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ABSTRACT

This thesis is an examination of the failure of the European Community
and subsequently of the European Union to develop a full common air-
transport policy. The main issues on which the present study focuses are the
reciprocal influences, interactions and confrontations of national and EC air-
transport policy interests. It is demonstrated that they obstructed the process
of the air-transport market liberalization and inhibited the development of an
integrated EC air-transport policy. The years covered by the doctorate are
1987 to 1993.

The thesis explains how the interests of member-states and major
corporations in a period of major structural adjustment blocked the creation of
a common air-transport policy; instead EC institutions were subordinated to
the powerful national air-transport interests of the member-states and of their
champion carriers.

The thesis is based on an extensive examination of primary sources
and interview materials. This not only comprises new empirical information
about the specific characteristics and nature of EC air-transport politics and
policy, but also takes into account the broader politico-economic

characteristics of the member-states air-transport policies and systems.
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INTRODUCTION

" In every region of the world, countries large and small depend on their aviation
industry to fuel their economic growth and their financial strength” IATA 1992

Air transport is an international economic activity of considerable
magnitude and prime importance. Viewed from a worldwide perspective it
benefits technological progress by manufacturing aircraft, engines and other
related equipment; it promotes trade by mobilizing freight and imported goods,
but most importantly it operates services for travel and tourism - at a total
value of output of $ 250 trillion it is the world's largest single industry after
petroleum. In 1989 air transport provided more than twenty-one million jobs for
the world's workforce and US $ 700 billion in annual gross output. The number
of passengers approximated the one fifth of the world's population, and aimost
a quarter (by value) of world international trade in manufactured goods was
transported by air. The total yearly value of all scheduled and non-scheduled
airlines' revenues approached $200 billion - equivalent to about 1.5 per cent of
world Gross National Product (GNP). The international air-transport's
revenues amounted to $100 billion, close to one half of the total value of
international tourist receipts or about 7 per cent of world export in
manufactured goods'. The Table below compares the proportional
percentages of the world's population with their proportional percentages in
the world's total international scheduled air services. It is evident that there is a
disproportional development of population and scheduled air services in

different parts of the world.
Despite its international character, air transport is largely associated

with national identity: national airlines are often seen as a national virility

"International Air-Transport Association (IATA) Report, 1992; International Civil Aviation Organization (ICAQ) Bulletin,
1989; International Transport Workers’ Federation (ITF) Report, 1992: 9-10; Lipman, 1990; Zylicz, 1991: xv-xvi.
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Parts of the world

Proportion in % of
world population

Proportion in % of
world air services

North America 5.2 21.5
Europe 16.2 35.5
Asia and the Pacific 55.7 29.0
Africa, the Middle East,

Latin America and the

Caribbean 23.9 14.0

Sources: ICAO Bulletin 1989; Zylich, 1991: xvi

symbol facilitating political influence on other countries - as flag carriers.
Moreover, governments have traditionally recognized civil aviation as critical to
their defense in association with their military aviation strategy and their
foreign policy”.

Compared to the other modes of transport, air transport is a most vital
aspect of the public policy serving national, economic and social goals. Air
transport as a direct and indirect earner of foreign exchange, is a major
contributor to a country's Gross Domestic Product (GDP): as a direct earner it
provides foreign exchange by operating in foreign countries; indirectly, tourism
as a major source of foreigh exchange in part depends on it. In addition, air
transport is a provider of employment at very high skill levels (e.g. pilots and
flight engineers), as well as of air-traffic controllers, personnel in airport
infrastructures and security. Finally, it also helps to keep communications
open to a country's remoter parts.

In 1989 the total value of output of the European Community (EC) air-
transport industry was ECU 42 billion or one per cent of the Aggregate Gross
Domestic Product (AGDP) of the EC. In 1984 the sector was employing
320,000 personnel, excluding another 200,000 employed at airports such as

2 Corbet, 1965; Davies, 1964; Dempsey, 1987; Dobson, 1991; Gidwitz, 1980; Lissitzyn, 1942; Mendes, 1991; Sampson,
1984; Sochor, 1991; Thayer, 1965; Thomnton, 1970; Zylicz, 1992: 3-57.
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air-traffic  controllers, Civil Aviation Administrations/Authorities (CAA)
employees, ground handling and other services outside the over one hundred
and sixty EC airlines themselves.®

As a result, the desire of governments to protect their own airlines as
instruments serving their politico-economic interests has been and continues
to be of paramount influence, while the demise of national airlines, or their
acquisition and control by a foreign-owned carrier, remains anathema. Given
these circumstances, ever since its inception, air transport has been the one
of the most thoroughly regulated industry in the world®. In this context, the
ineffectiveness, in the last three decades, in the implementation of the EC
competition rules for air transport has been no coincidence.

In 1987, the EC was obliged to liberalize its air transport, mainly
because of radical reforms within the international air-transport arena.
However, although unavoidable, the liberalization process was not in the best
interests of most of the EC member-states and their national airlines. Since
the EC was unable to draw up a transitional policy except by relying wholly on
the co-operation of its member-states, it is not so very surprising that the
process of air-transport liberalization failed to become a common EC air-

transport policy.
Purpose of the thesis.

The complete absence of any detailed and comprehensive analysis
explaining the failure of the EC liberalization strategy to become a common
EC air-transport policy was the major motivation for the present thesis. An
analysis of this kind can now be undertaken given that before 1993 it was too

early to draw conclusions about success or failure concerning liberalization as

3 Association of European Airlines (AEA), 1989; Commission of the EC, 15 Mar. 1984: 57; Financial Times, 1 August
1991.

4 Caves, 1962; Davies, 1964; Doganis, 1985, 1986, 1991; Murias, 1989; Pryke, 1987; Raben, 1984; Richmond, 1961;
Zylich, 1991.
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a common public policy in the EC air-transport industry. The fact that until
1986 air transport remained a dormant service-subsector of the EC policy and
decision-making process does not, however, justify the lack until today of any
serious academic comparative analysis of the twelve national air-transport
policies.

There are hundreds of publications on airline-industry regulation and
deregulation, which focus on the USA and to a lesser extent on Canada and
Australia, but no quantitatively equivalent literature for Europe, still less for the
EC. (The effect of the deliberations by experts on US-airline regulation and
deregulation policies between the late 1960's and the early 1990's is
discussed in chapter |). Although there is ample evidence in the literature on
the general EC policy-making and decision-making processes, very little is
available on the policy for transport generally® and still less on air transport in
particular. Moreover, most of the EC literature on air transport undertaken
before or during the liberalization process of the EC air-transport market
largely took the form of policy advocacy or a preoccupation concerned with
legal, economic or overall European dimensions.®

This thesis explore failures in the common implementation of
liberalization policy in the EC air-transport sector. It has to be judged primarily
by its empirical investigations and its politico-economic interpretation of the
reasons why liberalization has failed to become a common EC air-transport
policy. Two main arguments sustain the above major premise of this thesis.
One suggests that within the EC institutional structures and functions only
national, and especially strong, air-transport interests for and against the
liberalization of the EC air-transport policy instead of common EC ones; and

the second shows the effect of existing corporatist interests within the

S Banister and Button, 1991; Bayliss, 1979; Bromhead, 1974, 1979; Button and Pitfield, 1991; Clinton, 1988; Despicht,
1964, also 1969 and 1972; Erdmerger, 1983; Greaves, 1991; Munby, 1962; Whitelegg, 1988; Wistrich, 1983.
8 Abbott and Thompson, 1989; Barrett, 1987; Button and Swann, 1989, 1991; Doganis, 1985, 1989, 1991, 1994;
Dempsey, 1988; Haanappel, 1990; McGowan and Trengove, 1986; McGowan and Seabright, 1989; Pelkmans, 1986,
1991; Pryke, 1988, Raben, 1984; Sawers, 1987, Siot and Dagtoglou, 1989; Tretheway, 1991; Wheatcroft, 1956;
Wheatcroft and Lipman, 1986, 1990.
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member-states which precluded and prevented liberalization from becoming a
successful common EC air-transport policy. Thus it has been my objective to
examine how the above organized vested interests have employed various
policy networks and strategies to obstruct the liberalization process of the EC

air-transport industry to become a common EC air-transport policy.

Methods employed

A large part of my research consisted of approximately eighty
unstructured interviews, which have provided a great deal of interesting
evidence. The information obtained came from both formal interviews and
informal discussions, conducted face-to-face, taped, and transfered to
transcripts. Certain parts of these interviews or discussions with anonymous
sources are kept in a private file.

| originally intended to use EC files and archives, but it was impossible
to obtain even general statements about specific attempts at mergers or other
proposals, because such information is commercially very sensitive and EC
officials are extremely strict and discrete’. It was my personal impression that
they were strongly advised and even obliged to treat outsiders, and particularly
researchers, with great circumspection especially when questioned about their
personal relationships with their colleagues, the Commissioners and/or intra-
Community activities.

Despite these difficulties | was able to interview many prominent EC
officials from the European Commission and the Council of Ministers,
responsible for various EC air-transport policy proposals from their draft stage
until their adoption. In addition | interviewed member-states officials residing

permanently in Brussels such as transport attachés and counsellors, as well as

7 The office of Mrs. Vasso Papandreou, Commissioner of Directorate General V for EC Social Affairs, sent me a letter
specifying to me: "Your access to the archives of the EC is difficult - we would say impossible- because they have a
confidential character” Brussels, 29 June 1990 - D/90/463 A/90/6649).
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officials from major organizations representing airlines, trade unions and
consumers within the EC. Therefore part of my thesis is both attitudinal and
behavioural because it is based on responses to questions posed by me to
interviewees, and it provides a collection of reactions and overt actions of
witnesses to the predominant characteristics of the air- transport interests’
processes from a variety of different perspectives.

Thus | consider interviewees as supportive of my argument which is
both inductive and deductive in that it is partly abstracted from the EC air-
transport policy communities' behaviour and attitudes and partly deduced from

the overall EC air-transport policy-making procedures.
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etc. To familiarize myself with the major concerns and issues of the air-
transport trade unions | studied the International Transport Workers'
Federation's (ITF) monthly ITF News for the same period of time. | also read
through annual statistical reports and bulletins of major international, regional
and leading air-transport organizations such as the International Air-transport
Association (IATA), International Civil Aviation Organization (ICAO), the
European Civil Aviation Conference (ECAC), and the Association of European
Airlines (AEA). The bibliography lists all works consulted in the process of

writing this thesis.
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The outline of the thesis

The present thesis is divided into nine chapters.

Chapter | presents a brief historical account of the period when it was
mainly US and UK air-transport politics and policies which regulated
international air-transport. The chapter explains why US airline deregulation
has been, and remains, a deeply controversial public-policy issue in
international air transport.

Chapter Il deals exclusively with the overall historical and policy
development of EC primary and secondary air-transport legislation until 1986.
Its main contribution is a detailed analysis of the twelve member-states'
national air-transport regulatory arrangements as they existed before EC
secondary air-transport competition policy began to affect them. The chapter
provides a brief description of the formal institutional structure of the EC air-
transport policy and decision-making process.

Chapter 1l outlines the EC's secondary air-transport legislation, and
explains the pressures for reform between 1979 and 1993. It also briefly
examines the impact of implementing the policy on competition within the
overall EC air-transport policy. Finally, it introduces fhe EC actors and their
structures.

Chapter IV provides a detailed understanding of EC air-transport
politics. It focuses (i) on the power struggles between Commissioners and
Eurocrats, as well as their efforts on behalf of their respective national
concerns in the EC's air-transport policy; and (ii) the member countries'
intricate manoeuvering to accommodate their strictly national interests in the
overall EC air-transport policy. It shows to what extent they acted individually
or co-jointly, and identifies their air-transport policy and decision-making
networks in the air-transport sector.

Chapter V concentrates on four cases presenting significant empirical

evidence of what has been said in ch.lV. It outlines the controversial role of
23



specific Commissioners and Eurocrats in air transport, and their acrimonious
controversies in the pursuit of national air-transport objectives.

Chapters VI and VIl focus on responses from both employers/ airlines
and employees to the EC liberalization process, and to what extent these have
influenced the EC's air-transport policy. Chapter VI looks at the
interrelationships of leading EC airline associations and the central and
controversial role of the AEA's champion airlines and the strategies used by
them and the smaller EC national airlines during the EC air-transport
liberalization process. Chapter VIl provides a rational and systematic exegesis
of the twelve EC members' labour-union attitudes and their reactions to a
process that ran directly counter their interests.

Chapter VIl discusses the interesting micro-corporatist alliance
between the AEA and the ITF. Their common EC front and the creation of the
Joint Committee of Civil Aviation (JCCA) are explained as part of a plan to
slow down the liberalization process after the Gulf War crisis.

Chapter IX is a final summary. A systematic comparison of pre-1987
and post-1993 air-transport regimes is used as the basis for an assessment of
why, by the end of 1993, the EC air-transport liberalization policy had not

succeeded in becoming a common EC air-transport policy.
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CHAPTER 1
INTERNATIONAL AND US AIR-TRANSPORT POLITICS AND POLICY IN
RETROSPECT

" The drastic deregulation in the USA has been the beginning of a worldwide
movement towards diminished government control and increased competition...
This movement may be reluctant, it may not be as drastic as in the USA, but it
is there. The effects are noticeable around the world" Karel Van Miert, 1991’

This introductory chapter provides an historical background to the
regulatory development of the international air-transport industry. It
emphasizes the constant US and UK interactions and conflicts that have
determined the character and nature of the international aviation system for
passenger transport, and maps out the experiences of the US domestic-airline
deregulation policy2 and its spillover effects in the international air-transport

industry.

1. International Air-Transport Policy 1919-1978

it was the USA and the UK, the two major air-transport world leaders,
that initiated and have been shaping the regulatory development of
international and EC air-transport policies until today. There is a long history of
both disputes and agreements over access to the North Atlantic Region, still a
major bone of contention between European and US airlines, and therefore of
European and US politics.® This region has always dominated international air-
transport traffic, and in 1985 accounted for just under one-third (28 per cent)
of international air-passenger kilometers as illustrated in Figure 1.1. A correct
understanding of the American and British roles in the EC air-transport policy
and decision-making process depends, therefore, on appreciating their historic

politico-economic interests in the international arena.’

YITF Report, 1992: 19.

Deregulation is the abolition of direct governmental intervention in the economic affairs of the airline industry. It can
involve the termination of a specific method of control, or the removal of restrictions, or both. Gotlich, 1990: 157.
*salacuse, 1980; Sampson, 1984: 54.

*For a thorough analysis of the US-UK politics and diplomacy in international aviation see Dobson, 1991,
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Figure 1.1: Major International Passenger Traffic Flows, 1985 (% of Total International Pax-Km in Circles are International Flows Within the Region).
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International aviation history has gone through three different phases.
The first was the inter-war period from 1919 to 1939. In 1919 the Paris
International Convention based its international air-transport policy on the
principle of a state's unrestricted sovereign control over its airspace. This was
reaffirmed by the Havana Convention in 1928. Between the wars it was the
USA and the UK who dominated international air-transport and, since they had
no irreconcilable differences, their negotiations led to a consensus regime.
Broadly speaking, in the aftermath of World War | all states believed the
primary objectives of international airlines to be political’ and military® rather
than commercial and social.”

In 1929 the Warsaw Convention set up the rules for private
(commercial) international air-transport legislation. The Warsaw system, in
which 123 states participated, was universally accepted as the basic treaty
document uniformly regulating conditions for international air-transport in
respect of documentation as well as rights and obligations affecting the
airlines and individual passengers. The Warsaw Convention results were
further developed and/or amended by the Hague Protocol of 1955, the
Guadalajara Convention of 1961, the Montreal Interim Agreement of 1966, the
Guatemala City Protocol of 1971, and the four Montreal Protocols of 1975.5

The second phase was the period after World War 1l (1945-1978), and
was covered by the Chicago-Bermuda | and Bermuda Il agreements. In 1944,
fifty-two governments got together in Chicago to discuss the future of
international aviation and laid down the ground rules for public international

air-transport legislation. This was based on bilateral agreements concerning

Sstate and corporate airlines were and still are closely linked with international politics. They have, therefore, been used
as competitive weapons in internafional negotiations, often in ways totally unrelated to the airline industry. For example,
an air right may be conceded in bargaining for some coveted point in an agricultural agreement.
*The importance of military aviation during the two World Wars resuited in the development of civil aviation. Bockstiegel,
1985.
"Gidwitz, 1980: 135-58; Doganis, 1991: 46-48; Jonsson, 1987: 6-8, 27-31, 45; Murias, 1989: 17-43; Kasper, 1988: 45-47,
70-71; Lissitzyn, 1942: 38-93; Strange, 1988: 152; Thornton, 1970: 70, 1971: 192-97; Weisman, 1990: 12; Wheatcroft,
1964: 46-57.
8Zylich, 1991: 89-104.
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primarily air-transport privileges, i.e. the seven traffic right39 which are listed in
Appendix 1.1. They also cover (i) the exchange of commercial or "hard" rights
(e.g. frequencies, capacities, and access to air routes); (ii) substantive
economic rights (e.g. air fares, currency conversion, and profit repatriation);
(iii) certain technical safety and security issues (e.g. recognition of licenses);
and (iv) ancillary services or "soft" rights deemed essential to both serving
passengers and airport traffic, such as maintenance, ground handling, and so
forth). On the other hand the Chicago Convention failed in the matter of basic
multilateral agreements covering legal and economic issues affecting the
operation of civil aircraft in international air transport (e.g. over flight rights,
nationality of aircraft, technical and facilitation matters, trade association
activities and pricing agreements)."

As a consequence of the Chicago Conference two regulatory bodies
were established for international aviation: the International Air-Transport
Association (IATA)," a non-governmental organization for the promotion of
economic air transport and co-operation between airlines;'? and the
International Civil Aviation Organization (ICAO), assisting the development
and maintenance of operational, technical, and safety standards and
practices. ™

During that period the USA, as the dominant air transport power, was
pressing for a liberalized aviation policy worldwide. It regarded European air-

transport regulation' as cartelism." Unlike Britain with its global empire, the

®Traffic rights were subsumed under the notion of “freedoms of the air”".

®Haanappel, 1984: 9-33; Jonsson, 1987: 33-4, 45; Kasper, 1988: 45-72; Naveau, 91-104, 128-31; Thomton, 1970: 70;
Weisman, 1990: 12-14; Zylich, 1991: 47-81, 135-54.

"In Havana, Cuba, in April 1945.

21 allowing IATA to be the forum for negotiating air fares, governments avoided domestic criticism for fare increases.

3 Barett, 1987: 8-9; Brancker, 1977; Eggers, 1991: 113; Golich, 1990: 160, 173; Haanappel, 61-77, 89-116, 167-76,
183-88; Kotaite, 1991: 89-99; Kasper, 1988: 49; Murias, 1989: 44-51; Naveau, 1989: 25-35, 51-66, 126-28; Strange,
1988: 153; Wheatcroft and Lipman, 1986: 36-38; Zylich, 1891: 82-88, 155-67.

"“Regulation is a process of governmental intervention consisting primarily of intentional economic restrictions. For a
detailed analysis for the philosophy behind such regulation see Reagan, 1987.

SCartelism (or trust) in air fransport refers a collusive association of usually state-owned airlines formed to monopolize
the production and distribution of air services.
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USA had lacked routes and landing rights at bases located strategically along
trunk routes. On the other hand the UK, apprehensive of the emergence of an
American monopoly against which it could not profitably compete, was arguing
for controlled development rather than unlimited competition. In consequence
the UK emerged as the countervailing power to US air-transport domination -
a result which, it has been argued, was actually a political defeat. '

More specifically, international operations were too vital to British and
European airlines to be left in the hands of the US, especially since most
European air traffic was international rather than domestic. Hence, Britain and
the European countries saw IATA as a means for restraining what they feared
as the unbridled ambition of the USA to overrun the North Atlantic with
increased airline capacity and lower fares. The UK and other European
countries, inevitably felt a certain animus against the USA, both because they
had to turn to US manufacturers to obtain turbo-jet aircraft, and because the
US airlines were able to finance and could obtain aircraft before their
European competitors.

The growth of US airline manufacture had three important
consequences. The first was commercial: the US aircraft industry was the only
market where foreign airlines could buy aircraft. Secondly, the fact that the
other countries had no alternative supplier was used by Washington as a
means for politico-economic pressure in all kinds of negotiations. Finally, the
US government realized the importance of airline manufacture for its national

18

defense and military operations.” C. C. Cundiff, special negotiator for

transportation affairs of the US Department of State said in 1992

'8 Jonsson, 1987: 48,101, 117; Sampson, 1984: 179-90; Strange, 1988: 153; Taneja, 1980: 11; Thornton, 1970: 26, 117.
"Haanapel, 1984: 78-86; Jonsson, 1987: 4-9; Murias, 1989: 115.

®The US Civil Reserve Air Fleet (USCRAF) was set up in the 1950s and has been in existence with varying degrees of
participation ever since. It is an arrangement whereby participating airlines agree to modify their fleets to make them
available to the US military for use in the event of national mobilization. A recent example was the transport of US troops
to Kuwait during the Gulf War.
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" There are national security concerns that must be satisfied before any large

scale opening to foreign investors is permitted. The US Civil Reserve Air

g:feertastiorgcs;'ﬁAF) program played a vital role in Desert Shield/Storm

The widespread apprehension in the UK and other countries was,
therefore, based on the recognition that the US persistent preaching of
laissez-faire, which squared so well with America's self-interests, really meant
laissez-nous faire. In air transport laissez-faire is the doctrine of unrestricted
freedom to operate air services. Not surprisingly the USA has been repeatedly
accused of aero-imperialism, chiefly because of its lack of enthusiasm for
deregulating others of its industries where it was competitively weaker, such
as shipping.?°

The clash between the divergent US and UK air-transport interests
resulted in acrimonious bargaining and negotiations processes (horse trading),
over landing rights, gateways?' and freedoms. In 1946, they reached the
Bermuda | Agreement, which was essentially, a US-UK compromise. It
enabled these two states to impose their air-transport bargaining power? on
third countries, notwithstanding their own fundamental disagreement over the
underlying international air policy.?’

However, American pressure for the creation of a competitive
international air-transport market kept increasing, and reached its climax in the
early 1970s. In spite of US pressures for international competition, the UK
Labour government thirty years later, on the 22 June 1976, denounced the
Bermuda | agreement, alleging that it benefited US air carriers much more
than those of the UK. After protracted and heated discussions the two states

eventually reached another agreement, on 23 July 1977, known as Bermuda

**ITF Report, 1992: 9.

2°Jonsson, 1987: 53, 147; Murias, 1989: 19-43; Strange, 1988: 154, 157; Taneja, 1980: 11.

'Gateway is a means, and in air-transport an airport, of entry or access fo a domestic or a foreign air transport market.
Zpower here is the ability of any country to influence and even enforce its air transport will on other states.

ZDoganis, 1991: 57-58; Golich, 1990: 160-61; Haanappel, 1984: 27-39; Jonsson, 1987: 99, 114-15; Murias, 1989: 52-72,
106; Naveau, 1989: 36-50; Salacuse, 1980; Thornton, 1970: 26, 117; Weisman, 1990: 12.
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I.* The above UK-US dispute ushered in the third period, which ran from
1978 until 1993, and brought the gradual deregulation of air transport
internationally.

Not surprisingly, after Britain's change in air-transport policy, America's
persistent and continuous pressure for a liberalized global regime took a new
dynamic turn, arising out of two very important US considerations in the
international air-transport arena. First, in June 1978, the US view, that IATA
should concern itself with technical matters, such as navigation and safety and
should have no jurisdiction over economic issues, led the USA to propose the
so called Show Cause Order (SCO) as shown in Appendix 1.2.% This required
IATA and other interested parties to show the reasons for supporting an anti-
competitive trust that decided international airline prices. The USA suspended
all operating and commercial rights granted to international airlines within the
USA, and prohibited membership and participation in IATA activities to all US
airlines. By doing so, Washington expressed its politico-economic dismissal of
and threat to the air-transport policies followed by the UK and the rest of the
world. However, this attempt to question the legitimacy of the most important
international air-transport organization failed. The USA was not able to divide
the international community, and obtained no support from other countries.
Instead it found itself faced with a worldwide coalition of opponents. In
consequence, the USA had to withdraw its Show Cause Order.?*

The second US action, following hard on the heels of the SCO fiasco,
was the deregulation of its domestic airline industry in October 1978. This had
marked repercussions and created a great deal of controversy in the political

economy of international and particularly EC air-transport policy-making.”

2‘Doganis, 1985: 56-60; Gallacher, 1990; Golich, 1990: 161; Haanappel, 1984: 40-41; Murias, 1989: 141-146; McGowan
and Trengove, 1986: 149; Naveau, 1989: 134-38; Weisman, 1990: 26.

Civil Aeronautics Board (CAB) Order 78-6-78.

ZFort, 1991: 102; Haanappel, 1984: 157-64; Jonsson, 1987: 37-8, 127-51; Naveau, 1989: 152-54.

#Wassenberg, 1988: 3-8.
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Observers have pointed out that the US airline deregulation had an
important effect on the relationship between regulation and deregulation. They

noted that regulation reforms had usually called for greater regulatory or

28
| 129

incremental® policy, or at least for a flexible regulatory or decrementa

policy,
so as to allow the airline industry to respond to market forces. In other words,
reformers usually focus on means. The new US deregulation movement, on
the other hand, focused largely on ends, that is, on the political process of a
statutory termination of the regulatory airline policy. Unlike previous reform
efforts, therefore, US airline industry deregulation was considered as a radical
policy alternative that contradicted conventional wisdom about the dynamics of
regulatory politics. The academics concluded that, although regulatory reform
and deregulation were not the same thing, the political move in favor of the
former probably served as a catalyst for the creation of the latter, but did not
result in its major transformation. Given that this directs attention to several
features of the politico-economic process, behaviour and conditions
associated with developing such a radical policy change, it is necessary to
examine the evolution of the politico-economic process in the US that led to

deregulation, and which eventually brought about a new and radically different

air-transport policy all over the world.*

2. The Development of Airline Deregulation in the USA

In 1938 the US Congress passed the country's first airline industry
regulatory legislation, the Civil Aeronautics Act (CAA)*', in response to

pressures from the larger airlines that were hit by the recession of 1937.%

2incrementalism prescribes increased and expanded procedural and organizational solutions for remedying regulatory
roblems.

g"Decrementalism moves in the direction of deregulation by introducing non-regulatory forms of intervention, but does not

terminate regulation.

®Brown, A., 1987: xii; Dempsey, 1992: 13. For a thorough analysis of the theoretical and empirical premises of the

international and US aviation regime changes see Jonsson, 1987 and Brown, A., 1987. For a general analysis of the role

of interest groups in the regulatory and deregulatory processes see Noll and Owen, 1983.

*'Publ. L. No. 706, 52 Stat. 973, 1938.

32 e conomic regulation was initiated by the Kelly Act in 1925.
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They were convinced that the hitherto unregulated air-transport market was
vulnerable to destructive competition. The CAA established the Civil
Aeronautics Board (CAB), to regulate and administer the US airline sector. Its
powers were augmented by the Federal Aviation Act (FAA), of 1958.%
Thereafter US air transport remained heavily regulated until the US
government deregulated it in 1978. The abolition of extensive economic
regulation in large US transport industries was prompted by a political and
academic consensus that had gradually grown up over the years.34

In the late 1960s and early 1970s the change in US politico-economic
attitudes was chiefly due to the influence of academic think-tanks, especially
the Chicago School of Economics, which embraced the tenets of New Right
neo-liberalism®® and social conservatism. They advocated a political economy
that sought a minimum of governmental intervention, deunionization, and
deregulation, as a way of reducing social costs, a move which in their view
would benefit the consumers. In other words, they basically rejected two
doctrines which were frequently invoked to explain government involvement in
certain industries: public utility regulation and oligopoly/monopoly doctrines.
It has been noted that

" The changes in the international position of the USA that had exhausted its
capacity to act as a benevolent hegemon had gradually given rise in the 1970s
to a domestic move away from the New Deal compromise to a political
economy that sought competitiveness through deregulation, deunionization and
abandoned the social-democratic principle that wages and social conditions

were to be taken out of competition" (Streeck and Schmitter, 1991: 145).

Bpybi. L. No. 85-625, 72 Stat. 568, 1958. For a thorough study of early US aviation history see Lewis and Trimble 1988.
3ajtshuler and Teal, 1979; Button and Morisson, 1988: 37-40; Dempsey and Goetz, 1992: 159-77; Golich, 1990: 159-60;
Haanappel, 1984: 50-56, Hawk, 1989: 255; Murias, 1989: 242; Naveau, 1989: 142-47; Reynolds-Feighan, 1892: 1-5;
Sawers, 1987:16; Weisman, 1990: 18. For a recent and detailed study of the historical and political background, the
politico-economic developments and the end results of US airline-deregulation policy, see Dempsey and Goetz, 1992 and
Williams, 1993.
% The New Right philosophy is based on the traditions of Western liberal and conservative philosophy whose adherents
added novelty and rigour by mounting a developed social science-based critique of pluralism which recognizes the
existence of diversity in social, institutional and ideological values and practices. Liberals share a free market philosophy
with Conservatives, although their justifications for the market approach are somewhat different. Liberals put heavy
emphasis on individual autonomy while Conservatives believe that individuals are lost without the stable authority
structure in society which is provided by the state, the church, the family, and so forth.
%They fought "interest-group liberalism*® which in theit view, deprived the government of legitimacy, turning the state into
a vehicle for the expression of private interests. Brown, 1987: 32; Dempsey and Goetz, 1992: 179-92; Dunleavy and
O'Leary, 1987: 4-8, 13-135; Dunleavy, 1991: 4-7; Levine, 1981, 1987; Linowes, 81-87; Steiner, 1986: 27-33; Streeck and
Schmitter, 1991: 145; Wessberge, 1984: 24; Williams, 1993: 11; Wilson, 1982: 219-36.

33

\,



Ever since US airline deregulation was first proposed it has been the
cause of controversy among economists. New-Right economists argued that
economic regulation had created airline monopolies that kept air fares and
costs artificially high, produced excessive capacity, and prevented new airlines
from entering the market. They persuaded the public that the CAB was
deriving sectional gains at its expense - a procedure knownlw\swg\a\gz(:re theory,
postulating that a regulatory agency acts as the protector of the interests of
the regulated parties (i.e. is captured by vested interests) rather than serving
the public interest. They therefore drew public attention to the contestability of
the US airline industry through free market forces mechanisms. According to
the contestability theory, there were always potential competitors capable of
entering the air-transport markets that must satisfy certain conditions, such as
no barriers to entry, no sunk costs (no barriers to exit)37 and prevent any
possibility of hit and run entry.>® Their doing so (i) would prevent prices from
exceeding the cost of services and lower all fixed costs, (especially labour
costs); (ii) would generate more business by attracting more travel;'ars; (iii)
would increase load factors;*’ (iv) would safeguard any possible concéntration
and collusive behavior; and (v) would prevent predatory practices (e.g. selling
fares below costs and abuse of dominant position).*°

There were howls of protest however, from opponents of airline
deregulation, with dire predictions of chaos and disaster, and warnings against
the risks inherent in a competitive air-transport market as experienced in the

pre-1938 period.*’ Notwithstanding the controversial nature of the issue,

¥ Sunk costs consist partly of marketing expenditure, scheduling barriers, congestion problems, and uncertainty.
34t is also called *fly by night" or “free rider” competition where operators move onto a route to take a quick profit and
depart.
%t 0ad factor is the percentage of capacity, measured either in seat-miles or ton-miles (freight), sold by airlines.
4°Ba|Iey, 1979; Bailey and Panzar, 1981, 1984; Barber, 1962; Baumol et al., 1982; Boyer, 1986: 317-18, 338-40; Call and
Keeler, 1985; Cooper and Maynard, 1972; Douglas and Miller, 1974; Douglas, 1971; Eads, 1975; Friedman, 1976;
Fruhan, 1972; Hector, 1960; Herman, 1976; Jordan, 1970, 1972; 1978; Joskow, 1988: 110; Kahn, 1970, 1971, 1976,
1978; Keeler, 1971a, 1971b, 1972, 1978, 1991: 132-34; Levine, 1965, 1975, 1981: 191, 1987: 444; Lloyd-Jones, 1975;
McGowan and Trengove, 1986: 111-13; Martin and Schwartz, 1977; Phillips, 1975; Stigler, 1971; Taneja, 1968, 1976. For
a detailed analysis on US airline industry economics prior to dereguiation see Stratford, 1973.
*“'Brenner, 1975; Callison, 1975; Caves, 1977; Kaus, 1979; Loving, 1977.
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proponents of US airline deregulation succeeded in making it politically
prominent. The view that air-transport regulatory politics were based on
special (private) economic interests and only symbolically on the public
interest (symbolic politics), resulted in some rather cynical conclusions not only
concerning regulatory policy-making, but also the overall role of the US
government.*?

The Senate Judiciary Subcommittee on Administrative Practices and
Procedures,” chaired by Edward Kennedy, initiated deregulatory reform in
hearings conducted during 1974-75. At that time the US economy was
suffering from considerable inflation, being hit by the worst recession since the
late 1930s. After President Nixon's resignation, his successors Ford and
Carter embraced deregulation in their presidential campaigns. While in office
Carter strongly adopted the deregulation of airlines, of trucking and of
railroads as his main transport priorities. He signed the Air Cargo Deregulation
Act of 1977, the Airline Deregulation Act (ADA), of October 1978, and the
International Air-Transportation Competition Act of 1979. The new law
stipulated the elimination of all entry, frequency, capacity, and fare control and
regulations. The Civil Aeronautics Board (CAB) under the chairmanship of
Alfred Kahn, the father of US deregulation, not only supported but actively
prompted deregulation and prepared CAB's own abolition in 1985. The
remaining responsibilities were transferred to the US Department of
Transportation (DOT), until 1989 when the US Department of Justice (DOJ),
took over the anti-trust after public criticism of the DOT's approval of massive

mergers.*

“2For more details on Symbolic Politics see Dunleavy, 1990: 49.

**Report on the US Civil Aeronautics Board Practices and Procedures. 94th Congress, 1st Session 189, 1975.

“The US Civil Aeronautics Board Sunset Act of 1984, PL 98-443, 98 Stat. 1703, 4 October 1984.

*> Breyer, 1986: 4; Brown, 1987: 125-126; Button and Morrison, 1988: 39-41; Dempsey and Goetz, 1992: 179-215;
Derthick and Quirk, 1985: 36-37, 162-64; Dobson, 1991: 270; Feldman, 1989; Hawk, 1989: 257-62; Harrigan and Kasper,
1978; Hall, 1968; Jennings, 1990; Rule, 1990. For a thorough analysis of US airline and general deregulation politics see
Derthick and Quirk, 1985 and Brown, 1987.
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3. The Results of US Airline Deregulation

Ever since the early 1980s when US airline deregulation was first
implemented, theorists have been debating the ensuing adverse politico-
economic results. They, and the press as well as regional and international
and organizations, have argued that, generally speaking, US airline
deregulation initially resulted in fierce competition. It then entered a
consolidating phase, during which a large number of old airlines were
swallowed up in mergers and buy-outs.” The final globalization phase

ultimately produced the mega-carriers.*

Some recent studies view US airline deregulation as a success,*® while
others regard it as a failure;* still others are more cautious, but restrainedly
optimistic about its end results.*® The chief argument concerning US airline
deregulation has been whether it inhibited greater concentration in the pre-
deregulation period for certain airlines, or just rearranged a greater market
concentration for them in the post-deregulation period, focusing on an

evidently dramatic concentration of their power on their hub-airports.*'

The more recent studies and press reports have shown that US airlines,
which are responsible for nearly half of the world's air transport output, have
achieved a dramatic concentration of their market shares: the share of top five
airlines has grown from 63.5 in 1978 to 71.7 per cent in 1987 and the eight
largest airlines accounted for 95 per cent of the domestic passenger market in

1992.%2

“SChicago School economists, unlike those of the Harvard School, insist that concentrated market power is necessary,
and mergers that may create monopolies are allowable for protecting the profits of innovators, despite the high price costs
to the consumers. Burke et al, 1991: 63, 67-68.
“AEA, 1989: 84-85; Biederman, 1982; Bonneau, 1990: 729; Dempsey and Goetz, 1992: 281-95; Haannapel, 1985: 93-
97; ICAQ, 1988: 38-53; IATA, 1984: 21-24; Flint, 1990: 30-37, 129-32; Gialloreto, 1988a; 1988b: 9-18 and 1989: 68-9;
Graham and Kaplan, 1982; Jemiolo and Oster, 1987; Keeler, and Abrahams, 1981; Meyer et al, 1981; Meyer and Oster,
1984, 1987; Morrison and Winston, 1986. Lipman, 1985 3-5; Marshall,1988:19-20; Molloy, 1985; Organization of
Economic Co-Operation and Development (OECD), 1988: 22; Whitaker, 1989; 32.
“®Button, 1991; Keeler 1991.
“*Dempssy, 1989, 1990; Dempsey and Goetz, 1992.
“Keeler, 1991: 155-57; Williams, 1993.
S'"Hub airport is the central base airport for an airline.
52Goli(:h, 1990: 161; Financial Times of 17 Jul 1989: 21, and of 1 Feb 1991: 14; Dempsey and Goetz, 1992: 13, 355;
Joskow, 1988: 119-25; Williams G., 1993: 2.
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As shown in Table 1.1 on market shares of domestic US airlines,
Northwest Airlines, for example, increased its share more than 250 per cent
(from 2.6 to 9.4 per cent) between 1978 and 1991; Continental Airlines during
the same time span grew more than 100 per cent; and American and Delta
Airlines expanded by 44 per cent, (from 13.5 to 19.3 per cent, and 12.0 to 17.2
per cent respectively). By contrast, United Airlines lost 20 per cent of its
market share, and TWA almost forty per cent. Finally six airlines, which had
accounted for 50 per cent of the first twelve airlines before deregulation, were
no longer among the leading twelve airlines in the post-deregulation period.

The given data on concentration leave considerable scope for argument
as to whether a small increase in concentration percentages really proves
claims and arguments for a dramatic post-deregulation concentration in
comparison to the pre-deregulation one. A close examination of Table 1.1
shows that in fact there has been no major increase in concentration in the US
airline industry. The top three airlines increased their shares by only 15 per
cent, and the top four, six and twelve airlines by roughly 11 per cent each. The
fact that these were the results of having no economic restraints, seems to
indicate that the predictions for a dramatic increase in the overall pattern of
airline concentration in the US were exaggerated. What the above figures
show is that there has certainly been a dramatic shake-up of pretty well all
carriers during the post-deregulation period, some having improved their
standing while other have gone out of business.

Table 1.2 shows a comparison of domestic airlines at US airports
before and after deregulation. So between 1989 and 1991, American Airlines
controlled 65 per cent of slots at Dallas; United Airlines 68 per cent at
Washington DC., and 48 per cent at Chicago; and Delta Airlines 70 per cent at
Atlanta. Currently there are major hub airports where one airline holds an

effective monopoly of slots, as Table 1.2 demonstrates. Those hubs account
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Table 1.1: Comparison of US Airlines Market Shares in 1978 and 1991
(in Percentages of Domestic Air-Traffic)

1991 1978 +/-
(position in1978 in brackets)

American (2) 19.3 13.5 43
United (1) 17.3 211 -20
Delta (3) 17.2 12.0 4
U.S.Air* 10.1 - -
Northwest (10) 9.4 26 360
Continental (7) 9.3 4.5 103
TWA (5) 5.6 94 -37
American West* 39 - -
South West* 35 - -
Pan Am* 1.7 - -
Alaska* 1.5 - -
Aloha* 0.2 - -
Leading three 53.8 46.6 15
Leading four 63.9 57.7 1"
Leading six 82.6 721 11.5
Leading twelve 99.0 90.8 10.9

* Not included in the leading 12 US airlines in 1978. The following companies figured in the top twelve in 1978 were
Eastern (4) with 11.1 per cent, Western (6) with 5.0, Braniff (8) with 3.8, National (9) with 3.6, Allegheny (11) with 2.2, and
Frontier (12) with 2.0 per cent.

Source: Williams, G., 1993: 61.

Table 1.2: Comparative Percentages of US Airline Concentration at Major
Airports-Pre and Post Deregulation

Airline Airport 1977 1990
American Dallas 19 63
Delta Atlanta 35 57
Cincinnati 35 88
United Denver 32 49
Continental Houston 37 80
TWA St. Lewis 39 79
Northwest Minneapolis 46 80
Detroit 13 73
U.S.Air Pittsburgh 48 87
Philadelphia 22 46

Sources: Dempsey and Goetz, 1992; 229; Williams, G., 1993: 24-26.
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for 70 per cent of domestic air services in the USA.* Before deregulation, not
a single US airport was dominated by any one airline.**

The considerable shake-up in US airlines and their dramatic airport
concentration were due to the proliferation of effective control through
marketing tactics and mechanisms such as Computer Reservation Systems

(CRS),*® and Code Sharing,”® Yield-Management strategy,”’

and Frequent
Flyers arrangements rewards.*® As airline-industry experts have pointed out,
the major US airlines have invested heavily in huge CRS, using them as one
of the most critical weapons in competition.?® Chairman B. Attali, of Air France,
mentioned in his speech at the IATA symposium in Paris on 3 September

1992

"Certain competitor CRS systems are used like war machines."®

As a matter of fact it has been argued that the US transatlantic airline
marketing agreements were politically more appealing and much easier to
implement than transnational mergers. The former did not alter the nationality
or share holding of either carrier in the partnership as the latter could possibly
do.”!

Negative social results have been pointed out as well by the most
authoritative recent studies. They assessed that, on the whole, deregulation as

a public policy has indeed failed to benefit either the public or the industry as a

%*The *Structuralist School”, the modern offspring of the "Harvard School®, argued that large ofigopolistic firms use so-
called exclusionary practices, the most important of these being the ability to erect high entry barriers. See Burke et al.,
1991: 63.
S Abbey, 1989; Doganis and Dennis, 1989; ITF Report, 1992: 26; Kanafani and Ghobrial, 1984; Kanafani and Hansen,
1985; Kanafani, 1981, 1985; Phillips, 1985, 1987.
55CRS are used for a wide range of internal airline functions, such as scheduled planning, crew rostering, price listing,
statistics, and aircraft inventories and maintenance records, but most importantly link airlines with travel agents.
**This has been an effective strategy for smaller airlines to survive US deregulation. It involves joint marketing
agreements between US and foreign airline/s or between US ones in which both airlines share equal "billing” on CRSs,
continue to inter-line baggage, and provide other joint services for the traveller.
"This is a sophisticated marketing strategy manipulating the number of seats for which restricted discount fares are
offered in order to fill them with passengers paying the maximum possible fare. See Desgranges, 1988.
%These are free mileage bonuses offered by airlines to frequent customers. For a detailed analysis of all marketing
strategies see Dempsey and Goetz, 1992: 315-16; Golich, 1980: 168, 176, Keeler, 1891: 153; Williams, 1993: 18-39.
*|TF Report, 1992, 27, 35-38; Hawk, 1989: 263-265; Joskow, 1988: 114-15; Katz, 1988: 87-101; Keeler, 1991: 151-52,
‘l,.yle. 1988.

ITF Report, 1992: 36.
*'Golich, 1990: 168.

39



whole. They argue that it is highly misleading to say consumers are better off,
where prices are well below costs on many routes (predatory prices), since
obviously such unrealistic prices can not be sustained and are at best
temporary. They emphasize that while most travellers fly discounted tickets,
the full fare has risen sharply, more than double the rate of inflation.
Moreover, since deregulation the entire US air-transport system has
become more susceptible to delays from air-traffic® and airport congestion,
and by the airlines' emphasizing their so-called hub-and-spoke operations®
which, however, have actually decreased air services to small communities.®
Figure 1.2 demonstrates the leverage of US hub connections and compares
the number of city pairs served, and Figure 1.3 depicts hub and networks
routes and its overall routes connections. Essentially, both Figures
demonstrate that deregulation by means of hub and spoke operations, in order
to serve as many air-routes as possible at the least cost, attempted to ensure
economies of scale on each spoke, as well as economies of scope between
the spokes. Economies of scale are economies of high utilization because
they both reduce costs per seat/mile by offering more efficient utilization of
their aircraft size and personnel and achieve higher average passenger load
factors.®® The possibility of economies of scope arises in combining economies
of density on individual routes and their stage length.*’” Don Carty, Executive

vice-president of American Airlines said in 1992

®Boyer, 1986: 330-33; Keeler, 1991: 150; Malin, 1890; Moore, 1986: 1-13;
S Alr-traffic congestion may cause near misses or even collisions, when two aircraft approach each other in violation of
the proper separation distance and/or separation time.
% Hub and spoke is a pattern of air services that link outlying communities to a central hub-airport. Hub-and-spoke flights
are arranged to match the collection/distribution of passengers from a number of spoke airports (small airports located
between a connection and a hub) so that connections to cities beyond the hub are facilitated. See Ellison, 1982; Flint,
1990a, 1990b; Ghobrial and Kanafani, 1985; Levine, June/July 1986: 3-8; OECD, 1988: 65; Pavaux, Mar/April 1989: 7-8;
Reynolds, 1992: 18-19; Toh and Higgins, 1985.
®Keeler, 1991: 13541, 152-55,
Higher load factors means lower-per-passenger costs since the fixed costs of a flight can be spread over more
ssengers.
gJ7aEconomies of scope are achieved when the output growth is within a network of fixed size. See Caves et al, 1984;
Ellison, 1982; Viton, 1986.
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Fourteen years of deregulation have dnven home the importance of strong
networks and economies of scale"66

Figure 1.2: Demonstration of Leverage of Hub and of City Pairs Served Connections

u.s. us
Western Pcmt-io-Pomt Service Without Huo Eastern
Cities Cities
t i
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City a
I CtvH City C
City D
C.tv .ty E
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Western Eastern
C.ties Service via Hub Connections Cities
City A
i Citv G nty 3
Ctv H City C
C.tv i.ty 0
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Number of City Pairs Served 35

Source: Levine. June/July 1986 3-8
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Figure 1.3: Hub and Spoke Networks and Routes Connections
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In addition, the continuous disputes between airline management and
employees have worsened labour-management relations. In particular, the
post-deregulation period has seen changing work rules and lower labour
costs, achieved by a reduction in the amount of work required and
wages/salaries paid. Many US airlines have reduced their labour costs by
negotiating two-tier agreements with the unions (less pay for newly hired
employees), by taking on more part-time and temporary employees, by more
flexible work rules, by introducing a cross-utilization of staff, multi-skilling,
multiple-tasking, and by contracting out a number of air services.* The major
casualty in all this has been job security, because of job reductions and lay-
offs. According to Frank Borman, former Eastern Airlines' Chairman of the
Board, deregulation has been the greatest anti-labour act ever passed by the

us Congress.7° As has been remarked

" After the final defeat of the Labour Law Reform Act in 1978, ...causing a further,
probably irreversible, decline in union organization ...the destruction of
American trade unions paid off handsomely in that it gave the USA the "flexible"
markets and the "confidence" of financial investors required to underwrite an
expansionist fiscal policy that has been ironically characterized as
"Keynesianism in one country" (Streeck and Schmitter, 1991: 145).

Moreover, the continuing deterioration of the airlines' financial
performance dramatically reduced profits, and therefore did not advance the
equity goals of deregulation. As a matter of fact, in 1991 the US bankruptcy
legislation (Chapter 11) artificially protected from bankruptcy 30 per cent of the
domestic airlines. The above mentioned results obliged US airlines to fly the
oldest and most repainted aircraft to save costs on maintenance and

7
L

personnel,”’ and this inevitably affected their safety margin and safety risk.”?

%®The airlines divested themselves of non-airline businesses to core airlines, concentrating strictly on commercial aviation
operations. A whole range of private sub-contractors bid against each other to gain contracts for services in areas such
as maintenance, cleaning of airports and aircraft, loading and baggage handling, catering supplies, and airport security.
Boyer, 1986: 333-37; Capelii, 1985; Donoghue, 1987; Gallacher, 1989, 1991; Gil, 1990; ITF Report, 1992: 39-46, 55,
67; Martindale, 1989; Moore, 1986: 22-27; Peoples, 1987.
™ Boyer, 1986: 333; Michel and Skaked, 1984; Moore, 1987: 13-22.
?The term safety margin refers to the difference between sticking strictly to minimum legal safety standards and the
application of every reasonable safety check; safety risk is the danger level of accidents to which air passengers are
exposed. Button and Morrisson, 1988: 47-48; Cavarra et al, 1981; Cohan, 1990; Crum, 1987; Dempsey and Goetz, 1992:
xiv; ITF Report, 1992: 47-50; Feldman, 1990; Flint, 1989; Gomez et al, 1983; Golich, 1990: 164; Pavaux, 1989; Reed,
4/1992: 54, 56; Thayer, 1982; Woolsey, 1988.
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The overall adverse effects of deregulation for safety have been
debated amongst academics at length. Some have argued that although
fatality statistics have not reflected it, deregulation has inevitably decreased
the safety margin because it has lowered safety standards and increased the
safety-risk factor.”> Captain Y. Enderle, president of Belgian airlines cockpit

crew association (ABPNL) has pointed

* Airline deregulation has definitely reduced the safety margins and this has been
recognized by all airline management” (interview 7 Dec. 1990).

Others have argued that, on the contrary, safety standards have
actually improved both because airlines do not want to damage their
reputation, but most importantly because their employees who fly the aircraft
had incentives to ensure a high safety factor for their lives.”

Table 1.3 depicts the number of fatal accidents and passenger deaths
in the pre-deregulation (1971-1978) and post-deregulation (1979-1986)
periods. The data do not indicate any upsurge in passenger deaths, but rather
a decrease over the two periods, which does seem to suggest that there has
been no increase in the safety risk.

However, since the safety-risk factor is a matter of prevention rather
than of accident and death figures, it has been argued that accidents are not
the proper parameters for assessing and evaluating whether deregulation has
brought a change in this respect. In other words, there can be an increase in
safety-risk even without accidents.” President J. P. Meheust, international
affairs adviser, O. Jullien, and safety advisor G. Gomez of the National
Syndicate of Commercial Air-Transport Personnel (SNPNC), are agreed that it

is unacceptable to assess the level (decreaselincrease) of passenger safety-

3Adams, 1989; Alamaniotis, 1988: 7; Bailey and Kirstein, 1989: 153; Golich, 1990: 164; ITF Report, 1992: 47-50; Main,
1986; Nance, 1986, 1989.
"Button and Morrison, 1988: 43-44; Carlzon, 1987; Joskow, 1988: 113; Jordan, 1986; Kanafani and Keeler, 1989; Keeler,
1991: 135; Moore, 1989; Moses and Savage, 1989: 308-15; OECD, 1988: 65-67; Oster and Zorn, 1989: 151-52; Panzar
and Savage, 1989; Sawers, 1987: 27-29.
"adams, 1985; Douglas, 1986; Douglas and Wildavsky, 1982: 1-15; Fischhoff, 1983; Hadden and Hazelton, 1980;
Panzar and Savage, 1989: 40; Perrow,1984: 304-52; Wilson, 1991.
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Table 1.3: Accidents on Scheduled US Services in Numbers of Fatal Accidents and

Fatalities (1974-1986)

Number
accidents
in which
there
were
fatalities
7 (460)
5(160)
4_ 4(78)
3_ 3(38)
2
2 (122)

1971 1972 1973 1974 1975 1976 1977 1978

Pre-Deregulation Period 71-78

* Disaggregated figures only available from 1974

5 (351)

5(15)
4(4)

4 (233) 14(97)

2 (4
() 203)

1979 1980 1981 1982 1983 1984 1985 1986

Post-Deregulation Period 79-86

Note: numbers in brackets = actual casualties from accidents

Sources: Sawers, 1987: 28; US National Transportation Safety Board 1987-1988

risk exposure in terms of accidents and fatalities, rather than in measures

taken to avoid them. They stated

” Consumers should know that cheaper fares means cheaper safety"” (interview

23 Nov. 1990)

The conclusion seems to be that although air safety is not incompatible

with competition between airlines, it can not be left to free-market mechanisms

or proved by fatality and accident statistics which in any case are a negation of

the very definition of safety.

What remains to be examined is why US airline deregulation has not
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been successful as a public policy. Air-transport theorists and analysts have
argued that the overall deregulation outcome was adversely affected by the
failure of the contestability theory, and by the lack of anti-trust laws. The main
argument of the contestability theory - that price competition becomes
significant only when there are five or more airlines- never applied to the US
air-transport market. Academics argued that the greater the choice and the
tougher the competition, the greater the industry's losses, and that the
absence of regulation had a more negative effect than its shortcomings and
drawbacks. The conclusion was that US airline deregulation instead of
terminating a regulated oligopoly, created a deregulated oligopoly’® or rather a
polypoly.”” In other words, deregulation meant the elimination of competition,
and so the negation of itself - which, as some academics argued was the chief
aim of deregulation in general economic terms.”

John Kenneth Galbraith (as cited by Wheatcroft 1964: 55) pointed out
in his book American Capitalism that oligopoly, and not competition, was of
crucial importance in all Western economies. Similarly G. Kolko (as cited by
Levine 1981: 184) said that in fact capitalists find competition unprofitable and
consumer sovereignty unattractive, and attempt to find ways and mechanisms
supposedly to satisfy popular demand, but in fact to eliminate the market
forces, that are operating to reduce their profits, and to preserve monopoly
positions. This applies equally to international air transport. indeed, it has
been said that the US airline deregulation's primary promotion of US airline
interests was proof of producerism rather than consumerism.”” As was

suggested

®Oligopoly defines a very small number of suppliers.
" polypoly defines a great number of suppliers.
®Bailey and Panzar, 1981, 1984; Beane, 1980; Burke et al, 1991: 50-62; Hammarskjold, 1987: 75; Haanappel,1985: 92;
Golich, 1990: 170-71; Keeler, 1991: 150-51; Kahn, 1988: 316-22; Levine, 1991: 7-8, 15; McLachlan and Swann, 1967,
Ordover and Saloner, 1989; Pavaux, 1986: 17; Rule, 1990: 99-126; Shepherd, 1982 1984; Sochor, 1991: 201-07; Villiers,
1989: 5-23; Zylich, 1992: 29, 32-33.
"Consumerism, which here may seen as the collective interests of air-transport consumers, was another force with a
widespread influence on governmental attitudes towards aviation regulation. Wassenberg, 1988: 47; Williams, G., 1993;
124. As we shall see in later chapters, the same was true also for EC aitlines.
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" ...whenever an airline starts a new route the incumbent will say it "welcomes
competition’. No one is expected to believe this: it is one of the proverbial great
lies. 1t is like a piece of medieval theology, trotted out because everyone
expects it, but which