree to which this protection
should be extended is one of the most crucial questions facing air transport policy
makers today.

The distinction between scheduled and non-scheduled air carriers is fundamental
to modern air transport. This distinction was first made in Articles 5 and 6 of the
Chicago Convention signed in 1944, but it related to the technical and commercial
freedoms afforded to the two types of services without defining them. A clear
definition was not forthcoming until 1952, when the Council of the International
Civil Aviation Organisation3 agreed that:

“A scheduled international air service is a series of flights that possesses all the

following characteristics:

(a) it passes through the airspace over the territory of more than one state;

(b) it is performed by aircraft for the transport of passengers, mail or cargo for
remuneration, in such a manner that each flight is open to use by members

of the public;

2Professor Sir Ronald Edwards in British Air Transport in the Seventies. Report of the Committee of Inquiry
into Civil Air Transport. Cmnd. 4018 (H.M.S.O., London, May 1969).
3See ICAO Document Doc 7278-C/841, 10 May 1952.
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(c) it is operated, so as to service traffic between the same two or more points,
either:
(i) inaccordance with a published timetable, or
(ii) with flights so regular or frequent that they constitute a recognisable
systematic series.”

Most international scheduled airlines are members of the International Air
Transport Association, a world-wide industry organisation formed in 1946 at
Havana to control competition, ensure similarity of service standards, and establish
fares. IATA has succeeded in the past in establishing a stable environment for the
continued progress of civil air transport throughout the world. But as the basic
philosophy and concept of air service in the mass markets has been challenged by
newcomers, so IATA has become the means of implementing the defensive strategy
of the scheduled airlines. Secor Browne, Chairman of the U.S. Civil Aeronautics
Board,* referred to this as the “vice of market containment rather than market
development”.

Reflecting increasing concern over the rationale behind the rate-making process,
the International Organisation of Consumers Unions (IOCU) presented a position
paper to the United Nations in June 1970. This paper, openly critical of IATA, was
published as an official United Nations documents. It contains the following
passage:

“Originally, IATA was entrusted only with the recommendation of the inter-
national air fares to be charged, the final decision being left to the various
governments who ratified the recommendation. As few governments have the
resources in personnel needed to scrutinize the more than 60,000 international
air fares agreed upon at every IATA traffic conference, the net result of the
present arrangement is that, de facto, the airlines fix the prices for international
air fares between all those parts of the world which are the home of their 105
members.

It is the opinion of IOCU that IATA has become a mechanism for the elimina-
tion of competition in air fares. That being so, it must be insured that the system
of fixing fares is more responsive to the consumer interest. It should be subjected
to the cartel rules that are commonly accepted in other fields of business and,
particularly, provision should be made for the disclosure of more information
about fare structure and for public hearings on the establishment of rates, with
an opportunity for the presentation of the consumer position with respect to
rate questions.”

The need for scheduled service is not open to question. What is in question in the
North Altantic controversy is how much scheduled, or “premium”, service is required
on the various routes, and how much “bulk” transport at low cost can be provided to
meet changing consumer demand. This has to be ascertained on a route by route
basis, where the traffic volume allows such a distinction to be made without impairing
the necessary level of public scheduled service.

4In an address to the Royal Aeronatucial Society.

SICAO was established in 1946 as a United Nations technical agency, while IATA operates within
the framework and concepts evolved by ICAQ. It is therefore appropriate that the United Nations
play some role in this matter.
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Non-Scheduled Air Transport

A commentary attached to the definition of an international scheduled air service,
agreed upon by the Member States of the International Civil Aviation Organisation
in 19526, noted that two important types of commercial air transport are not
available to the general public, namely, aircraft chartered by one person or under-
taking (single entity charter) and group flights. The emergence of the non-scheduled
air lines as a distinct category of air carriers during the ensuing decade was linked to
the development of these two forms of air transport.

Within Western Europe, further scope for expansion was opened up by the Paris
Agreement of 19567, which liberalised non-scheduled flights that had for object
“the transport of passengers between regions which have no reasonably direct
connection by scheduled air service”, subject to the proviso that scheduled services
were not adversely affected. The Paris agreement had the important and unforeseen
effect of permitting the development of inclusive tour services, a category of non-
scheduled operations that by 1971 accounted for some 50 per cent of all intra-
European passenger-miles flown.

In addition to operating commercial non-scheduled services, the charter airlines
in the United States and the United Kingdom relied heavily upon military charters.
Indeed, it might be said that the manner in which they demonstrated their capability
during the Berlin airlift ensured their continued existence during the precarious
years of the 1950s.

Only in the United States has the statutory authority of the non-scheduled airlines
ever been seriously questioned. In 1951, the Civil Aeronautics Board initiated the
“Large Irregular Carrier Investigation”, in which the Board announced that it
would be seeking the answers to two important questions:

(1) Is there a need for air transport services by the large irregular carriers and
irregular transport carriers in addition to and supplemental to services
performed by the public carriers holding certificates of public convenience
and necessity . ...?

(2) If the answer to the foregoing issue is in the affirmative, what type or types
of such supplemental services would best be adapted to the performance of
the transport services required to meet the need . . . ?

As a result of the investigation, the CAB determined that there was a need for such
services and decided to grant temporary certificates of public convenience and
necessity to 25 “supplemental” carriers, as they now came to be known. The
scheduled carriers appealed against this decision before the United States Court of
Appeals, and a reversal was obtained on the grounds that the CAB was not legally
empowered to certificate supplemental air carriers. In view of this ruling, the Board
asked the United States Congress to redefine the role of the supplemental carriers and
to clarify the powers of the CAB on the certification issue. This was duly done by
Congress, which in July 1962 enacted Public Law 87-528. For the first time the
statutory position and role of the supplementals were clearly defined, and Section 401
of the 1958 Federal Aviation Act, which deals with economic regulation and certifica-

6ICAO Doc 7278-C/841, 10 May 1952.
7The Multilateral Agreement on Commercial Rights of Non-Scheduled Air Services in Europe. UK Treaty
Series No. 42. Cmnd. 1099. (H.M.S.O. 1969).
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tion, was amended to authorise the CAB to grant certificates of public convenience
and necessity to the supplementals on a geographical basis.

By the mid-1960s, the European non-scheduled carriers had convincingly demon-
strated the validity of the inclusive tour concept, and the CAB, referring to the 1962
legislation, authorised such services by certain supplemental airlines in the United
States. The legality of this action, which was based upon Public Law 87-528, was
disputed by the scheduled airlines on the grounds that inclusive tour charters consti-
tuted individually ticketed travel. Thus the supplementals were again being challeng-
ed on their right to expand a market and a concept that they had developed. When
the Supreme Court8 was unable to decide the matter, Congress once more had to
consider the role of the supplementals. As before, Congress felt that the public interest
was better served by the supplementals being allowed to participate in the develop-
ment of the inclusive-tour market; and it enacted Public Law 90-514. Its belief was
expressed in the following terms:

“Congress carved out for the supplemental air carriers a special role in transport,
that of charter specialists. These carriers since 1962 have become solid, respons-
ible, safe and profitable business entities. They have served the purpose Congress
intended well and have provided a valuable adjunct to the scheduled air
carriers. They have been indispensable in providing added air-lift capacity to
meet the national defence needs in South Vietnam and throughout the world.
They have actively promoted the airline charter business to the point where it is
a growing means of travel for American citizens, who otherwise would have been
denied an opportunity to take low-cost vacations by air. Supplementals are a
permanent and integral part of the national air transport system.”9

The legal proceedings in the United States had the merit of permitting public
debate in an open court of law and before the appropriate committees of Congress of
the role that should be played by the non-scheduled air carriers. Basically, these
hearings underlined two important points, which constitute the basic characteristics
of international non-scheduled operations. First, the key distinction between
scheduled and non-scheduled services was that charter operators could not offer
individually ticketed air transport. Second, it was recognised that charter costs could
be lower because all the seats on a chartered aircraft were contracted for by the
chartering organisation (the tour operator in the case of an inclusive tour charter
and the affinity group in the case of the group charter) and the cost allocated among
the participants, who did not have to pay for the cost of empty seats. '

Low cost consituted the raison d’étre for charter services, while the prohibition
to engage in the carriage of individually ticketed passengers provided the basis for
the regulations governing the various types of charters permitted. On the North
Atlantic routes, the regulatory framework within which the non-scheduled carriers
have operated was determined by resolutions passed by the scheduled airlines
belonging to IATA at a composite traffic conference held at Honolulu in November
1953. With minor variations, IATA Resolutions 045 and 810e, specifying the types of
charters, minimum prices and conditions of sale, constitute the basis for the regulations
adopted by most states.

8World Airways Inc. vs. Pan American World Airways, 391 US 461 (1968).
9Senate Report No. 1354, 90th Congress, 2nd Session, p. 4 (1968).
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Ninety per cent of the charters operated across the North Atlantic fall into a
category known as affinity group charters, also referred to as pro-rata charters, since the
cost of the charter is allocated pro-rata among the participants. IATA Resolution 045
stipulates that, to be eligible, a group must have “principal purposes, aims and
objectives other than travel and sufficient affinity existing prior to the application
for charter transportation to distinguish it and set it apart from the general public”.
Arbitrary limitations on group size from 20 to 50,000 exist in most countries, with a
requirement for six months’ prior membership in the group and a prohibition on the
use of mass media to advertise a charter. The apparently arbitrary nature of the
regulations has led to widespread abuses which have been well publicised. Neverthe-
less, it should be remembered that the original aim of these limitations was to
differentiate a group charter from individually ticketed travel.

Other types of charters sanctioned by Resolution 045 include own use charters
(single entity), student study group charters and military charters. A single entity charter is
permitted when a private person or corporation charters an aircraft for his or its
use on condition that passengers do not share in the cost either directly or indirectly.

The inclusive tour charter, which is the basic form of charter transport within Western
Europe, has been so restricted as to play no significant part in the development of the
North Atlantic charter market. It might be argued that these restrictions are in part
due to its very success within Europe. The European Civil Aviation Conference
defined an inclusive tour in 1958/59 in the following terms:

“An air inclusive tour consists of a round trip or circle trip performed in whole
or in part by air for a comprehensive price which includes accommodation for
the period the participants are away from the starting point of their journey.
It may also provide for additional facilities and may be undertaken either on
normal scheduled air services or an aircraft especially hired for the purpose. A
tour is normally for a predetermined period and to an announced destination or
destinations.”

The economics of the inclusive tour are dependent upon the tour operator being
able to mount a “back-to-back” operation, so that an aircraft will take one group to
its destination and return with another group, thus ensuring that there are no empty
legs. The 1968 U.S. legislation of I.T.C’s originating in the United States includes a
requirement that the tour must make at least three overnight stops at poinis at least
fifty miles apart, effectively negating the basic principle of the operation. Proposed
legislation would amend this requirement. Nothing, however, precludes an affinity
group from performing a point-to-point L.T.C.

Inclusive tours from the United States also face quota restrictions on the number
of inclusive tours that may be operated by charter airlines to most European coun-
tries. In 1969 the European Civil Aviation Conference evolved a frequency limitation
formula which limits inclusive tours on the North Atlantic to one per cent of all
scheduled flights in the preceding year. In addition, the U.S. Civil Aeronautics
Board adheres to the application of an “uplift ratio” of four inclusive tour charters
originating in the U.S. for every three originating in Europe. The result is that
few inclusive tour charters are operated across the North Atlantic.

Until 1972 the general authority and scope of activity of non-scheduled operators
on the North Atlantic have been limited to charters of these categories.
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THE “PROBLEM” OF THE NORTH ATLANTIC

Confrontation on the North Atlantic

The regulations outlined above have successfully permitted the scheduled and
non-scheduled airlines to develop a mass market for air travel across the North
Atlantic. Through imaginative and agressive marketing and low fares, the non-
scheduled operators have steadily increased their share of the market. The TATA
airlines, obliged to respond to price competition from the charter carriers, have
resorted to promotional fares based on marginal cost pricing. Lower air fares,
expressed in terms of average yield per revenue passenger-mile, have demonstrated
the high price-elasticity of demand in the various markets, but at the same time have
brought profitless growth and even losses to the scheduled carriers.

Between 1960 and 1971 (see Table 1), total North Atlantic air passenger traffic
grew at an average annual ratel0 of 17-5 per cent, from 2 to 11-3 million passengers.
Traffic carried on scheduled services, including those of Loftleidir, a non-IATA
airline, increased during the same period from 1-8 million to 7-8 million, an average
annual growth of 15-1 per cent.

Non-scheduled traffic, flown by IATA-member airlines, U.S. supplementals and
European and Canadian charter operators, has increased at an average annual rate
0f 29-0 per cent, from an estimated 198,000 passengers in 1960 to 3-5 million in 1972.
Throughout this eleven-year period, the charter traffic carried by the scheduled
airlines has accounted for between 7 and 14 per cent of the total number of air
passengers on the North Atlantic routes, and has grown at a slightly lower rate than
the scheduled traffic (14-7 per cent per annum compared with 15-1 per cent). In
contrast, the charter traffic carried by the non-scheduled airlines has grown from 1-5
per cent of the traffic in 1960 to 4-5 per cent in 1965, 83 per cent in 1967, 17-7 per
cent in 1969 and 21-4 per cent in 1971. During the critical years 1963-1971, charter
traffic carried by the non-scheduled airlines has increased at an average annual rate
of growth of 56-0 per cent.

The growth in scheduled traffic has been accompanied by falling yields on the
North Atlantic, as may be seen from the experience of Pan American’s Atlantic
Division. During the five years 1959 to 1963, in which the jet replaced piston and
turboprop engined aircraft on the North Atlantic, Pam Am’s yield per revenue
passenger-mile on scheduled services fell by 17 per cent, from 7-7 cents to 6-7 cents.
In the following seven years the yield continued to decline steadily as an increasing
number of discount and promotional fares were introduced. By 1970 the yield was
20 per cent Jower than it had been in 1963, at 5-4 cents per revenue passenger-mile.
Taking into account general rises in the consumer price index on both sides of the
Atlantic, the real cost of transatlantic air travel to passengers has fallen even more
rapidly. The introduction of jet and then of turbofan equipment reduced operating
costs during these years, but yields decreased at an even faster rate.

At the same time as yields have fallen, load factors have also slipped as scheduled
airlines have sought to meet increased seasonal traffic peaks and, in some cases, to
improve their market shares. The result has been mounting financial problems for

10Computed by the method of least squares,
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the scheduled airlines on the North Atlantic, and a forecast loss of $206 million!! in
1973 if a load factor of 55-3 per cent is achieved. To break even, TATA’s commercial
research committee estimated that the carriers would have to either attain load factors
of 62 per cent or adopt an overall fare increase of 12-2 per cent based upon a 553 per
cent load factor.

Knut Hammerskjold, Director General of IATA, speaking in January 197012,
recognised the need for the creation of a new and simplified fare structure correspond-
ing both to the requirements of the market and to sound airline economics. At the
same time he stated: “Experience has shown that many of the difficulties encountered
by the world air transport industry as a public service have their roots in lack of
sufficient coordination and lack of consistent policies on the part of other components
of international civil aviation, such as governments and international organisations.
It is therefore necessary that a major effort also be made on the part of governments
in order to achieve such coordinated and rational policies which will complement
rather than work against the airlines’ efforts to reduce travelling costs for the mass
public of the *70s.”

It is undeniable that the situation on the North Atlantic is fast approaching a
crisis which holds widespread implications for every one concerned, the airlines,
governments and the consumer. The scheduled airlines serving the North Atlantic
face severe financial problems, which they consider are the consequence of competi-
tion from non-scheduled air carriers. IATA maintains that, unless measures are
taken to restrict the activities of the non-scheduled airlines, scheduled services on
certain routes will have to be curtailed. At the same time, increasingly vocal con-
sumer groups are calling for the liberalisation of charter transport. The problem
facing governments and airlines at the present time is in itself a measure of the success
they have achieved in meeting the need for low-cost transport.

It may well be argued that the crux of the problem on the North Atlantic is to be
sought in three basic contentions. First, that there is a relative excess of scheduled
service on some of the major transatlantic routes, bearing in mind that only a certain
proportion of the traffic has a need for “on-demand” transport. Second, that the
scheduled airlines have evolved a complicated and unprofitable fare structure which
results in those who need scheduled service being obliged to cross-subsidise those who
require low-cost bulk transport. And third, that ad hoc adjustments to the regulations
governing non-scheduled operations have produced an unwieldy system that has
obscured the essential requirements of the public. These observations are substanti-
ated in the following sections, which deal with specific facts as they relate to the
London-New York market, a route which accounted for 24-9 per cent of total
transatlantic air travelin 1971.

Excessive Scheduled Service on some Transatlantic Routes

One of'the keys to evolving a mass air transport system adapted to the needs of the
market lies in a determination of the level of scheduled service that must be provided
in the major markets to ensure that the “on-demand” need for air service is satisfied.
If more scheduled service than this is provided, there is a relative excess of scheduled

114viation Daily, 3 October 1972, p. 175.
12 Aviation Daily, 2 January 1970, p. 1.
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service. This point was strongly made by Warren Magnuson, U.S. Senate Commerce
Committee Chairman, when he stated!3 that, while scheduled service must be
preserved, “there is no need whatsoever to protect or nurture an overabundance of
scheduled service if the result is to unduly restrict our citizens’ right to purchase lower
cost, less convenient charter transport.”

From information published by the U.S. Department of Commerce (U.S. Travel
Service), the Port of New York Authority and the British Tourist Authority, it is
estimated that in 1968 only 18 per cent of U.S. citizens flying to the U.K. were
travelling on business, compared with 27 per cent of all U.K. citizens arriving in the
United States. A weighted average indicates that 22 per cent of all passengers
between the U.K. and the U.S. were travelling on business.

If one makes the assumption that most business travellers, as well as those persons
travelling on urgent personal business or family matters, require the availability of
premium or scheduled service throughout the year, it may be estimated that roughly
one third of the present passengers have a need for this service. These passengers are
sensitive to time and convenience, while the remaining two-thirds, travelling on
vacation or to see friends or relatives, are more sensitive to price. The personal travel
market is prepared to accept a reasonable amount of inconvenience (prior booking
requirements, use of an outlying airport, etc.) in return for lower cost transport.

In 1971 a total of 1-26 million passengers flew on scheduled and charter services
between London and New York. Of these, 975,000 passengers, representing 77 per
cent of the total, flew on scheduled services operated by seven airlines. Traffic flow
statistics published by the International Civil Aviation Organisation for June 1971

ive an approximation of the relative capacity and number of passengers carried by
these airlines (see Table 2).

TABLE 2
Scheduled Airlines in London—New York Market, JFune 1971

Seats Offered Passengers Carried

Airline Number (’000) % Number (’000) %
P.AA. 63-3 30-8 33-1 30-1
T.W.A. 57-1 27-8 304 27-6
B.O.A.C. 534 26-0 28-5 259
Air India 12:2 6-0 7-0 63
El Al 9-3 4-5 69 6-2
Qantas 56 2-7 2:2 20
J.AL. 4-5 2:2 2-1 19
Total 205-4 100-0 110-1 100-0

Source: ICAO, Traffic Flow Statistics.

In July 1972 these airlines flew between 16 and 17 departures daily between
London and New York, a total of 32 to 34 flights in both directions. At least 60 per
cent of these flights are on Boeing 747 aircraft, with approximately 352 seats.
Because of the difference in the time zones, subsonic aircraft are limited to certain

13Speech to the New York Foreign Trade Club, May 1972,
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hours of departure (known as departure “windows”). Thus 17 flights leave London
between 10 a.m. and 6 p.m. local time (an 8-hour span), arriving at New York
between 1 p.m. and 9 p.m. In the reverse direction, from New York to London, there
are only two “windows” of short duration. Three flights depart from New York at
about 10 a.m. to arrive within twenty minutes of each other at about 9.45 p.m. A
second departure “window” opens between 6.30 p.m. and 10 p.m. at New York to
permit arrivals at Heathrow between 6.30 a.m. and 11.15 a.m. In the space of
3% hours thirteen flights arrive at London, on average one flight every thirteen
minutes.

It is pertinent to ask whether the London—-New York passenger with a need for
scheduled service requires this kind of frequency. If regulations were adopted that
ensured no change in the structure of the London-New York market between 1971
and 1980 (a purely hypothetical case), there might be between 54 and 62 arrivals
and departures per day during June 198014. Obviously the traffic will not be handled
in this manner, because of traffic congestion, development of other routes, charter
penetration, etc. Nevertheless, the logic of the present system points in this direction.

A Complicated and Unprofitable Fare Structure

Before the introduction of group and excursion fares across the North Atlantic
in the early 1960s, there were three basic fares available to passengers wishing to fly
on scheduled services: first class, economy peak and economy winter. By 1972, a
total of 36 fares were being offered to the public desiring scheduled service between
London and New York. During the intervening years the only fares to be increased
in a systematic manner were the basic first class and economy fares; the latter had
been further differentiated to introduce an off-peak or shoulder season fare. In
addition to the basic fares, there are now 16 promotional fares, and these are subject
to weekend travel surcharges, making a total of 32.

The introduction of new promotional fares since 1963 was primarily intended as a
competitive response to the non-scheduled airlines. To guard against the diversion
of scheduled service passengers from the basic fares to the lower yield promotional
fares, various limitations on travel were progressively introduced. To this end,
every promotional fare is qualified by some limitation governing the duration of the
trip, whether accommodation and ground transport have been purchased at the
some time, or prior membership of a limited social group (to qualify for a student
fare or an affinity group fare). The extent of these limitations may be seen from
Table 3.

In spite of these precautions, the diversion to discount fares has been greater,
and consequently average yields have declined faster, than expected. The overall fare
structure is designed to return an average yield sufficient to cover operating and
financial costs with a reasonable margin. If the yield is in fact much lower, it follows
that the airline will find itselfin financial difficulties.

Although little public information is available on the split of traffic on scheduled

14Estimate based upon a U.K.~U.S. air travel market of 9-1 million in 1980 (an extrapolation of the
period of 1960-1971), no change in scheduled share of the market (i.e. approx. 75%), no change in
London-New York share of total scheduled traffic (i.e. 46%,), June accounting for 11:5%, of the
passengers, an average load factor of 55%, and an average aircraft size of either 350 or 400 seats.
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services according to fare type, an illustration of the dilemma facing the scheduled
carriers is provided by Pan American in a submission to the Civil Aeronautics Board.
In 1968 Pan American forecast that, by 1970, 56 per cent of its transatlantic pas-
sengers would be travelling at the basic fares, while 44 per cent would fly at discount
fares. It was later revealed that the proportions were almost reversed, normal fares
accounting for only 42 per cent of the traffic: 8-3 per cent had travelled first class, 34
per cent normal economy, 24-8 per cent on the 14-28-day excursion fare, 14-8 per
cent on the 29-45-day excursion fare and 1-8 per cent on other excursion fares.
In addition, inclusive tour passengers accounted for 1-8 per cent, group inclusive
tours for 5-9 per cent, affinity fares for 4-3 per cent and family plan for 0-7 per cent.
This distribution applies only to full revenue passengers and does not include staff
and travel trade discount travel, which constitutes as much as 10 per cent of the total
traffic. It may thus be argued that the profusion of discount fares makes it difficult,
if not impossible, for a scheduled transatlantic airline to ensure the financial viability
ofits operations on these routes.

A further objection to discount fares stems from the observation that approximately
half the fares quoted between London and New York are set at a level below the cost
of providing the service. In consequence, those passengers who have a need for
scheduled service find themselves obliged to cross-subsidise the carriage of passengers
who do not require the full convenience of scheduled service, and who are not
prepared to pay the cost that such convenience entails. This point is apparent from
Table 4, which shows the various fares available to the public on scheduled services
and the estimated average cost of carriage expressed in cents per revenue passenger-
mile. Cost information published by the Civil Aeronautics Board for the trans-
atlantic operations of Pan American and TWA, and by the Department of Trade
and Industry for BOAC, indicates an average capacity ton-mile cost of 21 cents.
Assuming a 55 per cent load factor, this equates to a cost per revenue passenger-mile
performed of 3-8 cents.

There is clearly a case to be made for fare differentials which relate to cost factors.
There is an added cost involved in providing capacity to meet peak travel require-
ments at weekends and at different times in the year. In 1971 approximately 40 per
cent of all London-New York travel occurred during the three-month period July to
September. However, all the promotional fares involve some limitations which bear
no relation to costs, such as the duration of stay at one’s destination or social criteria.
‘The CAB has long advocated a cost-oriented approach to pricing, but it is only
comparatively recently that the transatlantic scheduled carriers have publicly
referred to the need for a profit-oriented fare structure which reflects the cost of doing
business on a year-round basis.

Diversity of Charter Regulations

The confusion in the scheduled airlines’ fare structure is paralleled by the variety
of regulations defining the role and authority of the non-scheduled airlines. Both are
due to a pragmatic and ad hoc approach adopted by governments to meeting the
needs of the public, while at the same time safeguarding the market position of the
scheduled airlines. The complexity of both scheduled fares and charter regulations
at the present time has resulted in a situation that can at best be termed uneconomic
and chaotic. Relatively few persons active in the transatlantic travel trade are
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TaBLE 4 .
LONDON-NEW YORK SCHEDULED AIR FARES—1972
Comparison of Passenger-mile Rates

Fare / Rate Rate per R,P.M,
3 4 5 6
Firstcloss o v v v v v o 0 o 0 0 0 0 0 v e e e $842/12.24
Economy-peak + v v v v 4 o 0 v e a0 00w e 534/7.8
Economy=shoulder . . . . . v . . o . 0 00 430/6.2
Excursion=-(14-21 day)-peak . . . . . e e e . 412/6.0
Economy-winter . v o v v o o o 0 o 0 s s 388/5.6
Excursion=(17-28 day)-basic . . . . . . . . 349/5.0
Excursion=(22-45 day)-peak . . . . . . . . 313/4.5
Youth-peak . . & v v 0 v v v oo 00 313/4.5
Group inclusive tour=(14-21 day)~shoulder , . . . .  304/4.4
Affinity group=peak « . + « v ¢ ¢ ¢ 0 o 0000 292/4.2
Excursion=shoulder ., . . . . S e e e e e e e e 240/3.5
Group inclusive tour-(14-21 day)=basic . . . . . . 240/3.5
Youth-shoulder . . . . . ¢ v ¢ o v v v v v v 240/3.5
Group inclusive tour-(8 day)-winter. . . . . . . . 220/3.2
Youth-winter . & v v v v v v o e e e 219/3.2
Affinity group-shoulder . . . . . . . o .. oL 219/3.2
Incentive (20 persons, 6-14 day)-shoulder . . . . . 219/3.2
Excursion-(29-45 day)-winter. . . . < . . o . . . 219/3.2
Incentive (20 persons, 5-14 day)-winter . . . . . . 198/2.9
Affinity group (30-40 persons) . « « s 4 40 4 v . 198/2.9

Cost per r.p.m. at 55% load factor

Fares are shown in U.S. dollars; rates in U.S. cents per revenue passenger mile (R.P.M.).

properly cognisant of all the details and alternatives; the result is that a large
proportion of the travelling public opts for a course of action that contravenes the
existing regulations. This applies not only to affinity group travel, but also to the use
of youth fares and the illegal rebating activity of certain travel agents. In 1972,
recognising the shortcomings of the present situation, particularly in affinity charters,
governments on both sides of the Atlantic sought to introduce a number of liberalised
forms of bulk transport.

The lead was taken in September 1972 by the U.S. Civil Aeronautics Board, which
announced that it would authorise a new form of charter transport known as Travel
Group Charters. This step was taken in response to President Nixon’s International
Air Transportation Policy statement of June 1970, which recognised the need for
Jow-cost bulk transport on condition that scheduled services were not impaired. The
travel group charter is to be introduced for an experimental period ending December
1975; it will enable any group of 40 or more persons to be formed for the purpose of
chartering all or part of an airplane. The cost of the charter must be shared on a
pro-rata basis; it must be a round trip for a minimum of 10 days (7 days within North
America) ; participants must pay a 25 per cent non-refundable deposit at least three
months in advance; and the organiser must safeguard these payments through
bonding or escrow arrangements with a bank. CAB member Whitney Gillilland ex-
pressed the dissenting opinion that the Board lacked legal authority to issue the new
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rule, since there was insufficient distinction between group travel and individually
ticketed travel. :

Two major obstacles remain to be overcome before the travel group charter
concept can be put into practice. Several airlines and private individuals have already
moved to contest the legality of the CAB’s decision in the courts, and it is possible the
issue may be taken before Congress for final clarification. In addition, the agreement
of foreign governments must be obtained before such charters can be operated
overseas. The CAB is placed in an ambiguous position because inter-governmental
negotiations are handled by the Department of Transportation and the State
Department, which have both expressed policy positions on charters that are at
variance with those of the CAB.

Within two weeks of the CAB move, the U.K. Civil Aviation Authority announced
that British airlines would be permitted to operate advance booking charters from
April 1973 for an experimental period of one year. The advance booking charter
differs from the travel group charter only in some minor details: 14 days instead of
10 days trip duration, 50 group members instead of 40, and applicability only to
North America and the Caribbean. More important differences are that the ABC
does mnot entail any compulsory advance deposit, and where the organiser so
requires refunds will be allowed. Otherwise the basic concepts are similar, the
principal characteristics being the three-month advance booking requirement and
availability to all members of the public without regard to prior affinity. The major
weakness in both cases lies in regulatory control of the activities of tour organisers,
although the travel group charter incorporates more safeguards for the travelling
public than the advance booking charter. It is also worthy of note that the advance
booking charter is little different from the “Early Bird” fare system which BOAC
sought without success to introduce into the IATA fare structure some years ago, and
thereafter made available on certain cabotage routes.

In addition to being able to provide advance-booking non-affinity charters, the
non-scheduled airlines appear to be on the verge of obtaining authority for scheduled
low-cost transport. The granting of this authority to Laker Airways, a U.K. non-
scheduled operator, followed shortly after a critical speech by Prime Minister
Edward Heath to the 28th annual general meeting of IATA, held in London at the
end of September 1972. Heath stated that ““if the scheduled carriers do not provide
simple and inexpensive transport, these passengers will look elsewhere, and no one can
blame them”. Shortly afterwards, the U.K. CAA announced that it would license
Laker Airways to operate a “Skytrain” service between London and New York at
one-way fares of $81.25 in winter and $92.50 in summer. Bookings would be
permitted only at the airport and no reservations would be allowed. Trans Inter-
national, an American supplemental airline, promptly responded by asking the
CAB for authority to operate a “Skybus” service at a one-way fare of $75. A valid
objection to the “Skytrain” formula is that it can only be economical if its provision
is limited. Otherwise it will take on all the cost characteristics of a scheduled service.

Trans International’s move must be viewed against the background of two
proposed bills that were reviewed in May 1972 by the Senate aviation subcommittee
under the chairmanship of Senator Howard Cannon. It should be borne in mind that
the basic distinction between scheduled and non-scheduled service in U.S. law lies in
the concept that individually ticketed transport is the prerogative of the scheduled
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airlines. One bill, S.2548, would grant supplemental authority to scheduled airlines,
and scheduled rights to the supplementals. It would also permit mergers between the
two types of carriers. A second bill, S.3513, would redefine supplemental air trans-
port. This bill would amend the language in the Federal Aviation Act that states
that the purpose of supplemental transport is to supplement scheduled service, and
would further eliminate the differences between the two types of carriers. §.3513
would also amend the U.S. legislation on inclusive tour charters, notably by eliminat-
ing the requirement to “3-point” a tour, and would give the CAB authority to
retaliate against foreign governments which restricted U.S. inclusive tour charters.

The transatlantic charter debate is by no means limited to the U.S. and U.K.
governments, although the CAA and the CAB are the first agencies to take specific
action. While the above developments have been taking place, the U.S. and Canad-
ian governments have been involved in continuing discussions with the Western
European States belonging to the European Civil Aviation Conference, in an effort
to reach a multilateral agreement on charters along the lines of the 1956 Paris
agreement on European non-scheduled services. It might be recalled, however, that
the Paris agreement succeeded primarily because it was not specific and because it
called upon signatory states to treat non-scheduled operations in a spirit of liberal-
ism going beyond the terms of the Chicago Convention. The situation on the North
Atlantic is too complex to be dealt with in the same terms. In an editorial dated
27 April 1972, the respected trade journal Flight International plainly stated: “The
best rules will be founded on market research. The regulators have been flying
rather too much by their seat-pants.” As this article has attempted to show, the
present situation is beset by a multitude of alternative schemes, which still beg the
question of what kind of transport is really required.

DEFINING NEW CONCEPTS—SOME SUGGESTIONS

There is a need to determine the demand for “individual” transport, or scheduled
air transport, and the demand for “bulk transport” or charter air services, on a
selective basis, route by route. Whatever solution is finally adopted, it must be
flexible and open to review at regular intervals. These demands are dependent upon
the numbers and characteristics of the travelling public on a particular route. In
other words, it is no longer possible to define the role of either group of carriers on a
general basis. Regulatory authorities must be selective and specific in certifying
airlines to meet the “public convenience and necessity”.

The position of most governments concerning the need for scheduled services was
clearly expressed in President Nixon’s June 1970 Statement on International Air
Transport Policy:

“Scheduled services are of vital importance to air transportation and offer
services to the public which are not provided by charter services. Only scheduled
services are expected to offer regular and dependably frequent schedules,
provide extensive flexibility in length of stay, and maintain worldwide routes,
including routes to areas of low traffic volume. Substantial impairment of
scheduled services could result in travellers and shippers losing the ability to
obtain these benefits. Accordingly, in any instances where a substantial impair-
ment of scheduled services appears likely, it would be appropriate, where
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necessary to avoid prejudice to the public interest, to take steps to prevent such
impairment.”

One of the key phrases in this statement is “impairment of scheduled services”.
Little if any market research has been undertaken to answer the question what
constitutes the necessary level of scheduled or “premium” air transport on the major
transatlantic routes. Impairment and diversion are terms that are often used inter-
changeably. It appears likely that scheduled services will in future see traffic diverted
to low-cost “bulk” transport. This need not imply that scheduled services will be
impaired. In determining the role that bulk transport should play on a specific route
that may be qualified as a mass market, the base line must always be the number of
persons requiring scheduled transport and willing to pay for the higher costs involved
in providing it. This question was touched upon above in connection with the
London-New York route.

Any restructuring of scheduled services should also involve an entirely new fare
structure based on costs. Scheduled fares might be confined to three basic fares, first,
economy and standby, with adjustments limited to seasonal and weekend surcharges
or discounts. Premium scheduled service might continue to be the prerogative of
those airlines currently providing it.

Charter and non-scheduled services might be reclassified as “bulk” services to
avoid confusion with earlier concepts. Bulk services would be open to all members of

the general public, and should meet two basic travel requirements on the North
Atlantic:

(a) the needs of those persons desiring point-to-point carriage, regardless of
their private reasons for travel, who are prepared to accept certain incon-
veniences which result in lower costs of operation. These include the use of
outlying airports (Stansted, for example, at London, Newburgh or Bradley
Field at New York), advance booking, low-cost handling facilities and high-
density seating;

(b) the needs of inclusive tour groups, where transport is only one portion of a
single package arrangement designed to meet the common desires of a
group of persons for vacation, sport or cultural activities, at a lower cost due
to the bulk purchasing of the various components constituting the package.

In both cases people must be grouped in full planeload batches. However, only in the
case of the inclusive tour should the grouping be undertaken by an indirect air carrier
(i.e. a travel organiser who is not an airline). The role of group organisers in the
provision of point-to-point travel should be strictly controlled: it has shown itself to
be open to serious abuse in the absence of a complicated licensing system.

Bulk transport could be offered at a fare similar to that currently being proposed
by Laker and TIA for the Skytrain services, i.e., about $80 one-way. Such fares are
made possible by exploiting the inherent efficiency of full planeload movements. The
key to achieving full planeloads lies in advance booking. Both the travel group
charter and the advance booking charter call for booking three months in advance.
Consideration might be given to evaluating the use of electronic booking systems to
build up full planeloads and to establishing an advance booking period as a function
of the time required to accomplish booking and of the time needed to determine
aircraft and crew scheduling patterns.
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Such a system might be operated in the following manner. The airlines designed
to serve a particular route, both scheduled and non-scheduled airlines under the
present terminology, might form a “bulk transport pool”. The booking of passengers
would be handled by travel agents and airline offices through the pool booking
system. A certain proportion of the flights operated by the pool might be reserved for
the present scheduled airlines, in recognition of their earlier role in developing the
market and to compensate them for the diversion of traffic from their scheduled
services. The remainder of the flights operated by the pool might be offered for open
bidding or determined by bilateral agreement.

A person desiring to purchase bulk transport would be given two cards for the
outbound and the inbound portions of his journey. Apart from pertinent personal
information, the prospective passenger would designate a preferred date of departure/
return and two or three alternate dates. These would be transmitted by the agent to
the pool data processing services, which would load bookings in full planeload
batches. If the last batch on a given day is less than a full planeload, or some cut-off
load factor, these bookings might be transferred to the following day as a priority
loading. The system would have all the advantages of the scheduled “Skytrain”
concept without its drawbacks. Furthermore, it is conceivable that, if scheduled
services were reduced on certain less important routes (to a frequency level below a
daily service, for example), the bulk transport pool might cross-subsidise them within
certain limits. This might be necessary to ensure an orderly rate structure for all
services across the Atlantic.

A measure of the diversion that might be expected from scheduled services to
bulk operations may be gauged from the results of telephone surveys conducted by
Pan American and TWA which were submitted to the CAB. Pan American
passengers booked on transatlantic flights were asked:

“Suppose you could save money on your airline ticket if a new fare were
available. However, to use the new fare you would have to make your airline
reservations at least six months in advance and make a 25%, deposit which
might not be refundable if you cancelled your trip.”

Almost 409, of pleasure travel respondents stated that they would have taken
advantage of the new fare if they could save only $50. Two-thirds of those inter-
viewed said they would have used the new fare for savings between $50 and $200.
A similar survey was conducted by TWA, which showed that 359, of those inter-
viewed would have switched to a travel group charter if they could have saved as
little as $50. A full 609, would have utilised the service if the savings had been
greater.

Both scheduled and non-scheduled carriers, as they are currently defined, could
operate within such an advance booking system, since their operating costs per
capacity ton-mile flown are directly comparable. This may be contrary to popular
belief, but it is borne out by financial statistics published by the U.K. Department
of Trade and Industry for BOAC and some private airlines, and by the CAB for the
transatlantic operations of Pan American and TWA and for the overall operations of
the supplemental airlines. Costs are presently in the order of 20 cents (plus or minus
10 per cent) per capacity ton-mile for both categories of airlines. The cost to the
scheduled airlines of providing extra services is offset by economies of scale derived
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from their operations, which are substantially larger than those of the non-scheduled
airlines.

Such a system would have the merits of being cost-oriented, of ensuring equality
of opportunity, of reducing the number of fares and regulations, of making better use
of limited airport facilities, and of meeting the needs of the public for both premium
and bulk transport. However, it must also be recognised that it would pose a great
number of short-term problems involving the overhaul of international tariff struc-
tures, bilateral rights affecting fifth freedom carriers, and the position of smaller
countries.

CONCLUSION

Technology, economic growth and lower air transport costs have been responsible
for the phenomenal growth of international air transport since 1945. In the denser
markets, pleasure travellers typically account for more than three-quarters of the
total. When the institutions and regulations governing air transport were evolved at
the Chicago Conference in 1944, air travel was essentially the prerogative of wealthy
citizens, businessmen and government officials.

Today, mass air travel for pleasure has given birth to a world-wide industry of
significant proportions—tourism. The needs of the air traveller in the major markets
in 1970 are substantially different from those of travellers in the 1940s and 1950s, but
the institutions and regulations have changed but little. Unless both are adjusted to
reflect better the needs of the public, the system will be subjected to intolerable
strains.

The fact that the major markets are now mass markets permits a certain flexibility
in approaching the problem of reform. It should be apparent that scheduled service
and non-scheduled service concepts are complementary and not mutually exclusive,
since they are responsive to different consumer groups.

Responsive legislation and regulation can only result from a proper analysis of the
market and the needs of the travelling public. Above all, flexibility and simplicity
are required to cater for the continuing evolution of air transport.
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