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ABSTR.ACT

The study examines the econonics and regulation of

commercial air transport, with particular reference to those

I'Ianitoba-basect air carriers generally regarded. as 'third

level', and with the basic objective of considering appropriate

public policy in the regulation of such carriers

At present, no universally recognized definition of

'third level' commercial air transport exists. Concomitantly,

there tras been no statement of public policy regarding the

regn:lation of this sector, Hence, the setting of some terms

of reference, in defining the norms of public policy, in con-

sidering ihe econornic implications of alternative approaches,

and in defining the inoustry, is the task of this analysis.
l

In bríef, it is only in examining the interaction of insti-

tutional, enviÉonmental, and, operational variables that the

devising of regulatory policy may be pursued

The immediate need for a proper weighting of the object-

ives of public policy is evident. nt; study places emphasis on

Lr



developing concepts of:

1. procluctive efficiency in a static sense
2. dynamic efficiency
3. optim.um allocative efficiency
4. the proper role of comPetition
5. service integration

In conclusion, the pr-rblic policy recommendations offered

imply a consj-cleration of a1l these norms; yet,'in the final

devetopment of policy, the role of normative judgment cannot

be ignored.

The thesís dran^¡s from this broacl consideration of the

theoretical implÍcations of differ-ent regulatory appÉoaches

as v¡ell as from a consíderation of actual t{anitoba air trans-

port experience, and a contrast of 'third level' and 'regional'

air carrier situations. An interpretation of existing regu-

latory influence and of the 'thírd. level' air carrier's dis-

tinctive problem is derived. In short, it is the problem of

ínstitut.ional inflexibility in a c'lynamícally fluctuatíng en-

vironrnent. In the end, a change in the direction of regu-

lation, avray from the present case-by-case consideration of

indivíc1ual market requirementsr or'structuralist' approach,

and tolards a more flexible arrang:ement of licensing with some

degree of investment guid.ance, is suggested.

La t-



As a gieneralization, 'third level' air carriers re-

present a 'fringe' of Canadian domestiq air transport operating

in thin markets suitable to small capacity aircraft, low

frequency operatioa, and rnonopolistic seller concentration.

Because of their monopolistic positions, these carriers gain

an importance in public policy which signíficantly outvreighs

their size. At the same time, hovrever, the prevalence of

small orrzn€r-Inê.nager enterprises in this sector has lecl to

ad hoc, short-run, and often opportunis.tic behaviour by these

firms consistent rvith their lack of specialízation and stability.

A general tendency to heterog'eneous fleets and excess capacity

is tl.us attributed to the industry-. The need for some form of

regulatory control on expansions of capacity is undeniable.

Concuri:ently, the volatility of seasonal demand

fluctuatíons and of temporary d.emands suggests a strong need

for variability in the cost structures of tTrese firms ærd

fle><ibility in their abilities to reallocate resouries as

d.emanils change. To some extent, these needs are met by the

operational requirements of the licence authorities under

which these firms are legally aIloro'ed to provide air services.

l_v



As a result, 'tirird level' commercial air carriers

have not exirerienced the critical losses associated with

'regional' air carriers in the mid-1960's and reflected in

present 'reg'ional' oolicy. The requirement for a different

regulatory approach relative to 'regional, policy is thus

established..

The emphasis here is on 'dynamic efficíency', the

abiríty to adapt to'exogienous' change over tíme in a manner

which avoid.s serious maladjustrnents in individual markets.

The objective set, furthermore, is the maíntenance of totar

capacity ín a 'general' equilibrium isith total clemand. rather

than on any 'partíal' or individ.ual market basis

Present regulation operates onry ambiguously and in-

flexibly. ïn interpreting the 'public interest', regulators

have seen fit to concentrate most particurarry on selrer

concentrations'and the licensing of entry to individial markets.

As a result, inflexibilities in reallocating resources over

a system of fluctuating markets has been observecl. rn com-

bination with the over-expansionary and inconsiste-rt invest-

ment policies of these smaller firms, a tendency to¡¡¡ard merger

and consolidation activity and a lack of abirity to otherwise



integrate services is noted

As a change in public policy, therefore, it is sug-

gested that the present policy of licensing entry to specific

points on an individual trial basis be altered in favor of

a more fle>rible arrangenent. A policy which aIlows greater

freeclom in rearlocating capacity among specific points and,

at the same time, regulates capacity in a g:eneral eguilibrium-

sense, i.e. in relation to some total system of markets or

demands, is advocated. Such a policy should remove the

. problems of excess capacity.attributed to the 'third leveL.

industry. Concomitantly, increased market-orientation by the.

regulatory authority and. the individual firrns, greater ínter-

line co-operation, and a greater integration and rationalization

of route systems can be established.

vL
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INTRODUCTTON

An economic examinati-on of third level air carrier

operations in t4anitoba is, at the outset, hampered by the

fact that no universally accepted or comprehensive definition

of this sector of the Canadian commercial aviation industry

has yet been recognized. 'Third levef is merely a notion

or concept of those comrnercíal air carriers involved both

in unit toll and charter operations, whose size was not

sufficient for them to be recognized as regional carriers.

Recognition as 'third 1evel' carriers has derived simply

from génerally held opinions by those intimately connected

with the cor¡mercial air carriers.

The approach to the analysis suffers from this limitation,

and, as an expedient, a close examination of the areas of only
:

those operations in tvlanítoba widely recognized as third level

has been undertaken. The carriers are:

Lambair Ltd.

Ilford-Riverton Airways Ltd.

Midv¡est Airlines Lt.d.

1.

2.

3.and,



'2.

The operations of these carriers are examinecl mainly in regard.

to the theoretical considerations brought forward in econonric

theory, in regard to existing public policy in Canadian com-

nnercial aviation, in regard- to the approaches implied, and

finally, in regarcl to those aggregative average features i,vhich

are suggestive of economic conditions faced nationally by all

third level carriers.

At the outset, a broad examination of economic theory

is presentecl t,o identif,y the areas of economic analysis which

apply to the operations of commercial air services. In par-

ticular, identification of those standards suggested.as releva:rt

in conceiving what the ideal third. 1evel system, from a public

interest standpoint, would involve, and the forms of regulation

necessary to derive such conditions, merit greatest attention.

In contrast to these theoretical standards, and in

contrast to the various reg.rlatory approaches suggested, actual

Canadian com¡nercial aviation regulatory principles are examined.

The rationales for public interventj-on are established and

corresponding legislation is examined for its consistency

with such rationales. In brief, the relevant institutionat

framervork of reg::lation is presented. Examinat.ion of regional
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policy developments set precedents and terms of reference

against rvhich to examine third level po.licy reguirements.

As rvill be suggested, there are parallels in the nature of

regional and third level operating circumstance and,, there-

fore, êíI e><am.ination of the role of regional carriers will

necessarily precede identifícatj-on of the scope of third

level activities. Finallv, the nature of pre.sent institutional

de+-erminants of thirC ,"r"]. behavíour are exarnined and certain

conclusions d.ranvn as to those implicit and explicit variables

which, in the presence of regmlation, influence third 1eveL

performance.

Foltowing the inferences drar¿n from a specific exami-

nation of the named carríers' activitíes in meeting the re-

quirements of the Manitoba transportation system, an extension

into a more generar cliscussion of third level economics is

attempted. rt is from the combinations of institutional,.

environmental, and, operating variables, based on certain

funcLional rerationships, that the problems and choices of

the reg,ulatory authority in devising public policy to achieve

optimum performance from the third revel sector may be drawn.

ïn essence, the examination attempts to bring into the

areas of discussion the relevant theoretical considerations,



4.

In doing so, the similarities in ttre regional operators re-

quirements and third level carrier operation remains an

important them.e. Yet, in the final result, it is the

dissimílarities which suggest a different public policy

approach to third level operations.



Chapter I

THEORETICAL DI SCUSSTOIqS
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A) Approaches:

'Optirmrm resource allocat.iol'l', elusive as that concept

may be, is that state torvards which public policy ideally

presses. In practice, however, devising the regulations or

criteria which will guic).e the specific ind.ustry to su.ch a

standard presents a task diffículi for any economist. The

task set is to find ". the best means of allocating re-

sources, of enhancing efficiency in the production of goods

and services and of transmitting the benefits of efficiency

to the public."l The st-ate of 'optimum resource allocationl

is der'ined acleøuately in the moclels or abstractions of economic

theory; adapting the ana-lysis j-nto empirical terms, of use to

public policy administrators, is the particular problem at

hand. As such, holever, all the relevant considerations must

be brought fon¡ard. Theories are abundant; correct applications

v¡j.l1, therefore, alvrays require measu.res of discretion and

judginent as to their appropriateness to the situation.

Hence, trvo problems in public policy may be recogni zed:

I*h. preamble, Bill c-256, presentecl in the Ilouse of
Conr¡nons of Canada, June 29, L97L.



6.

1. The adaptation of the theoretical abstractions of

economic analysis into 'workable' norms or standards

by which to guide decicion-makers in publíc polícy;

and

2. The recognítion of all pertinent or relevant areas

of theory in connection with tlre particular

problem'.
.

r\lthough emphasis is placed on the identification of

relevant theories, this present section is directed tov¡ards

these two aspects of public policy in the regulation of com-

mercial air services

j.) General Eguilibrium Aspects

The significant'contribution of a general eguilibrium

approach to guestions of public policy in air transport is

that it rel-ates the 'partial' activities of sectors, industries,

or markets to some designated total of overall economic per-

formance. ïn transportation, such an approach ímplies examining

the contributions of each transport mode in the satisfaction of

the network of various demands, or markets, which constitute

the desj-gnat'ed transportation 'system'. Indeed, in this respect,

commercial aviation may represent only a particular sector of
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the transportation indusLry, and is to be employed, therefore,

only where its basic characteristics (in cost and service

dirrrensions) give it advantage or make it a useful alternative

t.o other modes.

fact, such an approach is implícitly recognized

the Federal regulation of transportation in Canada, which

d.escribes this aspect of the public interest las ". an

economic system making the best use of all available modes

transportation ."I

Indeed, regulatory agencies have often been suspect

of an overly 'endogenous' concern rvith the financial v¡el-fare

of their constituenÈ industry members to the neglect of out-

side or exogenous interests. As Caves notes, "There are

aspects of the Board's (Cee) decisions that suggest a friendly

attitude toward the regulated carriers and an unfrienclly one
t

t.oward their enemies."- A more 'general' approaeh in policy

might serve to reveal to regulators the entirety of the

economic process, which overemphasis on partial analysis may

lsection (3), The National Transportatj-on Act, Lg67,
Statut.es of Canad_a 1967, chap-uer 69.

2-Caves, R. 8., Air Transport and Its Requlators: An
I_ndustrv Studv, (Harvard University Press, Cambridge, Mass.,
L962) p. 275.

l-n
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obscure to policy-makers.

ïn short, general equilibríum approaches to public

policy are useful in that they indicate the wholeness of the

economic process. Specifically, the follorving aspects are

realized:.

1. The public interest in allocating resources to

each mode to the extent that its'advantages, in

cost ancl service dimensions, effectively suit it

tq service particular markets-

2. The interrelationships between markets, and

between developments in substitute and complementary

services

3. The interdependencies between related sectors.

These aspects are possibly overlooked in policy

formatíons which adhere too closely to the dictates of strictly

'partial' analysis.

ii) Paretian VIelfare Aspects

Paretian welfare economics, as commonly presented.,

ínvolves the stating of certain marginal conditions to derive

a social v¡elfare optimum in utility space, and,, as a corollêrlr

shows how the market structure of free competition derives such

an id.ea1
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The concept of the optimum is the starting point in

Paretian Vielfare analysis. The optimum. in general equilibríum

welfare economics has come to refer to three basic aspects

of the performance of the econorny:

1. productive efficiency.

2. distributive efficiency.

êfldr 3. allocative ef ficiency. i

It is this third aspect which has proved so elusive,

for ít implies an economic condition which is the optimum

from a social welfare or utility st,andpoint. As a result,
1

'Paretian optimum'- Tras generally been modified to a standard

which refers to the successful achievement of the first tr,vo

aspects of performance as above. However, it is important to

note that there is a range of theoretical positions in utility

1-IÈ is assumed the teader is familiar with the basic
model. The marginal requirements, therefore, are only sum-
marized:

(a) the marginal rates of substitution betrveen com-
modities must be the same for every pair of indivi-
duals (no "gains from trade" are possible)

(b) the technical rates of substitution must be the
same for all factors and comm.odities

(c) the marginal rates of transformation and the egui-
valent marginal rates of substitution between any
two goods must be egual.
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space (as represented in theory by the utilities possibilitíes

frontier) which may satisfy these modif,ied Paretian conditions;

the social welfare optimum represents only one point on that

frontier.

Public policy which moves simply to derive gireater

productive and distributive effíciency may succeed in meeting

the reguirernents of the 'lesser' Pareto optimum, but it will

also reflect the status quo in income distributions. It may,

therefore, be far removed from the social welfare optimum as

defined .in utility =na"..1

The particular problem in d.esignating the rvelfare

fr:nction, and, in directing allocations towards its maximization,

is the impossibility of making objective interpersonal com-

parisons of utility. IVhat is therefore required is a normative

1-Such a staternent deserves comment. It assum.es:

(1) that the sociar objectives of society can possibly
be distilled through tire political process from the
multitude of conflicting interests i.e. that there
is some rneans to group consensus r:n ordered pre-

- ferences.

(2) that the social welfare function is an independent
function; distinct from a severe social belief in
the justice of initial ownership and the rights of
private property to remain as accumulated.
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judgment as to income clistríbutions; and this decision, in a

political environment, is often avoided. Indeed, there often

seems a strong clesire among North-American policy-makers to

avoid such explicit value judgments, and place emphasis rather

on the aspects of prod.uctive and distributive efficiency.

Still, the public interest in maxim.5zínq social welfare will

be difficult to attain v¡ithout first placing gçeater effort and

emphasis in attempting to detail social consensus on industrial

obj ectives .

The application of Paretian welfare anallzsis to problems

of regulating specific industry behavj-our invariably leads to

the marginal.cost - pricing rule. It has also lent the corn-

petitive market more credence as the ideal m.arket structure,

or policy norm, than is perhaps warranted, ". there is at

work a powerful disposition to favor market situations rvhich

are perfect the prejudice in its favor has not altered
_ ..1gireatly. " -

1--Hunter, 4., ed,., Monopoly and. Cornpetition, (Penguin
Bool<s Ltd., Iviíddlese>i, England, 1969), pp. 32-33.
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The theory of Seconcl Best,2 hor"rr"r, has sufficiently

shaken any theoretical connection betv¡een marginal cost-

pricÍng and increased social welfare in the less-than-competitive

economy. Arguments for sr:ch pricing behaviour have thus re-

treated into the partial analyis of }farshall and Pigou based

on the loss of consumer surplus.

In short, examinations of the paretiein system reveal

these trvo importanÈ considerations:

. (a) wlthout proper designation of social objecÈives

, or, in theoretical terms, "the social welfare

function", policy-makers will be unable to

distinguish positively movements toward more

socially optimal states, and

(b) there is no necessity for employing competitive

standards as ideal policy norms

'". the attainment of a paretian optimum requíres
the simultaneous fulfillment of all the optimum conditíons. Tf
there is introdtr.ced into a general equilibrium system a constraint
which prevents thé attainment of one of Èhe Paretian cond.itions,
the other Paretian conditions, although sti1I attainable, are,
in general, no longer desirable.,' from Lipsey, R. G., and
Laneaster, K. "The Generar Theory of second Best,' Revierv of
Economic Studies, vol. 24, p. 11.
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These observations should by no means invalidate the

usefulness of competitive market pressures for securing in-

centives to production efficiency and the passing of those

gains on to consrlners. It is merely to place the stand.ard of

perfect cornpetition in a position of neutrality where it appears

.to have had strong exercise as the id.eaI.

Furthermore, stated objectives must bè defined,

policies suggested, and, -then analysis employed. Hicks notes,

"When the ends of the society are certain, . . . co-ord.inating

plans as firmly and directly as possible, has a strong case

on grounds of efficiency,

economic welfare, immediate ends are like1y to be much less

certaín ."1 Proper regulation of air transport will there-

fore reguire proper goal-definition

The process, however, seems to have been used in reversei

an analytically ideal state is described, policy impJications

devised, and standard.s imposed. Howeverr âs lrlinch notes,

"I'Ihat is the best policy in any instance depends upon

the objective, the welfare function . and that

function consists entirely of value judgments. The

lHicks, J. R., Value and Capital, (oxford University
Press, Oxford, England, 1946), p. L37.
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value of applieci welfare economics rests on its

ability to deduce appropriate policies for any

partieular set, of social objectives, not on its

inability to obviate the need for the making of

value jud-gements for society through the political
..1process - "

Argum.ents for the optimality of competition and the

minimization of the political process may therefore haize to

be reconsidered.

Bator observes, "It is the central theorem of modern

welfare economics that under certain strong assumptions

the eq'uilibrium conditíons rvhích characterize a system of

competitive markets rvill exactly correspond. to tïre require-.
)

ments of Paretian efficiency."- Free markets, however¡ may

not be able to obtain Paretian optimality because of:

(1) market imperfections

and, (2) market failures

llfinch, D. M., Analvtical IYelfare trcono¡nics, (Penguin
Books Ltd.,-Middlesex, England, I97L), pp. 29-30.

2Bator, !'. M., "Îhe Anatoniy of Market Failure" Quarterlv
Journal of Econo¡.rics, (August, 1958) , p. 351.
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In the commercial air transport industry, it is

evident tirat many of these elementsl exist, notably:

(1) inmobile and indivisible factors of production.

(2) direct and indirect subsidíes to air carriers.

(3) e>cternalities

(4) public good characteristics.

The existence of market failure is the prim.ary con-

cerïì. of, welfare analysis.

Given the existence of such failures, the case for

extra-market activity may be presented. A quantitative

measure of the net increase in social benefit resulting from

the operations of the regulatory authority2 over wtrat the

free market v¡ou1d proviAeÍ could give a clearer picture

of the welfare gains from regulation. However, such data are

l*Plus, the possibility of areas of 'excessive'
competition developing under conditions of free entry and
fluctuating dernands.

2.-i. e. The Canadian Transport Commission.
3coas., i. "Tile P::ol:'ìcn of Socjal Cost",.Jgiî'.-AL-gÉ

La:.¡ a.'rd Zco.ro':+cqr i/ol. l-ïI , L966.
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virtually impossible to obtainl and such jud.gment must remain

in question,

The principal failure of the market obviously surrounds

its inabíIity to cope v¡ith externalitíes, or cond.it.ions w'îrere

one ind.ir¡i.duaI's satisfaction is affected by another's

activities. tfhile these effects take the form of economies or

diseconomies, of main interest here are the pareto relevant

externalítj-es, or conditions v¡here gains from trade are

possible, " . ) . when the extent of the activity may be modified

in such a way the externally affected party . can.be mad.e

)better off without the acting party being made vlorse off."'

ït is easily made apparent that extensíons of the route systems

1*Problems are twofold:

a) where incon".e reCistributions are i nvolved, interpersoiral
utílity comparisons wil1 be neeessary

b) adjusting leve1s of output in individual markets to
where incremental increases in social benefit equal
incrernental increases in soc'i a1 costs (satisfying
second-order conditions, also) will be virtually
impossible because of the existence of:

{i) joint products.

(ii) problems in quantitative measurement of extra-
market influences.

?'Buchanan, L. iq., ancl stubblebine, I{. c., ,,Externality,'
Economj.ca, (November, L962), p. 374.
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served by any carrier, through internal crcss-subsiclization of

services, do not satisfy such an absolute v¡elfare stand.ard.

The extension of 'air service networks through State subsidy

will also reguire a comparison of the tax stru.cture rvith the

structure of benefit receptions, in order to identify the

proper welfare implications

- However, certain externalities are important in the

provision of air services to the North, and, specifically, the

follo'r,ving may þe noted:

(1) provinci aL/naicíonal unity enhancement.

(2) a loss of sense of isolation

(3) aids to industrial development and tourism

(4) rapicl cornmunications (necessitated by emergency

or industrial situations) .

Sínce some economic units can enjoy these benefits from regular

air service wíthout having to pay the fully allocaied costs

of their production, there is a d.ivergence between cãnsequent

marginal social benefit and private marginal costs. Extra-

market regulation may then see fit to extend such services in

the public interest.



It reight also be observed that air

certain rrul:] ic qood characteristj-csr âs " .

prodLlced, (that) can be m,ade partialllz ar¡ai1abIe, though

possibi-y in varying degrees to more than one individual."l

As an example, the provision of air services to non-consumptir,ze

units (e. g. as an occasión, relieving a sense of isolation)

is, in a very real sense, a public aood and will tirerefore

support, to a degree, government action to appropriate fuller

values of the good in support of its production. Furtherm.ore, ,

VÍeisbrocl's 'option values'2 are suggested. As stated, consumers

value the option of being able to consume a particular service,

" . they v¡iII be v¡iI.ling to pay something for

the option to consume the commod.ity in the future

it, will probably not exert any influence if the private

market is allocating resources

conmencenent of production

or impossible. "3

18.

Lransport exhibits

a good, once

expansion or re-

must be difficult

Public Policy", (eublic
Finance,

lHead, J. G., "Public Goocìs ancl
Vol. l'7, 1962) , p. 203.

2-See Weisbrod, B. A. "Collective Consurnption Services of
Individua] Consumption Good.s" -Au.g ,
August, L964, pp. 4i2-474.

3T"I"i=brod, B. 4., ïbi¿i., p. 473.
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ïn air ser.¡i.ces, these val-ues are witnessed v,rb.en a

cor,nmunity is threatened with the abandonment of regmlar air

services. I'fhile recornmencement of production in free markets

could. be instantaneous (given the inter-market mobility of

aircraft), institutional features (licensing procedures) make

the recolnmenceïnent of regular unit toIl air servì ces somelvhat

Iess than spontaneous.

As a final consid.eration in welfare, it will be noted

that the levels of demand for servi-ces are a functi.on of the

existing Cistributions of income and tastes. Demands, the::e-

fore, r,viIl be subject to these parameters. Familiarity with

a-i-r travel may increase its demand., and, consequently, its

market va1ue. Ithere serrzices operate into low-income com-

munities, the existence of low demand for air services does

not attest Èo lorv utilities from such servicer it merely

test,ifies to the inabílity of low-income consumers to register

their subjective values throu.gh spending in the marl.-et-p1ace.

In this area, hov/ever, the provision of afforcl.able services

through subsidized. travel is not recommencled.; d.i:cect payment of

income increments b1z the State r',¡i11 be seen to a1low higher

utility to the consumers and thus greater i.ncreases in social

lvelfare.
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In conclusion, r.,relfare analysis rvill be seen to suggest

this final conside::ation; the public interest j-n securing 'optinal

resour-ce allocation' will reguire acl',nowledging both problems

of income cl.i-stribution and extra-marl<-et influences. The prirna:r:y

technical problems are, therefo.re, the inab-ility to produce

object.ive interpersonal utility comparisons and the inability

to quantitatively identify extra-market values.. ït ís unlikely

that these problems will ever move out of the realm of norma-

tive econorn-ics.

.Finally, however, each dimension of air serr¡ice, whether

reliability, dependability, low cost, or wide availability, rnay

be seen to evolve different structures of income distribution

and extra-marlç.et influence. As these objectives to a greater

or lesser degree, are seen to be mutually exclusj--¡e, ordered

priorities must be established and the various welfare im.p1i-

cations considered.

,'
iii) Dynamic Aspects

Dynamic theory attempts to deal r,*ith the patterns of

adjustinent or adaptation of a system to changes over time.

Certain aspects of industrial behaviour must be considered

from such a standpoint if pubric regulation of air transport
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i-s 'l-o be consiclered effective.

Scirumpeteria-n a:ralysis is. ir.r.pc:rtant, in this respect,

fo:: the d.istinction .ç^,h.ich it- mal<es in indicating the potential

benefits of industrial policies u'hich allow extra-norrnal re-

rvards posi-tively into their systerns,

I'A system . that an every given þoint of time

fu1ly utilizes its possibitities may yet in the

Iong-run be inferior to a system that does so at

no given tirne, because the latter's failure to d-o

so may be a condi tion for the level or speed of
1

long-term performance. " -

Adaptabili-ty of the system to economic change nay be a condition

of the public inte:cest; thereiore, periods of short-term extra-

normal profit may be seen as necessary. Profits v¡iII dete::-

mine the term.s of borrov¡ed cao.ital" the levels of ::etained

ea.:cnings as sources of capítal, and, though de-batal¡le, rnay present

tr"nlrrnn"tei:, ioseph , A. , Capj-talism, Social j-sm, and.
Deqo_çia.g- (i{a::per & iìoi.i PuÌ:lishers, lJerv York, N. y., 1950), p. 83.
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a possíble sp,rr to innovatíorr.1 Schunpeter js clear in hj-s

betj.ef that .orof:.ts arc the gr:id-i-ng spirit of an entre-

preneririal or aclai:tive systern, "These cases then proviC-e the

baits that lure cap-i-tal on to untried trials."2 Hc..rce, stat-ic

standards of efficiency wi-tir short-run norrnal prof-i'ts n.av

have to be rnoclifj,ed. or rejected. However, v¡hat should also

be apparent is that restrictive policies r¡ihich allow such

secured positioirs, rnay also lead to entrenchnents of positiolrs

and consequent social losses"

An important trade-off is here encounte-red. As noted,

profits in the avj.ation fi-rms wiil detarmine theír ability to

re-egu-ì-p. Proiit protection nr.ay then be consid.ered desirable,

anC caa be secured through State licensing which protects the

inarket posi-tions of these firms. Holv'evet, ineguities in the

structure of li.cences -issr:ecl may lead to eouipinent aCva-ntagies

1-Caves concluded that the J-arger irrofitable fj-rrns are
rnost a'l¡l-e and 1il.-e1]' to ¡-nl:or¡ate tirrough ne\^/ eguipr.cnt; the
low profit firns a::e m.ost likely to devise rnai:l...et innovations.

)'sclnur,rpete::, .T. t\., Capit_al- isji
)
'A firn rn¡it',r e:<'i sti ng eguiprnent advantages ancl no res-

trictions as 'to caoacities offerecl r,ia-v continu.e to profit in
co;"npetition r^¡i.ih 'less aävantaqeC fjri¡.s; thus, it nay alrvays be
bet'Eer equi.ppei. The less p.rofitai:1e-, operations ilna],' fj-nc1 it
e:<pecìi-ent to conL'inue to capi'ta'l .izc thei-r fieet capaci.ty with
more oi¡solete, cheaper ec¡uipmont.
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over the less secure firms.

It is possible that. such imbalances in the com.petitive

structure of the avi ation system rvill lead ag:gressor firms to

move against opponents, encouraging merger or faílure, and

thus increasing industrial concentrations in the long-run.

Furthermore, the pattern of licensing may cause less advantaged

(but egually ambitious) firms activellz to seel< combinations

with firms holding licensing privilegles as their only avenue

to expansion. - Again, in the long-run, increased concentrations

in índustrial structure can occur and there ís an inc.reased

threat of social loss.

The essential trade-off is therefore between licensing

markets in protection of profitabilityr ãs the condition for

an adaptive system (and less certainly as an innovative incentive),

and licensing for increased competi-'ion as an íncentive to cost

efficiency and social benefit. The public interest .therefore,
is divid.ed betv¡een the development of air services, and the

extensions of greater consumer surplus to the travelling public.

lA Hicksian- approach to dynamics has further implications.

1r." Hicks, J. R. r Value and Capital, op. cit.
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I{icl<s sees tire firrrl as a planning ager:t a-cting in a dynamic

environmen't, in which p::esent investment decisions are held

accou.ntabl-e to the firm. as fíxed capacity in future marl..-ets.

At any one point in time, thercfore, the firrn v¡íII have

establ-i-shecl. sone sort of 'organic unity' rvirich cannot be re-

du.plicated instantly (the familiar short:run fixed resources

of lviarshall) and r,,¡hich is the resutt of past investment

decisions based on past expectations.

Lags in production to meet unexpected increases in

dennancl, and periods of excess capacity from unexpected. declj-nes

in d-ernand will thus becor,Le a feature of any transportation

system, Stochastic shocl.,s or random fluciuations in the system

of clen.ands composing the transportation network, plus the

ímpossibilitlrl of invento:rying transport services, create an

environment in which a fine sensitivity or instant adapt-

ability to demand oscillations cannot be expected. A certain

amount of market clisequil-ib.rium will always be encountered.

Tire pr-rbiic interest in tuning the transportation systern to

neet the demands placed upon it, ryhere fluctuations are signi*

ficant or marl:et inforrnation poor, may thus also entail lorv

Capacity
Re./¿?y,

1b*. ï^I-iIliamsoîÌ, o. E. "Peak-Load
Under Inciivisibility Constraints"

L966r vol. 56, pF. BLO-827.

P.ricing anC Optinal
, Anerican Econornic
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average loacl factors, excess capacities, and conseguent low

utilízations (rvaste) of those resources. ernployed in the

system.

As m.entioned, maladjustments in ind-ividual markets

may de.rive fronr past investment undertaken under conditions

of uncertainty, and expectations of future markets. Lags in

output expansions and inertia in present outnlt levels may

therefore þe expected in a dynamic situation, presenting

instances of economic waste as a corollary. The fact derives,

in essence, from the immobility of resources through both,

econornic and instituti-onal factors.

The problem is evident in the produetion of scheduled

air services. A certain short-run capacity fqr output will

be maintained by any carrier for use over its licensed netrvork

of marl<ets. The exact division of this capacity over its

route network.will be determined by those frequencies estab-

lished in the carrier's service schedule. Lags in output

expansions will then be presented by problems in leasing or

acquiring new capacityrl adding new scheduled frequencies,

I-Demand increases which are considered temporary rnay
elicit no response in output capacity or short-term leasing of
capacityi permanent demand increases may elicit strip or ground
facilities construction, and the acguísition of new fleet
equipnent and cretrs
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and re-scheduling iactor inputs throughout the firm's system

of routes. Inertia in providing capaciti.es after demands have

fallen will be provided through expectations that the declines

are only temporary, the particular institutional problemsl of

service abandonments, and t}-e immobility of fixed resources.

The lags and j-nertias in service provisions to changes

in demands may lead to periods of extended financial loss

which may have serious implicat.ions for the economic viability

of a scheduled route system.

It will be nóted that such problems are obviously less

threatening to the non-scheduled operators, who need operate

services only in markets where demands are sufficient to cover

at least all variable costs of operation. In this respect,

excess capacity with demand declines need only result in those

Iosses contingent with fixed resources, incurred only so long

as these resources cannot be reallocated out of the industry.

Againr ârr important trade-off is encountered. For

example, the public interest may require reliability of service,

1*Applications for termination of scheduled aír
will reguire considerations by the regulatory authority
involve protests by the communities involved.

serv]-ces
and
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and Such a request wi1}, in turn, require protection from the

types of loss noted above. It may be seen that periods of

excess profitability during conditíons of high demands are

to be protected from competition, in order to cover the losses

of sinking demands and preserve reliable and economically
'1

viable carriers.* On the other hand, due to the different

nature of his obligations, the non-scheduled carrier is not

subject to such extensivê losses and, due to the increased

variability of his costs, it may be seen that there'is less

need for protection of the profitability of such services.

Indeed, it may be considered in the public interest to maximize

competition in the areas of nôn-scheduled operatiorr=.' So long

as capacities can be kept in some reasonable equilibrium wíth

demand, it should be possible for all such carriers to main-

tain viable operations, and, at the same time, encounter all

the benefits possible from freely competitive markets.

1-Such a system of temporal cross-subsidization will
involve an incorne redistribution from the peak-demand travellers
to the off-peak travellers.

)-At the same time, ho\a/ever, the role of the non-schedule<l
operators may have to be confined in order to avoid diversions
of scheduled traffic, and a threat to the viability of such
services.
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It v¡ill- be noted that such a non-scheduled s}¡stem of

air transport rvould. be analagous to the 'taxi' system. of urban

t::ansport. ï/ith all markets free to entry, each ind'ivi'dual

carrier wj-II clisperse its fleet as demands arise. The sensi-

tivity of the system to the netv¡ork of deinands woulC derive

frorn the indj-vi<lual carriers' knowledge of market needs (here,

there may }:e some advantage seen in 'lOcalízed.' or restrj-cteö

geographj-cal area carriers) , the vray in which markeL informatj-on

is conveyed to the carriers, and ttre skill r'vith which fleet

are utilized. to meeL 'ad hoc' demands. l-n any case, the

economic vial¡ility of such service would only seem threaLenec'l

by the der,,elopment of chronic excess capacity in the industrv

leacling to condj-tions of. cutthroat competition between carriers.

In turn, sucTt compeLi-tions might evolve into lrrerger anC con-

solidation activities which threaten t1.ose social losses allegeC

to accrue from increased ind.ustrial concentrations"

As a final a_rea in dynamics, the nature of j-nvestmen+-

;olanning tnay be observed. In this respect, the firrn is seen

as a planning agent; conditioned by its information as to

present conditions (the data of statj-c svstems) and its expecta-

tions as to future sj-tuations. Tn this environment, Hic]çs notes
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that four "",r=."1 of disequiliÌ:rium are possible:

1. divergent e><pectations

2. inconsistent o1ans.
. ., '

. stochastic elernents in the system,

and, 4. risl<-avoidance tendencies.

A; noted, problems of stochastic change and rísk-
,lt,

avoidance are impossible Lo avoid. However, it should be
: i _...

possible to remove problems of inconsistent plans (i.e. excess "''
investments in capacity) and divergent expectations to some

extent through inc::easing the information available to firms

and through an improvemeni in market-orientations.2

As a further development, some sysÈem of centralized

investment planníng by the regulatory authority may be seen

as useful in co-ordinating the different transportation invest-

ments as undertaken by federal, provincial, and private interests. 
,

?
Chenery notes' th.t there are external econom.ies in such investment

:t-Hicks, J. R., op. cit., p. 133.
)-It is to be noted that this change malz require increasing

present data accumulations and v¡ill therefore involve an increase
in costs. Furthermore, firms operating under "free-enterÞrise't
philosophies may be reluctant to provide relial¡le data on their
investment plans

3-See Chenery, H. 8., "The Interdependence of Investment
Ðecisions", The Policy Sciences, (Stanfor.d University Press,
Stanford, California, l_951) , pp. B3-99
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co-ordinations, i. e. that one investment's profitability may

be contingent on another investment. As an example, private

investments in aircraft may depend for utilization and profit-

ability on strip developments which are a function of the State.

The efficiency gains may be seen in the timing or co-ordinati,rg

of industrial and g:overnmental activitíes. A general equili-

brium systems approach (for example, of the ï,eontief-type) may

identify potential bottlenecks in supply while a dynamic con-

sideration of the lead, times for investment would co-ordinate

the completions of capacity.

fn conclusion, therefore, it is to be noted

of centralized planning,I if efficient, will be able

1-One should realize that this function, in
accumulating and informational elements, involves
costs or levels of resource use itself in additíon
possible benefits.

that a system

to remove

much of the uncertainties present in the market place, thereby

facilitating a better co-ordination of activities. ï'fhíIe

reliance on the structural and behavioural hypotheses of static

analysis may be more administratively expedient to the regulators

of air transport, in theory, at least, there are aistinct

benefits to be gained from centralized planning - benefíts

which a mere strengthening of the market-orientatíons by firms

its data
certain
to its
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may not be able to provide.

iv) Linear Prog:ramming Aoproach to Efficiency

A static aeneral equilibrium norm for the efficiency

of domestic air transport is presented by Mil1er (1963),

In particular, it is felt that new light is shed

on at least one long-standing object.ive of govern-

mental regulatory policy in the domestic air transport

system: namely, on the concept of the efficiency

of that system."l

The study attempts to arrive at the efficient (least-

cost) scheduling of available types of aircraft (i.e. in the

short-run) over the specified route system, given particular

Ievels of demand to be satisfied..

The objective function in Mil1er's linear program is

to minimize totar d.irect operating cost; it is the efficiency

of the entire air transport system, and not the aUiiíty of

individual fírms to make the best of their given route networks

(i.e. internal firm efficiency), which is to be considered..

1tl4iller, Ronald E., Domestic Airline Efficiencv: An
Application of Linear Proqrarnminq, (the M. r. T. press, carrbridge,
Ir{ass., 1963) , p. 2.
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It is therefore this tlorm which is estalolished as a measurj-nq

stick for the performance of the system. Given as the parameters

of the systen are:

f. its total capacity - as indicateC by the stock of

aircraft in the índustrY.

2. levels of clen'ands.

3. costs (by aircraft types).

and, 4. ro¡-rte systerns (flows between nodes or orígín-

destination points irregardless of airline

distinctions).1

As Miller notes,

"Given the available stocl< of aircraft ovrned by the

domestic . lines serving the nodes selected.

given d.irect cos.ts and other operating characteristics

of each aircraft type between each possible pair of

nodes,andgivenpassengerde¡nand,itispossib1e

tò aistribute this demand among available aircraft

in such a manner as to minimize total direct operating

costs while meeting a series of availability constrairrts,2

t_-fnstitutional bounclaries created by State licensing,
v¡hich don't allow carriers access to particular markets.

2-e. g. Safety resuirements, availability of CayIight,
technological constraints on service availability



balance equati-onsr1 and clemand requircrrtents.

The m-odel, therefore , presents a static and

picture of cost eff-i-ciency, a goal which ad.m.itterlllz

presents one objective of regn-rlatory policy.

a)

,r2

short-run

only re-

In essence, the rnodel views the air transport netryorl-,

as íf j-t, b'ere operated by a monopolist, faced with linear cost

functions, whose objective is to meet the series of fixed

d.emands in the transportation system at least "o=t.3 The

efficiency gains in the solution of the program are seen to

derive from the flexibì lity of equiprcent assignments in an

optimal pattern of use. tr^trithout the restrictions of limited.

markets through licensirg, and the inability of firms to co-

operate in eguipment exchanges and interline services, it rnay

be'observed that there are-significant cost savings. The rnodel

1e.g. The total hours of use must equal or be less than
the total hours availabilityr at each node, departures of certain
plane types cannot exceed arrivals; the total numbers of passen-
gers accommodated will equal total scheduled capacities/route.

)-ivtiller, Ronald 8., Dornestj-c Airline Effic.lenry.: An
Application of Linear ProqramTnj-nq, (The I'1. I
l'lassachusetts, 1963) , p. 57.

3ob,riorrsly, this abstracts from the
maximizing firm facing costs variable with
of operations, and downward sloping demand

. T. Press, Carnbridge,

position of a profit-
distance and density
functions.
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attempts to make clear that the loss in the system is possible

cost efficiency, through institutional restrai-nts rvhich restrict

entry to markets. From this vielvpoint, it might be considered

that the public interest in a lowest cost transportation systen

might be best servecl by free entry to all markets.

fn any case, the public interest in maintaining " . . .

ttre best use of all available modes of transportation at the

lorvest total cost . "1 may be seen to require an inter-

pretation of economic efficiency as presented in the model.

In this respect, institutional inflexíbilities in utilizíng

f,leet capacity may be seen as a source of inefficienclz to the

system.

v) Industrial Organization Aspects

The central theorem of industrial organization is that

market stiucture2 will functionally determine the conduct3

t-Section (3), The National lransportation Act, L967,
Statutes of Canada, 11967, Chapter 69.

2-In the following dimensions.
1. seller concentration.
2. buyer concentration.
3. the degree of product differentiation.
4. condition of entry to the market

'". the patterns of behaviour that enterprises
follow ín adapting or adjusting to the markets in which they
sell (or buy)." Bain, J. S. , Industrial Orqanization, (John
V[iley & Sons, Inc., New York, N.y., 1968), p. B.
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L
and. performance* of firms within the designated inCustry' The

basis for such predictions rests primarily on the partial

equilibrium- analysis of prì ce theory.

Given such a cause-and-effect rel-ationship, it is felt

tha1; regulatory con'trols v¡ould be better confined into solely

conil.itioníng market structure, "' \'ve fi-nd that direct re-

guJ-ation of performance (such as direct. d-etermination of price

and. output by a government comrnission) is not a generally lvork-

abte means of regulating a free-enterpri.se economy. On the

other hand, regulation of market structure and conduct is much

more feasil:l-e and, in general, a workable tnode of regulation'

Then the feasible reguJ-atory proceclure airned at securing

satisiactory performance is to devise regrrlation \'il1icl'ì rvill

sec\.lre market structures and patterns of marl<et conduct rvhj-ch

will lead to satisfactory perforrnance."2 Such an approach

ís obviously dependent on the cl.eterminant features of r:artial

1-The end results in price-ouLput
production anC sellíng' costs, and product
be seen that. these results correspond to
of technj-cal efficietrcy, .bech:rologicallv
attainment of technological adap'babilíty-

con f i gur ati-ons ,
qualities. It witl

the socjal obiectives
aclvanced s'¿stems, and

2-Bain, J. S., lbid., PP. L2-L3.
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anal-ysis, "A determinate solution is achíeved by making the

impersonal rnarket forces tire very powe.rful factor, and re-

stricting the independ.ent action of the firm to an adjustment

to these forces . " ,1 and on the alcility of analys'i s to

recognize those market structures rvhic,h v¡ill d.etermine ideal

dimensions in performance. A particular problein, hoivever, is

encountered. in oligopolistic market situations, " . v6iters,

once they have shown the inad.equacy of the determi nate solu-

tions . may d.eny ihe possibility of a general theory covering

industry under oligopolistic cond,itions and substitute for it'

voluminous case studies

viewed as a chaotic mess where practically anlzthing may hapPltt,

and about which economic analysis has very little to say."2

Indeterminateness of solution is recognized in oligolopistic

markets. The regulators of oligopolistic air transport markets

are in a difficult position' therefore, in regulating market

structure towards the achievement of desired objectives,

lRoth="hild, K. r{., "Price Theory and oIigoPoIY", (as

reprinted frorn The Eccnomic Jorrrnal, Vol. LVÏI , L947) , pp. 299'320,
in Readinqs in Frice TheorY,
Illinois, L952) , P. 443.

(Richard D. Irrvin, Inc. rChicago,

IÞid., p. 446.2Roth"child., K.'t'1,,
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Discussions of competition in the ma:rket place follorv-

It may be felt that reg'r:Iation of market structure in order to

achieve a beLter 'operatingi' competition will secure the de-

sired. performancer in particular, regulation of conditions of

entry may be stressed, "It thus determines the relative force

or potential of competition as an influence or regulator on

the conduct and performance of sellers already.established in
1a market. "' I{íth 'effective' competition, there will be no

need for government to regulate performance directly, or 'plan'

industrial activities. Such a competitive presumption is found

both administratively expedient and philosophically acceptable

in North America, ". it is the sound instinct of conserva-

tives that planning j-nvolves, inevitably, the control of in-

dividuat behaviour. " 
2

fn Canadian air transport regiulation, this competitive

presumption is seen in the emphasis placed on intermodal coT-

petition, " . . . regulation of all modes of transport lvill

not be of such a nature as to restrict the ability of any mode

1-Bain, J. S.,
2-Galbraith, J

Books, Boston, lIass.,

Ibid.., o. B.

. R., The Nerv Indus-urial State, (Signet
L967), p. 34.
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of transport to compete freely with other mod.es of transport."l

In other v¡ords, no transportation mode is to be weighed with

obligations to serve particular markets or secure objectives of

national policy, if such obligations create distortions in the

competitive relations among carriers.

Competition, therefore, is to be reliecl upon as a major

means of ensuring the desired performance in cost efficiency

and high standards of service. at the same time, however, the

need for density in route operations to ensure the efficient

utilization of capacity, and to maintain self-sufficient operators,

will constraín the levels of competit,ion admissable in air

transport markets. The trade-off is c1ear. Concentration of

markets will allow higher (i. e. more efficient) utilizations

of existing capacities, the employment of larger, more efficient

aircraft, and should assure the financial self-sufficiency

(i. e. stability) of the carriers involved. On the other hand,

de-concentration of markets will inc.rease their "ompätitiveness,
and hence induce greater cost control and the transmitting of

1-Section (3), The National Transportation Act, L967,
Stat-ute-s of Canada 1967, Chapter 69.
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the benefits of efficiency to the public. Concentrations of

marliets rviIl ahvays involve the potential threat of market alcuse.

The rationale of structure, especially r^rith respect to

concentration, forrns the cornerstone of industrial organization.

Its central concern is with the technical efficiency of the

organization of firms wíthin the industry. The deg:cee of

technical efficiency is rneasured by the retationship of attai:red
'

unit costs to the minimum attainable. Fulfillment of the

objective of technical efficiency in production, given the s'ize

of the relevant market and the extent of the economics of scale

present, will imply a certain level of ind.ustrial concentration

as a result of these two j-nteracting dete.rminants. 'Rational-

ization' of industrial output ínto firms of optimal scale and

optimum levels of efficiency may therefore by required in the

public interest.

The nature of cost efficiency in commercial aviation

deserves som.e attention at this point. Early articles by Crane

I-Crane, J.
(Ha.rvard. tsusiness

8., "The Economics of Air
Rcvj-erv, vol. )C(II, Sumrner

Transportati.on" ,
Le44)
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'l

ancL lioontz- revealed that the econo¡nies encountered by the aj-r-

lines are not distinctly relatecl to the. síze of operation of

specífj-c aír carriers, rvhatever index of sLze is tal<en (assets,

gross revenue, availal:l-e ton-miles) .

sqc¡ngrnies are found iir:

It rnay be summari zed that

1. aircraft type.

2. stage lengths (by average, variance, and connectivity

of fliglnt 1ra'tterns).

traffic florvs (in total, tenporal and. il-írectional

patterns) - i. e. densÍty of routes

4. utilization rates of equipment

5. economies of firrn scal.e.

fn four of the factors above, -it ís not firm scale but

ttre nature of the route systern facing the carrier r"¡hich produces

cost savings. ihu carrier's route systern conprises all the in-

dividual cj-ty-pairs in which the firm is legally licensed to

operate. This vital cost determinant is presented to the firm

throu.gh regulatory policy and institutional methods rather than

?

I-I(oontz, ,H. D., "Economíc and l[anagerial Factors
Sulcsiciy [TeeCs of Domestic Trunk Line Air Carriers"

Under-
, (Journallying

of Alr Law anil CommgrSe, vol. )(VTI, Spring 1951) .

2As well as the types of servíce which may be operated..
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through the natural evolution of the free entry patterns of

the individual carriers. As a result, .cost performance has

arisen as much ou'L of the evolutions of licensing as the

efficíencies with which various firns produce output.

Route decisions, in turn, may '¿end to be haphazard..

For example, in the U. S., Caves notes, ". it (the C. A. 3.)

has not taken the initiative in planning the airline route

pattern. Rather it has simply decided cases as they have been

presented as a result of the initiative of some carriers who

file applications for new routes or extensio.r=."1 Decisions

in favor of licensing have der-ived flom the carriers persuading

the Canadian Transport Commission of the need for addítional

service, while denials have been based. on the insufficiency

of traffic or excessive cl.iversions frorn existing operators.

ït does not seem that the Comrnission Ïras developed. the carriers'

route systems with the goal of economic efficiency specifically

in mind. The'inflexibility in the evolution of specitic firm

route system.s (due to the prolclems of transferring carrier

property, business, or lícences to other carriers) has perhaps

lFrederick, John
(Richard D. rrwin, Tnc.,

H., Commercial Air Transoortation,
I{omewood, Illinois, 1955) , p. 198.
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encollraged rûol:e rùcrger actir.rity, âs a rneans to 'rationaLíze'

the inciustry, than is specifically \.,7arranted by consideratio:rs

of efficiency.

Tire prime conce:rn of the regulatory authorj-iy may be iir

maintaining the density of route operations. Indeed, bad cost

performance due :o €)itcoss ent::y j-s a valiC concel:n, ". f-he

d.ecrease in unit costs as a carrier's passenger volume in any

city-pair increases is such that service by more carrj-ers
1rather than fewer is likely to raise operatíng coçts."- As a

tresultr' commercial a.¿iation markets evolve necessarily high

seller concentrations; and. the problern for the regulatory

autho.rities is clear, ". static theoretical analysis is

almost, entirely ir::elevant . because the analysis itself

recogni zes that where there are condi tions of duopoly and

oligopoly . the equilibrium position is largely incleter-
a

minate. "'

lstraszheJ-m, I.iairlon, The Tnt-ernational Airline Industrv,
(the erool-,ings Institr:tion, liashì.ngton, D. C., 1969) , p. 186.

2'It is also felt tha+- the main benefits of com.petition
are derivecl when onl.1 trvo carriers exist.

IttrVheaLcroft, Stephen" The jr4concrnics of Eurg'Ì:ean Air
T::ansport, (i'ianchester universiiy IL@ England,
1956), p. 2LO.
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The most thorough study of this industrial organization

of the air transport inCustry is that undertaken by Cu.t"=.I

fn relation to the different levels of air carriers,

Caves notes they are ".
)

firns.'l- The existence of a 'tirirC level' group of airlines,

functi oning rnainly in charter and irregular or nonschecl.uled

service j-s recognized only in brief and ac'l<nowledged a con-

tinuing policy pro)rlem for the regulatory authority. Yet,

severaL general qualities of the market structure of commercial

services. are noted and may be repeated as of relevance to the

'third level' type of operation.

In relation to the demand for air services, Caves notes

that the availability of alternative transport and the clístances

to be .olr"..d3 år" the priirre determ.inants of dernand elasticity.

Hence, it is in markets rvhere air transport has a monopoly, ancl

over long-hauls that inelastic dernand.s for air transport services

(and., concurrently, the ability to charge higher relatír¡e prj-ces)

I-Caves, R. E., Air Transpo:rt and Its lìecn:lators An
Ind.ustrv Siud.v, (Harvard U:riversity Press, Camlcridge, I'lass., 1962).

1'caves, R. E., rloíd., p. 87.

3air service, g'irzen alternative transport, rvilI be seen
to be less conpetitive over sho:rt-hauls.
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may be expectecl.I Caves also notes a higher consurner preference

for ne\,/er technologies and for tire airl-i-ne rvith tl.e most service

frequencies. Hence, firras v¡ith the ability io re-eguj-p rvi11

maintain a d.istinct marketíng advan'Lage over less advantaged

carriers who vzill lil<ely have to charge lov¡er prices to remain

competitive. Furthermore, rivalries for markets r¿ilI likely gc

to the carrier maintaining the most frequencíes., and "active"

competitions may be seen to erupt into "e>(cessive" schecluling

if price and quality remain invariable. The stability of such

a situation cannot be reassured .througir successful product díf-

ferentiation, since carriers operate rvith standard.ized equípnent

types. Only safety appears to remain an iinportant factor, " .

if it seeks business on the basis of low príce and relatively

spartan service, it might well face a disadvantagie due to con-

- ..2sumer suspicion of its safety ."-

The degree of seller concentration, as mentioned,, is

strictllz at the discretion of the regulatory authority. How-

ever, it should be noted that, without such controls on entry,

the mobility of aircraft transfers between markets makes entry

lultimateIy, such areas of service command. the greatest
concern for consumer interests by the regulatory authority.

2cav"=, R. E,, rbid., p. 88.
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exceedingly easy. Furthermore, with smaller aircraft or low-

cost obsolete aircraft, initial ca.pital investments are relatively

small and absolut.e cost barriers may tl:erefore be consid,ered

lorv. fn effect, v,rithout the conciit.ion of licenseC entry to the

markets served, the barriers to entry by low-cost used aircrai't

or by sma1l aj.rcraft must be considered lov¡.

As regards cost levels, Staszheim. sums up the cost dis-

a<lvantage of smaller firns as not particular:ly attributable to

scale ecor:romies, ". the nature of srnall firms' operations

short stage lengths, smal1 aircraft, poor statíon and labor

utilization - are tlae important explanations of their higher

costs rather than firm scale per se."1 Caves conci-lrs with such

an analysis and notes that, by operating over only a small net-

r.vork, using homogeneous types of aircraft, and- contracting out

at involve scale econornies (e. q. overhauls), theoperations that involve scale economies (e. g. overh¿

small operator2 *ay b" ai:le to substantially reduce his cost

disadvantages. By servinE a limited nurnllcer of points, a local

carrÍer may lor.¡er administrative anrf ind-i rect costs ,¿hile

maintainíng an easier ,t<norvledge of the markets he serves. Hence,

lstru.o=lleim, t4ahlon, The International Airline ïndgs'!!y,
(Tlre BrookinEs Institu'Lion, Ilashington, D, C., 1969) , p. 87.

2-Sucir an argiument malr be term.ed the " specialist doctrine".



46'

it may be suggested that the scope of operations of the smaller

carriers be limited both in types of markets servecl (i. e. pre-

serving homogenous fleets) and in the geographical extent of

networks served.

Caves makes a special reference to the importance of

investment planning to firms in commercial aviation, "By far

the most important aspects of market conduct in the airlínes are

those surrounding the carriers' decisions on investment in

aircraft and on the use of these aircraft in product competition.

These decisions set the guality of the industry's market per-

formance . . ."1 ïnvestment planning and aircraft þurchase be-

come part of the long-term strateqf to compete in markets.

Expectations of consumer preference and future markets

determine decisions ". heavily keyed to considerations of

market rivalry",2 and are made under conditions of uncertainty.

The ideal is to select that aircraft which best suíts the re-

guirements of markets while ensuring minj-mum cost performance.

However, it appears that opportunistic and over-enthusiastic

behaviour by ov¡ner-manag:ers, absence of well-developed plans

}"a.r"=,

2".rr"=,
E. , I-ì¡id. ,

E. , rbid. ,

R.

R.

p.

p.

303.

3L2.
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for marl<et developments, problems in forecasting future demands,

ancl equípment orders placed on the basis of hoped-for route

awards, have often led to severe misjudgments of capítaI reguire-

ments. Capital (loanable funds) availability, furthermore, tends

to create a g'rob/ing advantage for the profitable carrier and

possibly leads to long-run increased industrial concentratíons.

ïn any event, control of this aspect of firm conduct will likely

be strongly defend.ed from regulatory control as it represents

a major competitive variable in the firm's arsenal, "Market

share aspirations are highly rivalrous, and this wou1d. be even

more apparent if the availability of finance did not restrain

the smaller carriers so significantly."l

fn conclusion, i.ndustrial organization analysis emphasizes

the effects of structure on performance. In examination of air

transport regulation, the indeterminancy of oligopoly situations,

the trade-offs between higher seller concentrations and increased

competitiveness, and the effects of regulation on the achieve-

ment of objectives arise as problems which warrant consideration.

Questions regarding the necessity of regulatory intervention

lcarr"s, R. 8., rbid., p. 323.
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in tÌre operations of firms within the air transport ind.ustry

follotoz. lfhether or not ::egulators 'i nflu.ence market structure

sufficiently to produce a hetter industrial perforrnance in

line with socj-al objectives remains the principal issue.

Economic perforrnancer âs suggestecl in the theory of

industrial orEanization, mây derive, oÍr the basis of certain

stated relationships, from industry structure, definec-l to

include both technology and the regulatory environment. The

essential tracle-off , therefore, surrounds placing more reliance

on regulation -to achieve the desired ends of society or, con-

verseJ-y, placing' most emphasis on competition and the market

place to achieve the desired goals"

I{heatcroft notes, ". a comprehensíve defínition of com-

petition must take into account the ability of nerv firms to

enter the field, the absence of restrictions on the introduction

ancl clevelopment of innovations, the freedom of operators to

determine their own output, quantita'civery and crualítatívely,

as well as their freeclom to alter their price."l Free com-

petition, therefo.re, implies complet.e freedom of entry, outputs,

Ivth"atcroft,
Transport, op. ci't. ,

Stephen,
p" 2LL.

The Economics of Euro.pean Air
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pri-cing, guality, and investrnent, as decisions solely the res-

ponsibility of firms in the industry. At present, however,

only investment decisions (although influenced by the expected

reactions and- incentives created by the regulatory authority)

remain the sole directly undisturbecl decision of the private

firm in the commercial air industry.

In g'eneral, rationales for the public regulation of

commercial air transport may be placed into three categories:

1. that unregulated competitive practíces will lead.

. to "excessive" or destructive competitive practices.

that control of entry by the regulatory authority

inevitably involves, as a corollâtry, the regulation

of fares, qualitites, and. guantities of service

to ensure public protection against the potential

abuses of State-created monopolies.

that scheduled air services are public utilities,

part of the necessary infrastructure for economic
1

development,- or simply, services vested wíth

2.

3.

lrn. National Transportation Act, Section
". an economic system making the best use of

(3), refers to
all available
to maintainmodes of transportation . is essential

the economic well-being and grovrth of Canada. ll
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the public interest: and that, therefore com-

mercial operators must be regulated to ensure

performances required by the public, and protected

to ensure that they are able to meet their pub-

lic obligations.l

The starting point is obviously that contention that the market

structure of commercial air transport will determine "exces-

sive'l entry and competition. r¡Tithout such a condition, the

regulation of state-created protected positions would seem

unnecessary. The final category above appears less open to

economic interpretation. The central i.ssue centers on poli-

tical and philosophical discussions regarding whether trans-

port services should be operated by private enterprise under

strict busíness principles, or whether such services should

perform also as'instruments in securing particular social

objectives. As Currie notes, the problem is ". whether,

because of the general and widespread benefíts which trans-

portation confers on the community and the nation, it is

desirable to include transportation services in the general

1". carriers who are reguired.. to maintain
service at regular intervals according to a published schedule
regardless of whether or not the traffic offered is sufficient
to provide a profitable flight, ought, in order to achieve
maximum loads, to receive protection from undue competition by
carriers who are not so required." (i. e. non-scheduled
carriers) from, Air Transport Board, General Order go. s/fl.
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categorlz of gove:('r-rÌnent scrvj-ces . or whether ít r^¡oulcl oa

rncre ciesi.ra-l:ie fcr transporta-Lion to bc financed. b},, the user,
'l

as j.s the cese o:-' o---ner gooCs and services ."t i,ihile

econonic analysis rnay be useful in inCj-cating public interest

aspccLs and. -t::acl...r-cffs, probJ-ems in Cefining the public intlrlst

and establishing ordered social preferences, and in Cesignati:rg

e:rte-rnalities ar:cì pr-iblic goo<1 reasons for interr¡ention, the

questi.on uncloubtedly remains poli cítaL.2

The cent::al econcm.ic ccncern ín the regula',-ion of con-

mercial air se::vices is that free competition would result in

deficient ¡na::ket perforrnance, ttrat, g:J-rren its structure, the

f::ee rna::ket misallocates resources, and. t'hat competition is an

unsatisfactory regulator of srarlcet conduct. Given the physical

eese rvith ryhich factors (aircraft) can enter markets, the 1or..,

alcsolute barriers to entry in relat.ively lovr capital requireraents,

I-Cu-rrie, À. i{., Canacì.ian 3':cansportatj-on Economics,
(University of To::onto Press, Toronto, 1967) , p. 27.

)-iïcr exarúìpl:e, OIi ver i"rrend.el l Èiol-mes notes, "The notion
that a business i-s clol-he.-l v¡ith.tiie publ-ic i¡rterest ancl has
been devotec to the pu-l:I-ic use is little more than a fiction
the le'gisrature rn.a\¡ forl¡id or restrict anv business v"4:en it has
a sufficient fo:cce of public oÌ:inion bahincl it," as quotecl in
Kahn, A. E. " The Ðccncniqs cf p.j:ciulaticn, (JoÌrn ?iil-ev and scns,
Inc., Nel,/Yor)i, N. Y., 1970),,. 7.
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the ccnsumer preference for firrns with rilost freouencies of

servíee and nervest t.echnologies, the lacl< of significant

econo¡nies of sca1e, ano'. thie inabitity to successfully product

ciifferentiate v¡ ith standarCized equiprnent types, cornpetitive

market struggles v¡ill obstensibly lead to cutthroat price and

quality competitioas, excessive scheduling in lucrative markets,

ancl too rapicl re-eouipping in i:rvestment programs. ïn the

short-run, concessions to safety to maintain financial viabil-i-iy

may occur. In the long-run, increasing rnarket concentration

may result from the successful- price-cutting and equipping

policies of the larger fir'-ns, follor¿ed by necessa,ry merg'er and

consolidation activity. As general features, the unregulated

industry allegedly ma display chronically subno.rrnal earnings,

chronic excess capacj-ty relative to demand,l *rla high rates of

small business mortality. ïndustrial stability would. only

seem to derive after the industry had dynamically evolved into

one of high seller concentration. ïn referring to such marl<et

situatíons, Bain notes, ". the excesses of conpetition have

had a sufficiently unfavourable impact . . . that the interested

parties have usually and frequentllz obtained special

governm.ental requlations of their industries to lessen or limit

1_..-T're -ter:n na1.r aÐpear a::il:iguo:: s. Tn tire sl:ro:,:'c r..lì1 ,
,i:;ist.-i-:lçt 1:'l an't ca.':aci-ti¡ -is u:ri,:ru t,i.-1-i:¿:cl . ïn 'tne 19i.1ç'-rt:tr,
-Ltre terril appl-i-es to'L--he tenäenc;z for.xcess entrv to occllr
creating excÊss ca':acitl' in 1-igi:t of -uhe :ccnonj,c cpport'.',nj.tj-es
i rvo'l veii



free cornpet-ition"

At stake

are those servi-ce

and availabilíty,

benefits al-leged

53"

t, 1

in the regulation of commercial air services,

variables - reliability, continuitv, saietv
)- which consumers m.ay stress over those

to accrue from competitive markets, lorver

fares, wider choice, higher serv-ice standards, and- greater

managerial control of costs. ïndeeC in regulating competi-

t. j-on to lor,ver levels, and. thus maintaining denser ma:rkets,

the regulatory authority may aIlor,v the operators to achieve

lo.¡er unit costs and hence gain efficiency with existing

capacity.

Thj-s need for regiulation to lirnit compe'bition, however,

1*Bain, J. S., J_U , op. cit. pp. 47O-7I.
t-The use of a system of internal cross-subs-i-dization as

a m-ethod to extend route netr.,'orlcs is suggested. The practj-ce
may be inposed on a 'l-cansportation s]'stem by the regulatory
authority to satisfy both socj-al and polj_tical oblect-ives. By
using the profits from r:rotected. Iucratirze mark-ets, a carrier
rnay be able to meet regulated oblj-gations in unprofitable
markets v¡hile still m.aintaining a viable total oper:ation. The
practice is thus politically e:<pedient as it rnakes air serv-'i-ces
more vr:'-Cely available r.¡j-thoui; loss in Treasu::y fund.s and- rv-'i-1:h-
gut e:<plic:-'cl1z increa.sing the tax bur{en. There is" horvever,
incorne transfers from l.lsers ín the r¡ialrla markets to users in
the margj-na1 markets " Cross-subsid.y can ther=fore oirly be
justified i.'.'here stich trarrsfers a-re sociall-y acceotable. Furth=r,
tcnooral c-ross-sr.l'csiCj zat j.on o-[ services rnalz þn cons:'-derc<] a
nec.3ssitl' i.n orcìe:c to naintai-n r:rice s-i--a¡i1ity vrhe:ce condi'Lions
of fluctuating deinal:cl- are prevalent.
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is far from being a clear necessity. ï.{heatcroftl presents

the most conclu.sive case for regulation, ". it is unlikely

that an unregulated. air transport indusLry urould achj-eve the

stable equilibrium that has been obtained in other oligopolistj-c

industries . there will always be newcomers who, in order

to establish thernselves in a nel,v marlcet, will offer lower rates

than those of the existing opera'Lions. This action is almost

certain to precipitate a rate rvar because, without the protectíon

of a ci-early differentiated prod.uct, the established operators

are certain to retaliate. Such price v/ars can be ruínous to
)all competitors."' On the other hand, Caves opts for de-regulation,

"Apart from the fact that some aircraft are more effícient for

any given marJ..et than others, they are freely transferable from

one market to another. fn the short-run, this stock of aircraft

will produce only so many seat-miles of service, and t?rere is no

just reason to suspect that market forces would allocate them in

such a way as to produce a great volume of unprofitable service

in a few large markets and a small volume of very profitable

services in others. In the long-run,it is impossible to see

1r"" Vlheatcroft, Stephen, Air Transport PoIic\',
(ivtichael Joseph, Ltd., London, L964), pp. 46-65.

2Mneatcroft, Stephen, Ibid., p. 56-7.
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r+hy funds would be r:seC to buy nev¡ airc::aft that r^¡culd raise

t-ire outpurt o:i the incust::y to a rever that could not earn

a normal rate of ::etur,-r."1 St::aszheim coacurs, ,,. it dces

tlo't follov¡ that easy entry necessarily leacls to excessive entrv

since there are no ecotromic girouncls for firrns to enter i-r-. pro,Íits

are belorv norm.al."2 The question is, therefore, rvirether un-

regulated markets wi1l. 1ead to optimal distributions of avail-

able stocl" capacity as desc::ibed iir the l"Iiller model, and. an

equilibrium of total capacj-ty to total clemand over the long-run,

o-r rr'hether, as I'fheatcroft describes, markets wirl remain as

short-run. unstable oligopolíes, r,vith perhaps increasing concen-

trations over the long-run. Quite obviously, no definite

conclusíons can be offered. The choice of regulation or com-

petition will clepend particularly on the interpretations of

likely firm behaviour in these marl<ets.

?In discussing such problems, Wheatcroft' claims the

follov¡ing possible benefits aLtributable to increased competition:

1tcaves, R. 8., op. cit., p. 383.
2-straszheim, Ii., The rn-ternation_al Air1ine rndustr\¡,

op. cit., p. 186.
I-I',il:eatcrofL, S. î., Airl-i_ne _Co:npetition in Canada,

(Depart;nent of Tra.nsport-, Otta.r.;a, l958).



56.

1. more adequate and efficient services

2. more rapid technological progress

3. more rapici traffic development

4. the satisfaction of choice

and, 5. the provision of a yardsticli of efficiency

Against such benefits it was notecl that paralellisms

ín service may be developed., that there may be overall increases

in costs r,vith decreased route densities, and that possible

diversions of traffic and revenues could well retard or even

reverse the carriers' progress to¡,vard serf-suf ficiency. The

policy choice was ". Èo weígh the possible advantages of
having a competitive service against the risks of íncreasing

the cost IeveI. "1 As a guide to devising the best IeveIs of
intra-mod.ar competitionz in the provision of com.merciar air
services, however, such a standard is far from definitirr".3

llriheatcroft, s. F., rbid., p. 3.
)-It shoul'ã be noted. Èhat the guiding statute to the public

regulation of commercial air rranspori in cán"a;;-¡;" National
Transportation Act, makes specific reference only to the desired
nature of inter-modal competition.

a-The possible trad.e-offs are immense. use of larggr, moreefficient aircraft wirr require lorver frequency operat.ions tomaintain break-even load factor reguirem.ents. Thus, for example,
increased efficiencies and technological progress may require
fewer frequencíes, greater marl<et concentrations, .rrã subseguentloss of competition. Jud.gnrent v¡i1l be required as to whichalternative better suits the "public interest. "
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Hence, the role of regulatory policy can be seen in

its proper perspective. A careful balance must be struck.

Restrict entry enough to realize the economies of scale and

savings from higher route densities, yet allow enough compe-

títion to ensure Èhat such efficiencies are not, lost through

monopoly profits. The quandry for policlr makers evolves from

the ind.eterminacy of the oligopolistic situations.

B) General Implications

Id.entification of relevant theoretical approaches in

devising public policy for the regulation of ,third levelr

air carriers has focused on concept,s of:

1. general equilibrium

2. Paretian welfare

3. dynamic adaptation to change

4. static effj-ciency (in linear programming)

5. 'structural' behaviour and performance

and, 6. the proper role of competition.

l{hile regulatory policy cannot hope to cope successfurry with

each aspect suggested. in the various theoretical discussions,

certain g'enerar imprications may be drawn from the preceding

analysis.
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Discussions in general eguilibrium aspects of theory

suggest the public interest in recognizing:

f . interdependencies between sect,ors or

inclustrial activities,

2. interrelationships between markets,

and, 3. the proper role of individual transport modes or

'levels' in a fully integrated transportation system.

The exanrination of Paretian welfare aspects in theory

implies the need for:

1. normative judgment in establishíng ind,ustriat objectíves,

2. recognition of extra-market influences in the pro-

and, 3. recognition of the income distribution consequences

of extending 'socially obligated' servíces.

Meeting the 'pubJ-ic interest' in a social welfare sense,

as defined in Paretian theory, will require consid.eration of

a1I the above implications.

The dynamic aspects in theory recognize the public

interest in:

1, the al¡ility of a transportation system to adapt

to exogenous change over time,
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2. assuring the indiviclual firm's ability to aciapt

to such change, (in particular, the role of

profits is noted),

and, 3. avoidíng those economic wastes brought about

through market cliseguilibriums or unco-ordinated

investment activities.

The dynamic approach sees the transport system in a tíme

dimension subject to stochastic change and divergent or incon-

sist,ent expectations of indivídual investors.

A.static approach to efficiency, such as Milrer,s linear

programming model, may recognize efficiency gains in the flexi-

bility of equipment assignments. ?Íithout the restrictíons of

limited markets (i, e. the institutional constraint,s of licences

which restrict entry to ind.ividual markets), individuar firms

may be able to develop more 'rational' route systems and greater

co-oPerations,through equipment exchang'es and interline services.

Significant cost savings may accrue.

Tn a dynamic context, vrhere demands are seen to change

frequently and. licence authorities remain relatively Ínflexible

to such change, there is an even greater likerihood that such

cost savingsr ês above, may be incurred
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Finally, the industrial organization aspects of

commercial air transport are examined. The basic theorem of

industrial organization theory is that market structure v¡i11

condition industrial performance. fhis'structuralist' approach,

which irnplies an emphasis on individuar market regulation, is

founC less operable in markets r,,¡hjch require oligopolistjc seller

concentration on grounds of efficiency. Recognition of optirnum

firm scales j-n cleriving maximum productive efficiency is

important. Yet, in cornmercial air transport, it is the rational-

ization of individual firm route.systems which appear to warrant

the greatest consideration. The influence of regulatory licen-

sing in producing available route systems may therefore be of
major importance in estal¡lishing the cost performance of air
carriers in the incìustry.' Regulatory policy in licensing rvhich

induces the developrrrent of irrational' route systems rrill there-

fore have to be re-examined.

An important trade-off is recognized. The need for
regiulation of individual market entry through licensing may

be considered necessary to avoid excess capacity, cutthroat -

competition, and instability in air services, At the same time,

protection of individual markets by the ricensing autho.rj.ty

may be seen to lose those benefits atleged to accrue from competition.



In the final analysis, ã0y

to allor.¡ the striking of a careful

Each implication in theory shoulcl,

in the final evolution of poliry.

6O a.

regrrlatory policy will have

balance in such trade-offs.

Ïrov¡ever, exert its influence



Chapter II

EXISTTNG REGTILATION
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fn almosb direct contrast to the pi:eceding theoretical

approaches, an examination of existing regulation of Canadj_an

coinmercial aviation is undertaken. A sounding of what may be

considered regulatory norms, in a Canadían context, is implicit

ín the analysis. Close attention is paid to the evolution of

regional carrier policy as the actívities of these carriers

most closely resemble any d-istinguishable third level system

and hence offer a frame of referen.ce. In the latter parts of

the discussion, a more particular description of actual re-

gulatory positions and institutional obligations is made. fn

conclusion, distinctions as to the types of obligations imposed

on the carriers by the regulatory authority are drawn.

A) Present Regional Policy

Present regional air carrier polj.cy1 provides a useful

frame of reference against which to examine proposals for a

distinctive 'third 1evel' public poricy. A consideration of

those features most relevant to later proposals for 'third

level' regulation is therefore undertaken

1 See, the Hon. J. W. pickersgill, ',statement of
Principi-es for Regionar Air carriers", Tabred in the House
of Commons, October 20, :.966
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l\ common problem is the extent to whj-ch public policy

rviI1 seek to irnpose social obligations on the carriers, regu-

lating them. as 'chosen instruments' and extending both the

obligations and protection afford.ed by the reg*ulatory autirority.

The issue of internally cross-subsidized services is

immed.iately recognized. ïn considering the problem, Kahn

notes, r'. social or political objectives are especially

obvicus . where some services or markets pay less than their

marginal costs, thus clearly imposing a burden on ot,her users.

The practice is often rationalized on distributional grounds,

the desire being to make the service more rvidely available . "1

The follovring factors should be evident:

1. there is a definite income redistribution; the

income transfers must be judged on the basis on

interpersonal comparisons which are purely objective.

the means of income redistribution, if considered

socially acceptable, is ineffici "rt.2

I*"n.r, AIfred 8., The Econonics of Requlation: Principles
and Institutions Vol. L, (;ohn Wiley & Sons, Inc.,New York,
New York, L97A) p. I90.

2-- --Kahn cites Turvey, Ralph, Optimal Pricinq in Electrj-cal
Supr¡Iv, An Essay in Applied !'IeIfare Bconom-ics, (George Allen and
Unwin,Ltd., London 1968), p. 97-e,.

2.
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3. '"vithout designated socíaI priorities, it is difficutt

to determine whether the subsidizati-on decreases or

increases total lvel fare. I

anC-, 4. u.nprofitable services are e><panded beyond rvhat the

private mar]çet would produce, while viable marl<ets

remain unclerdeveloped; a 'misallocation' of re-

sources may be alleged.

Society, however, flây be willing to accept such a means

of cleveloping the desired expansion in a 'regional' netrvork of

air services. InCeed, for the regulatory authority, the admin-

. istrative convenience of the system over a system of direct

subsid-y, rvith its problems in cost accountingt, negotiating ruith

carriers, and facing the taxpal'ers, is obvious.

In developing a 'regiional' network of scheduled air

services, however, certain defici-encies are noted., ". should

the estimatecl profi'Ls fail to materialize¡ o-Ë should they

clecline due to an unexpected external factor, then the ability

of the o::ganiza.tion to cross-subsidize would Jre seriously

affected . v¿here the fluctuations of o,oerating income are

1-Olcvious1y, however, a first step rvould be to examine
the exact e><tent of 'the income trans.¡îers, determinj-ng loss and
benefit dístributions r:nder the system, and. without it.
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considerable ancl the scale of operations . smallr âÍr external

disturbance temporari Iy decreasing their .revenues, on any one

service, can rarely be overbalanced by opposite tendencies in

other parts of the system".l ilencer âs firms grrov¡ progressively

smaller ancl operate over smaller numbers oi" city-pair markets,

their abilitíes to dynamically v,zithstand demand fluctu.ations

decline. This feature is a combinatíon of theír inability to

spread their risks in concentrated. markets, and the weak econornic

base of their =.rti".r-2

The situation v/as evidentr âs TransAir stated. in 1965,

"TransAir has been qble to continue to develop its existing

regional netrvork by c.ross-subsidizing regional routes operateC

at a loss r,vith profits earned. on its long distance charter

operations . the continued operation and further clevelopinent

of an economically and socially necessary local air service -in

the entire mj-<1-continental portion of canada is dependent for

its very existence on the abirity of the corapany to continue

1-studnicì<i-Gizbert, K. l{., The Regional Air ca-rrÍers'
Prob1em, (The Queen's Printer, Ottavra, Lg66) , p. 66.

1L.-i. e. Short stage lengths, low traffic densities,
severe fluctuations in demand, cyclical fluctuations in resource
develcpment.
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long distance charte:r coatracts."l As predícted, rvith the Dev¡

Lirre cor,r-p'letion in L966, charte:: contracts became scarce. Srii-:-

sequent com.pany 1o=s.=2 v./cre recordecl3:

L966

L967

I 968

($ 256, 000 )

($184,000)

(ç762,000)

With smaller cperations, therefore, imposed socj-al obligations

and institr:tional inftexibilities requiring the servicing of

particular ma:cginal markets becomes a less operable format.

Some better m.eans of regulating competition to achieve the desired

performance of regular schecluleC- regional services is required-.

The r:eg-i-onal carrier's problem derived from its economic

environment r.'¡hich produced higher unit costs relative to mainline

operations, necessitated operating smaller, less efficient aj-r-

craft because of thin markets, ancl created severe marketing

problems in marl<ets where highly developed short-haul surface

l--TransÄir Ltd., "R.egional Air Transport in canada",
presen'tecl to the IIon. J. w. pickersgj_ll, tiinister of Transport, :
1965, p.2"

2 rt shoulc. be noted, ho'".jever, that ross of Dory Line con-
tracts 'ira-q not the sole aggravation. Ir,ianage.ient ine>rperience
rvith co'rpetiti'¡e schedulecl ser.¡iccr âu obsolete and uneconornica1t-y
large fleet, prr-rs hiEli operati-ng costs atl contrilcuted

?"JÞid., p. 27.
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transport existed.

The ansrver to these kind-s of eccnonic problems lay in

the re-equipping or rnoCernizing of f leets, r'¡ith aircraft of

higher productivity anri marketability in the specific types

of markets ¡,vhich these carriers rvere to be allowecl to operate.

T",vo final problems r"/ere to be answered. Shouldering the

financial burdens of re-equiprnent requ:lred. that sufficient

opportunities would be presented to the firms to achieve the

utilizations and ad.equate loacl factors necessary to profÍtab1e

operation, and necessary to meet the obligations of financing

such acquisitions. ïn effect, this need imptied access to the

traffíc of larger markets plus the protection of their route

systems from the competi-t'ion of both maj-n1ine and. Iorver level

carriers. To ensure the proper decisions in fleet investment,
)

clear definition of the types of markets in which the carriers

would be allowed or licensed to operate had to be made. Equip-

ment had to J¡e selectecl to properly fit the network of services

over which it was to be employed. Finally, the areas of

operaticns required clesignation; to ensure the viability of

each operator (mainline, regis¡¿1, ot other), services were not

to be allor,ved access to traffic sufficiently to weaken the viability

of another leve1 of operation
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In short, viability of the regional netv¡ork of schedulecl

services required increaseC tr.affic, impllring both a_ccess to

larger markets ancl protection from competition. The areas of
operatj-on of the different levels of carrier, ín turn, requirecl

defínition to guide proper investrnents and to ensure that no

level encroached on the econom.ic stability of a neighbouring

1evel.

Another important factor to note is the recognitioir of
the regional carrier in its function as a 'feeder service' in
transport5-ng consumers to centres served. by mainline c4rriers.
Regíonar traffic development may be seen to impose benefits on

the operations of the mainline carriersr âs the traffic Aeneratecl

serves to strengthen those operations. conve::seIy, mainrine

carriers bring consurners to mainline points rvhere travel to the
r,.., ,.-,Í.

more remote'regional poi-nts ís rec¡.rired.. ït is in this reciprocal
arrangiernent that various levels of carriers can be seen as comp-

lementary and supplemental.

fnterline travel arrangeinents, joint fare schemes, agree_

ments o' revenue sharing, co-orÐerations in the joint use of faci-
1litiesr* and a better co-ordinating of services are 1irerefore

looh"t" higher utilization of fixed caoital or indivisibl-e
factors
may also

resulting in lor¿er unit costs occur, efficiency gainsbe served.
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justllz recogni zecl as useful in d-eveloping ef fJ-ciency and a be ttcr
integration of the entire air scrvice systern, ,,.r\ substantialliz

g.reater degree of co-operation can be oeveloped . in a

varietv of fielcls relating to technical and servicing arra:1g.eir:r:lts,

intei:-connections, joint use of reservations, ad-vert-i-sing, sales

activi-ties, etc. Benefiis to ragional carriers will result fron

thei.r ability to make use of rnainline carr j er experíence and-

facilities. A continuing' committee rvi1l be estalclished. . :to

develop areas of co-o,oeration in trrese fiercs.,,l Both econornies

ar:d. .higher se::vice stanciards can hopefully be derived from co-

operations. Fea,rs that such arrangements r.¡j11 provid.e an incent-ive

or avenue for collusive efforts airneq at monopoly expl-oitations

are believed unneces3 ai-:y.2 The policy defines roles to be col-û-

plirnentary, both by function and. geography. co-o,oeration,,

rather than a competitive atrnosphere, would seem the better way

of achieving a co-orclinated. or integrated systern, and maximum

gains in efficiei:cy.

r¡r conclu.síonr. 'therefore, the role of the regionals is
established. mostly in respect of i,us position vis-a-vis the

I-The iIon. J. If , pi crcei'sgi11, 'stateinrnt of .,, op. cit,
¿ ïn allov;ing fo:: such a case, a governinent oÐserver is.required at alI comittee meetings.
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mainline carriers. fn poricy, the erephasis is placecl upon

developing a vialcle system of regional sciredulecl services at

standards cornpatibl-e rn'ith consumer preferences for moclern equj-p-

ment. such a requirem.ent called for ihe expansion of the

revenue base through access to c-leaser narl<ets, public subsid-y

oì1 social obligation services, ancL clevelopnent of charter markets.

The need. for co-op€ra'"ion to achíeve a nui:ually beneficial in-

tegration of the different 'levels' of carrier services is also

recog'nized. To talce over previou-s1y rnainline routes and operate

these more efficiently than tire mainline operators required the

'specialist doc'trine'to be imposecl, rvíth a carríer operating a

more rationalizecl fleet in a designated 'regional, market.r ït
further resulted. in carrie:cs emerging uzith a certaj-n stand.ard íza-

tion of freets2 operating in ma:rkets which could support such

aircraft both economically ancl functionatly.3

B) The t{atu:ce of Existing Regr:lation

fwo main píeces of regislation provide the regulatory

authority for the Cairadj-an Transport Comn'.ission in the economic

regulation of commerciar air transport ín canada. part rr of

l*r,i= stanclard applies¡ âS admitted, only loose1y.
2i. e. Within a certain rangre of capacities.
3i. e. ï^Iith those suppori facilitj-es existing.
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the ;ìeronautj.cs Act (1g3t)gives the legislative au.bhority con-

side:'ed lleccssa-iy effectively to regula-le the econonlic operaticns

of the carriers; the l{ational Transportation Act gives these

powers to the cominission, rvhich it establishes, and outlines,
in briof, the broad pubric interest in which transportation
is to be regulated.

Ït would be curtrbersome to list all 'Lhe separate pov/ers

of contre'l presented by the Aeronautics A"t.1 what is important

to note is that the economic regulation revolves arouncl the Com-

mission's po\,'ers to regulate entry through licensing, to regulate
fares, to prescribe routes and areas to be served, to impose

conditions of service in scheduring, types of carriage, and

points to be served., anc, very im.portantry, to establish classi-
fications of licences and groupings of service as the terms of.

licences- The cornmission must functíon both in the 1egislation
of the exact term.s of each regulat-i-on deveroped, anc, in the
judicial function of cesignating rvìrich of many interests is to be

emp?rasized in such regulations.

The major problens in regulation are irnmediately apparent

Proper fulfilliaent of i-ts advisory, legisrative, and. regulatory

1S"n Appenclix B.
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tasl<s requ-i-res that thc Coirirrr-i-ssíon be suppliecl v,,i tl-r. ad-equ.a-Le in-
formaticnal f lo'r.¡s. T'ïhi] e the legislation provides the porvers to

accuni-rlate all iraaginable infornation necessary, the curnu.labions

and prccessing of the relevant data involve costs both for the

carrier ancl the Conrni-ssicn. IIhile such reguirern.ntsl rnay be

readily fulfilleC l¡y the accounting staffs of the larger firms,

the tasli nay i:ecorae an objectícnable bu::den and ínpossíbility to

tlre srnaller or.'/ner-cperator establishments. SecondLy, regulatorlz

procedure in decisio;rs penCing the interpretation of lnaterial

may involve costly delays and loss of ]rusj-ness to the carriers.
Again, whire such delays may be susta:l_nabre by the larger firms

operating, and necessary to the viable operation of a schedulecl

air netv¡orl<, they may prove exceedingry di-sadvantageous to the

snaller carriers whose limitecl rn"ark-ets fluctuate to any great

extent. Finally, the economì.c regulation of the air trp.nsport

indu.stry involves a certain cost in resources. The need. fôr
administrative effíciency is obvious. Furthermore, the net gaín

in social benefit from regulating the unregulated air transport
marl<et m-ust exceed or equal the costs of such regulation. ÞIhere

lstu..rdardizecl cost accounting,
statements, and careful recording and
acti.vities.

auditing of financial
maintenance of financi.al
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regulat.ory cos'{:s are e:icessive in rela'tion to its possible

benef-its, reguratíon irnplj-es an ineff-icignt cluprication of

internal m.anagement and a ross in lyerfare. rn the case of the

srnall firrrs, wirether maintai-ning extensive regulation is reasonable

must satisflt these above r:eguire:nents.

The problems j.n defíning the public interest, given the

aspects involved in such a definition, have been discussed.

earlier. Furthe:cmore, in e>camining existing maj.nline and regioral
poric'ies, the aspects emphasi-zed. in actuar canadian policy have

been revealed.. Notecl are a concern with self-sufficiency (fore-

most), adaptability of the systen to technclogicar change ancl

ínnovati-on, the efficiency of the system from a generar equiri-
brium framevlo::k-, concern v¡ith the extra-marjcet welfare consi-

derations of la total air transportation systern, and a concern

with protecting the markets of scheduled services from ,outsíde,

competitors.

ln essence, the crc g'ears itserf to the reguration of
market stru.cture and conduct ín li-ne with such interests as

above. Lesser emphasis is placecl on d_esignating perfornance

standard.s such as "reasonabre rate of return,, calcurations,

in detailed cost-benefit type app.raì.sars of the extensi-ons of
service, et sorne deep sounding consensus of social pri-orities.
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The rnain reference to the publi-c interest in the regulation of

comrne-rcia1 ai r serv-i-ces is foun,i ín the ìTational Transpcrtati.on

Act, (1966-7) .

Again, it r,'¡oulcI be cumbersome to tíst all the prov-i-.sions
1

of the Act.-- Section (3),hor¡"'ever, i5 J-mportant j-n defining the

publíc interest as ". an ecoaom.ic system m.aking the best use

of all availablc rnodes of transportation at the lowest total

cost .uz The concept is mincful of Þiirter's moclel of a

static lorvest cost a:r transport system reguiring fl_=xibilj-ty

of fleet dispersions over a general systenr of markets.. Further,

consiclerations of dynamic efficiency suggests a Schumpeterian

need for profitability, and, in the face of a general systel:r of
shifting denancls, flexibility or mobility in resource allocations.

The Act suggests as a major means of achieving the econo-

mic system outlined ín section (3), the need for complete free-
dom in interrnoclal competitions, ". regulation of all modes

of transport rvill not be of suc'û a nature as to restrict the

ability of any node of transport to compete freely v¡ith other

1-See Append.ix C

)-The National Transportation Aclllgg6-7)_, section (3) ,op. cit.
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mocl.es of trãnsport."l Literally intc:cpre{:ecl, policies of internal
subsiCy to meet social obligations are r?jected. Furt¡erirlore,

a itr-ore competitive arz'angeittent of the national transportation

systern, relying nore on the allocating mechanism. of the private

m.arl<et is implied. Hence, âny extension of socially desirable

services, not p::ovidecl privately, w-i-11 d-epend. on the develop-

ment of a governm.ent subsidy progran, extenced eguitabty to
all modes of transport.

T\,./o other nìeans emphasized, ,,. to protect the in_

terests of the users of transportation ancl to maíntain the

economic r,¡e1l-being and g::owtir of Canada, .,, ,2 asicle fronr

a gireater emphasis on competitiveness between the different
modes, are the provisions for regulating fares founC C.iscrirnina-

tory, section (23), ancl the provisions for regulating merger,

Section (27).

The crc is geared essentialry to regulate market struc-
ture and conduct, j-n line with theoret_ical assurnptions as to
the kind-s or= performance r+hich wirr derive. As such, it places

partì cular ernphasis on regurati-ng seller concentration

IU,r. u"ti"""f tro¡l. , Section (3) , op. cít,

'roiu
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and determining the conoitions of entry, ,,. the moderate

ease of entry has been responsible in part for the e:<istence

at arl times of potentiar. entrants,,.1 The market structure,
therefore, has left the aír transportation an openly competi-

tive system where institutional considerations are ignored.

r^Ihil-e emphasis in stated policy is praced on allowing freer
intermodal coirnpetitions, the conrmission has placed its majo:c

emphasis on regurating or restricting competitions of an intra-
modal nature among the different types of air carriers.

The principal concern of the crc is setting the revers

of marliet concentration in the pubric interest - a crifficult
task.

The naiure of cost efficiency is such iirat scale econo-

mies are available, notably in overhaul and maintenance, and

in the specializa-tions possible in certain functions. Ful1

advantage of such economies will only be possible under.certaih
scales of firm size, ancl is seen to require a homogeneity of

1
Caves,

p. 429. Caves
transport rule

l" E., Air Traqeport and lts Requlators_, op. cit.,also rrot."r-;rh , airout product dj.fferentiation." p. 429.
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'1

fleets.- Possibilities for suÌ¡contracti-ng functions to 1arger

operations may be seen to erihance efficiency without increasil-rg

scaIe, ". technical co-operation . has helped. procluce

a greater homog,eneity among' firns in procluction technigues.

ft has also proC.ucecl a considerable cost saving, which iras d-one

much to reduce the cost disad.vantage of small-sca1e ope:rat-ì-ons

rn li.girt of the possii:ilities for suÌ:contrac.ting, the olci as-

sumption that si>< or seven pranes of one type Ìvere necessary

for efficient operations is no longer considered vaIicl.,,2

Nevertheless, 'optimal' p.rod,uctj-on by firms of efficj-ent scale

wíIl imply definite levels of concentration

Gi-izen the tecìrnological en,¿ironment in rvhich air carrie:rs

operate, wj-th efficiencies m.ost evident in operating large capa-

city turbine equipment over dense stages, it appears that effi-
ciency will always require origopolistic markei structures.

requires multi-functional staffs,
various ope::ating neeos of tire di
more, i't does not allow carr.iers
ge::cies' reguireiLents where only
are maintained.

lrn" mixed freet problem creates inefficiencies as it
train=d in handling aIl the

f fere nt aircraft; fu:cther-
to reduce spares' or contin-
a small nunlber of each a:,-rcraft

2straszheim, rfahlon, T.ire rnte::national Arlrlir. Ilgu=trïop. cit., p, 63.
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Consider t.r1re follol.zj_ng:

IT. 1. COST PER.}-OììÌ"IANCE
DI F}'ER.EI{T AÏIìCPÁFT A-VAILABLE

Engine Type Aircraft Capacity
(Passengei:s )

Total Cost/
irlile ($ )

.52

.75

.50

.4A
r6o
.80
.50
.60
.55

Ta:1e
Cost/A..zall-
able Seat-
Mile (F)

.031

1¿-A

.083

.050
,Oto7

^ 
t-ì at

.1C0
1 1^.Lav

.L37

jet
turl¡o

turbo
piston
piston
pj-ston
pisto:n
piston
piston

Boeing 737
I{arvker

S j-cld,eley 7 ¿,8

DeIIavi-11ancl DHC6
Douglas DC-3
Irrper Naval o
Beechcraft. D18
Piper AzLec
Cessna 2A6
Cessna IBO

t1s

40
1B
¿Õ

9
9
:)

5

4.

?

1
1
1

source: TARTFFS - publisirecl. by TransAir, Ì,ficlvrest,
Lamlcair, rlforcl-Riverton Ai*rays 

"o"L= designatecl refer'bo Charter Rates considerecl representative of fu1ly allocatedcosts.

Lower cost services are provided. by the rarger aircraft.
As markets e:<pand, therefore, eificiency will ciictate the transfer
of such routes to car::iers ope::ating such equipment.

Furthe::more, as a hypotiretical case, if it is assumecl

tÌrat sociatly clesirable scrvices regu.ire L.our f,requencies/d.ay

in any given city-pai:r pair mra::r-,et,1 bhe folloi¡i'g may .be

1For the
rvith loaci factors
lations -

hypothetical e:<ample,
ave::aging 50?á d.aily

stage lengths of 2OO miles
are assr:rned ín the cal-cu-
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presented:

II. 2. tsiìtrAti-EvIid TOLL RËQü-IREIiEI.ITS
(r\sstirni-ng s'tage Lengths of 2co r\iles a.nci 5aiL Load Factcrs)

Aircraft Totar cost Break-Eve.n Total Traffic
Type per Flight unit rol1s or Gencrati_on (ori_gi-

($) One-i{ay Tolls nating a, Depart-
($) i^g) Reor-rired in

the l.{arket

Boeing 737
lIa\-/J;cr Sl.(lcleIev

1^O

704

350

L2.L3

17 .so
20.00
24.OO
33 .34

232

BO

5f)
2A
L2

Douglas DC-3 2BO
Pipe:c i'Iavajo 120
Piper Aztec 100

source: TARïFFS - pubf ished by TransAir, Ir4iclwest,
Lambair, ï'l ford-Riverton Airrvays.

Self-sufficient oS5eration of higher efficiency aircraft

lvi11 require increasj-ngly dense marlçets for viabre su.pport.

Operation of craft in ilI-suited. rnarlcets will either result in
losses (if fares remain constant), higher faresr or d.issatisfied.

traffic as calculated belov¡:



IT. 2" BRiìA]{-EVE,\ TOLL
(Iìequireil by 4-Frec_iuencies Operatj-ng

79.

RIQUIREì,iTltlTS
in 56-Passcng'er Marl<et) a

Aircraf'L
Type

Srealç-Even
Fare ììegui ¡g-
rnents

($)

Daily Loss, ç2O
Farcs Constan,¿

($ )

A\,¡3rage
Loaci Facto-rs

87 37
tÎõ n^^i-LÌ)- / ¿i.C)

DC-3
Navajo
Aztec

50. 2g
25.AO
20 .00
8.57
7.L4

excess
excess

L2"2%
a Í:o/
J J/O

50%
roo%
100?á

ç2 ,L37 .7 2
420.oo

20 passengers
36 passengers

(a) Assumes balancecl traffic flov¡s.

souree: T"ì3ÏFFS published by TransAir, I,Iidr,rest,
Larrrbai:c, ILforil-Rive::ton Airvrays

Thus, in the hypotheticar sítuatJ-on, the fol1or,,,iing

trade-offs may be seen:

1. the lower unit costs appror:riable from the use of
larger capacity aircraft rvirl require increasi-ngly

dense rnarl<ets, and, therei'ore, self-sufficient

operations wirr alr,rays concur rvith a high degree

of serler conce:rtration if such efficiencies

are to be rnade availal¡le to consumers.

using aircraft not suited. to a market rvirl result
in either higirer fares, losses, or dissatisfiecl

consumers, and can, therefore, not be concloned _

eithe.r on the grounds of effíciency or service.

2.
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3. higher loacl factoi:s rnay allow lor,ver breal:_

even fare s; r,vh-ile at the sarne tì_me increasi-ng

the poss:Lbili.ty of d-issatisfi.ecl consun,ers

duri.ng i:eak demand.s 
"

Given such a product-i-on function, the crc has spent

much of its regulation in creating a systern of d.oinestic

scheduled services which operate as p.rotected nonopoli es.

Pol:i,cy is clear in thi-s resj:ect:

" - colnrnerci al air carriers rvho are reguired by

Board regulati ons to main-tain se::vice at reEular i.tervars
accordíng to a publj-shecl schec.u-'t-e -regaz-c1less of rvhethe:. or
not the tra.ffic is offerecl is sufficicnt to provide a prîo_

fitable flight, ought, iq o::c1e.c to ensure ma;<j.murn loads, to
receive protection from carriers r..¡ho are not so regui_red.,,1

As a respltr. ", no commercial_ air carrier ma]¡

loir Transport Board, General Crder No. 5I/SI,
OctcJ¡er 23 , 1951.
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carry traffic betrv"een ;oointsl naärecl on the same licence of

any . scheduled cornmercíal air carriers .',2 ït is rvell

esÈablj-shed that the efficient operation of a scheduled air
service is hindered by d.iversions or thinniieg traffic which

raises 'the unit costs of providing such service; ancl such

franch-ise provisicns may therefore be considered " in the public

interest". rn short, regulation has develo*oed a system of
domestic schedulecl services operating either as monopolies or

d.uopolies, in the interests of inaintaining self-sufficiency ,

maximum er'ficiency of operations, and regularity of scheCuled

services. These are the priorities established in the netv¿orl<

of clomestic scheduled. air services. yet, in deciding betv¿een

competitions or concenÈrations, trüheatcroft notesr ',The relation-
ship between route traffic clensity, freguency, and size is

l
'Point, in respect of

means the city, Èoln, or place
carrier is authorized to serve
identified.

a unit toIl conmercial air service
specified in a 1icence that a
by such lj-cence ancl that is

(a) in respect of a point in a class 1 ricence, com-
prì ses aìl area 25 rniles in radius measureC frorn the
main post offj-ce . or from the latitucje ancl long_titude of such point and;

(b) in respect of a point in a class z licence, comp-
rises an area ro mile s in radius measurecr .,,(simítarly)

canadian Transport Commission, Geireral orcler No. Lg72-LAir, l'4ay 5 , Ig7 2.
)lAir Transport Board, General Order No. ïL/S1,October 23, 1951



.. Icorî,.plex",- and, again, it is to the ju.dgment

that exact policy ¡rLust be establisheci.

Ser¡eral conclusions as to the nature

scheduled. air services are observed:

82.

of the regulators

of regulation i:r

1.. the reguratory authority is concerned mainly witir
the ef fects of ' excess' entry on trre eL-.ficiency

and viai¡ility of scired.ured, or regn:làr air services;

such a concern has c-leveloped a regl.rla.tory envíron_

ment v¡irich stri-ctry protects the markets of regular
.2carrl_ers.

entry regulation has seen fit, to develop highly
concentrated. marke'ts in schecluled services

lesser concern is praced. on ensuring 'rational'
pricing, i.e. regulating fare structure to
ensúre ' just' fares r,vhich conform closely with
the costs as properly arlocatect to indivicrual

services, and, lvith the estabrishment of ,'reasonable

2.

3.

liv?reatcroft, S. F., Airline Competition in Canada,op. cit., p. 26.
¿-HistorÍcally, the paitern has perhaps cleve.loped frcma concer:n v¿ith maximj-zing the netrvork or sci:ãauled air serv_i_cesin the interests of national unity. trxtensions \^,,e:ce possible,without subsioy, under a system of internal cross-subsidization;but ti:is, ho\,,/ever, required close control of entry.
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rate of return,' calculation=.1 yet, such con-

siderations r./ouI.j- see'n essenÈial, having accepted

governmental p;:otection of marlcets as necsssary

pclicy

rn the case of com¡nercial air transport, therefo::e, ít
is not tire abuse of monopoly r^/hich motivates regulation so muclr

as it is excessive competition which cles'Lroys competent firms
as rvell as the regularity of consumer services. The 1oss of con-

sumer surplus to the public i s endang:ered, however, by licensing
v¡hich estalclishes marriet franchises; governrûeilt contror of
price¡ quality, and quantities is only necessitated as a.corolla-.y.

rn actnar e:cperi-ence, the crc acts rnainly on the peri._

phery of the private marl<et, acting only after cond,j-tions have

sholvn that private initiatives cornbinecl r,vith regulatory íncen-
tives have oi¡viously resulted in undesiralcle perforrnan,ces.

rndeed, the commission can do rittr-e more; otherr,.¿ise it woulc

be necessary to cupricate all private inanagàments wi-"h govern-

mental ones- rn efr'cct, the crc ôan only arbitrate, post facto,

1-Scction (23) of the irTaticnal Trans.r¡crtatioir ÀcL callsfor such a consideration; hor'",ever, the probrems of cost arroca-tion, 'rneasuring stick,s' or-' efficiency, anc essentiality ofcosts has perhaps oppcsec such r.ìeasui:es. Ti:e crc rernains de-pendent on public reactio;r alrd notifi-cation in assessnrents.
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betriee;r consui-ner: intcr:sts, as an eliogiencus concerîn, anc fj.:lrn
inte.:ests, as an encog.snous coilcern. I(ahn r- ev-i_elv.s such a

situation ". tirc iriti-atirze, operating cont:col_, and, res-
ponsibii-ity f.oc econorric perfornnance continue, e\"zeì1 uncjer re-
gr:.la.ticn, to rest prima.cily lvith privatc manageÍì.eat. The role
of the g'ove:,:nìnent rem.a-ins essentía1Iy negative _ setting ma:<imun

príces, - specifying ni-nimurn stancl.a;:cls, in short-contraven-

ing the decisions of private persons only after the fact, only

rr,here their pe:cformance has l¡een or v,,o,-rlcj be obviously bad-.,,1

As a resurt, there is a tendency to finality and. rigicity once

initial f icens-i-ng is invol<ecl. unlcss a carríer proves sig:eifi-
cant'ly incorir.petent in operation. pr_tvate changes rnainly a:ce

in-i-tiaiecl. The comm.ission gives its permission rather trran

íts guiäance. Finally, it may be observed that g.ove:cnmental

regulation iras a tendency to be endogenous, considering par-
ticularly the buoyancy of firms, rather than any in-depth con-

siderations of consumer needs.

rn fares regurati-on, the main concern is rvith price
levers or price cliscriminations r¿hich mighÈ prove pu]clicry

objectionable. rn stressing fa::es regulation, hor..¡e./er, it must

1-Kahn, A. 8., Th" EcgegL¿çs of Egulation . op. cit.,p. 18. 

-



be no'cecl that reliabili1cy, continuity, a.¡aj_lal:j-J-ity, ancl safety

of services nay be the ove.rsl:adorving conçerns of the public.
once such variables are satj-sfj-cc1, little concern may be voiced

over fare structures or levels. Further, while the regrr-rlatory

body regr-rlates to a-¿oicl price com.petítions v¿hich míght leacl to
instability in the ind.ustry; it has to be consiilered that firms
rnight compete ju.st as destructívely through capacity and guality
provi sions.

The crc seems primarily concerned wíth the Èotar re-
venues available to any firm, so that stability vrirl accrue.

Charges are allov¡ed. adjr-rstment primarily to aIlory for viabLe

operations. Horveverr onI1z entry, the prime determinant of the'

degrees of marl.-et rivalry, may be considerecl as an effective
regulator to ensure cost efficiency through tighter cost controls.
There is, it appears, a lack of enphasi-s in supervising and

controlling the levels of operating costs and capitar outlalrs,
tire determination of an allorvable rate base t or the selection
of a suitable rate of return.

Admittedly, regurating eosts should prove the rrost

difficult task facing the conn'.-i-ssi-on. The major problern is
the inability to deverop acequate measures for comparison.

fhc behaviou.r of unit costs varies enorinousry in relation to
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various climensi ons over rvhícli :he output may be procluced. f n

cor¡nercial air se:rviees, the inportant dim.ensions are:

f. increased. utilizations

2. increasecl loacl facto.rs

3. inc::eased stage lengths

anrì, 4. íncreaseC structural consistency of route patterns.
rncrenental changes in any of these dimensions r,vill have a d.is-

tinct bearing on the nature of costs. rn particular, these
.1dimensions- wj-ll be affectecl through the evolution of 1icensed

route systems, and by private initiative (i. e. management) in
cost control and investnents.

f n conclusion, tiee econornic rationale justiflzing publ i'c
inte-rvçntion rnay be placecl on the existence of the e:<ternalities
or .oublic Aood characteristics in the provision of comm.ercial

air services t or on the supposition that the unregulatecl market

ancl, compeiiiion simply do not perforni r,,¡e11. ïn this respect,
the coruni-ssion may be eriticized. for an inabirity to account

for externa'lity and distrj-butional effects in the former case,

loan.r variables influencing costs

1. tyi>es of carri.ag.e - by density,
handling dif f _iculties.

may be suggested:

size or volumes,

direct-i-onal bal-ances of flows.

rvhether changes in clenrand are sporaclic o:: oxpected.

2.

3.
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and, in the latter, its e:<cessive concern v¡ith proper procedure,

or tendency to inflexibility in licensing, may be arreged to
generate inefficiencies rn¡here dynami-c factors are ínvolved.

C) Third Leve1 Regulation

As yet, there is no statement of public policy speci-

fically regarding 'third. Ievel, operations. The regulatory

environment for such operators is only that which lies evolved

und'er the pattern of regn:lations established by the regulatory

authority. such regulations divide into two categories, the

devising of regiulations for specific operationsr and .the d.eci--

sions regarding route awards

First however, a further d.iscussion on the nature of
internal subsidy is relevant.

rt is clear that companies do not normally calcurate

long-run marginal cost and d.emanct elasticities in setting their
rate structures. Tlzpícally, they attempt to allocate their
total revenue reguirements among the different servicesr or

functions, rvhich constitute their entire operation. At the

same time, costs wilt be distribuÈed among the various categories

lr*. Appendix D, Eranc'l F.
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1oi service on the basis of some cost accounting prcceclures

,adoptecl by tl:e conpany. To the e><tent that fares chosen for
the different types of service conform with the fully distri-
buted costs of each unit. of outputr 2 fares may be said to be

fu1ly nondiscrirninatory. rn practj-ce, however, firms pricing
in such a \¡/ay are not pricing on the basis of marginar cost,

i. e. the cost of extending output to extra units, but are

pricing on the basis of average cost. 'Ratior:al' pricing or

non-discriminatory prícing is felt to be satisfied. where fares

conform with such average costs. lVhere firms do not conform to
these standards, their fare structures will be considered dis-
criminatory.

- However, in seeking business, securing markets, or in
finding utilizations for excess capacity, firms may be induced

to carry any traffic which at least covers the marginal cost=3

1-space does not permit a full discussion of the problemin allocating costs where joint or common products exist.
2.í. e. Either ton-mi1es or seat_mi1es.
?
'rn the long-run, this requirement ultimately appriesto the covering of ful1y-allocated costs; in short_run competi_tions, hor,vever, onry the va::iable costs of each service, givenexisting capaciiies, is likely to be considered.
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of each service. If demands in a linited number of the markets

which a carrier faces in its network of services are elastic,
fares in such markets m.ay be reduced lower than fully allocateC

costs- Such business is sought for the return to overhead rvhich

it contribut":. such is tl-re competitive position of carriers
when faced with competitive markets, or erastic d.emands. con-

sumers in less conpetit,ive circumstance, will perhaps face re-
latively higher fares as firms adjust their fare structures to-
wards total revenue requirements. The practice cannot be said

to be discriminatory or internarry subs-i dizing in the sÈrict
sense. ït is concluded that, for any particular firmr-service
extensions should be judged on a determination of the marginal

cost of that service to the carrier, rather than any calculation
of loss based on a fully arlocated cost accounting. rn compe-

titive markets, such is the pricing to be expectéa aurïii'if

struggles for busir"r..l

Another diversion from 'rational
in scheduled services with stable fares.

factors red.uce the need for fare levels

' pricing may be seen

As shown, higher load

to remain high to meet

'l-cutthroat prici.ng may be considered pricing below MC.
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brea'j"-even revenue recrúireinents on a par.Licurar flight. At

higher load. factors, fares rnay loe reduced sulcstantially r^¡hile

stil1 covering the costs of any service. such a rerationship
adeguately reveals the pricing competitiveness of flights
guaranteed fuIl load factors, such as in charters.

Whether or not this competitive a,Cvantage will be allowecl

in competj-tion with schedu.led services, which maintain a regula-
rity of services at stable fares regardress of 1oad. factors
achieved, re,nains the clecision of regulators. Tn effect, hoinr_

ever' it may be consicìered the protection of an internally sub-

síd.izing system.

The problem is essentiarly tr:at g.overnment, in consi-
dering its various social and political objectives, desíres a

network of scheclul-ec services, maintained at set frequencies,

and operated regardless of d.ernand levels for particular flights.
Ternporar fluctuations in de¡nand change load. factors ancl the

schedure requirements of particurar times annuarly, seasonarly,
ancl dailv- Th'e averaging of group costs to buyers to neet

revenue requirements inevitably in.rolves a prj-cing system wjrich is
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irrational and unfair. rn effect, it may be contencecl that peaì.,

demand travel't ers subsicri.ze off-peak travellers onry v¡h.ere

of f-pea1-' consumer revenues fail tc meet their varialcle costs o E

service, and that, therefo.re, a netv:ork of schedurecl services,
combining regularity and fares' stability over a netrn/ork of
fluctuating demands, is extend-ed only on the basis of internal
subsiclization. The extent of such subsidy may be determined,

and can only be juC.ged subjectively by society.

canadian regulation of commercial air services has con-

siderecl it a major objective to rnaintain a designated system of
schedured services, mainline plus regional, and has imposed.

obrigations on the holders of class 1 and class 2 ricences 1 to
provide such services' i' correspondence with certain require-
ments- corresponclingly, it has ,-=elt compelled to provide the
regulatory protection of such markets frorn carriers rvho operate
under licences, without the obligations of regurar service.
carriers operating under primarily clasè 3 and 4 requir"rr"rrts3
a::e not reguired to extend services rvithout at least matching

I See Appendix D.

2See Appendi>< F.
?*See Appenclix D.
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variable costs. In effect, such firrns are

internalllz su.bsidize and therefore require

not requi::ed. to

less protection.

The revenue aC.vantage afforded class 3 and 4 licenced
operators is that there is no 1egal reguirement to f1y where

the variable costs of each servi-ce cannot be met. Firms rvith

a high ratio of variable to fixed costs operating under such

Iicence requirements are therefore at an advantage to carrj-ers

with a larger portion of fixed "ort=l and. obl-igations to schedulecl

service- self-sufficiency is much more easily attained; the

burden of. fi-xed costs and ,loss, route obligatíons d.uring con-

ditions of fallen deinancl is not so heavily carried. obviously,
the more variable a firm can make its cost structure,2 the more

easily it can achieve self-sufficiency under a system of fluc_
tuating demands.. Hence the more unstable and less reliable
the system of markets over which a carrier operates, the:greater
is the need for flexibility and variability in the operations
maintained., if self-sufficiency is in any \day to be assured.

lrh" maintenance of jet equipr-nent invorves a much higherinvestment in capitar than cio piston operati-ons.
2oít carrier costs may d.evelop rer-atively higher varia bLe/fixed cost ratios than other modes. Àirways are mai-ntained atpublic e'Ypensercharged only lvith use to the carriers, leasingon equipment on short-term basis may be arranged, and. otherfunctions subcontracted
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D) Specific Regulatiicns

As a general observation, third tever opera.t_o_rs ai:e

particularly involved in class 3 and class 4 operations.

Hence, a clear distinction between the obligations extending

to such licences is required. class I and 2 services may be

grouped together as scheduled. untir toll servíces operating
under published schedules.l The differentiation betrveen the
two appears more in qualíty than in regularity. class I ser-
víces operate in established mar,kets r.¡ith well-developed support

facilities, " - serving points in accordance with a service
schedule ,",2 while class 2 services operate in newer ,

developing' markets with less extensive grouncl support, ,,.

to the extent that facilities are available in accordance with
a service pattern."3 ïn operation, however, the two impose

virtually the saire economic burclen on ca-rríers, and,, as such

both receive protection from the regulatory authority, ,,.

no commercial a-ì-r carrier may carry traffic betv¡een points named.

on the same licence of any Class ï or on the same licence

1See Appendix
2CTC, General
3CTC, General

D and F.

Order No. L9j2-I Air, part I. Section (3).

Order No. I97Z-L Air, part f, Section (3).
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of any Class 2 . comrnercial aj_r carriers .,,1 On gre

other hancl, class 3 ricensecl operations need operate onry

". sert¡ing: ,ooittts consistent with traffic resuirements .,,2

under unit toII. ïn effect, these are charter-like servi-ces,

rnoving in response to d.emand.s as they occur, und,er no parti-
cular routings, into points rvhich the carrier is licensecl to
serve- Such licencing offers id.eal flexibility to the carrie.r
r'¡here demands are generalIy temporary, developmental t eE severel'
fluctuating. However, it is often founc that unit Èo11 services
are only successfully marketed as publicized, sched.ured ser_

?
vices,' a feature denied class 3 opc:ations. ïnevita.bly, there-
fore, market clevelop:nent involves a transfer of the mar,r<et to
a class 2 licensed authority. Finally, charters or class 4

services operate only where the ful1 costs of each service
are covered,, offåring ". . . transportation on reasonable

demand, . from the base specified in the licence issued for

't

'ATB, General- Or,jer No.
under permission of tire class f
of the regulatorl. airthority.

2CTC, Gene.ral Order No. Ig72_L Air, part ï, Section (3).
?-ATB, Generar order No. s/sl states , fo:c exampre:
',. in no case rnay Class 3 . or Class 4carriers develop regular air services or hord. out to the publicby advertising or any other means that reguJ_ar services willbe provided.,'

5/5I, except in eiflergencies,
carrier oÍ specific approval
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that coinn'.ercial air service or the base declare<i by the Committee

to be the protected base for that commerciar air service

at a toII per mire or per hour for the charter of an entire
1aircraft . . . "* Hence, revenue reguirernents are met for each

fligìt,. carrie:cs operate out of na-med bases into any markets,

not protected by tìre regulatory authority and satisf_i_ed by the

types of equipment, by vreight groupings, which the carriers
have been licensed. to operate.

The essential difference rvhere class I and class 2 are

compared with class 3 and. class 4 licences ís that class 1 and

2 carriers operate according to an institutionarry fixed,

structure of services rvhile class 3 ancl 4 operate with greater ,

frexibility, in answer to denands arising ancl with better terms

in revenue.

The Base protection afforded class 4 services wamants

further discussion. rt is observed that aircrafi in clifferent
2weight groupings- are not strictry competitive wiil: each other;

1-crc, Generar order No, Lg72-L Air, part r, secticn (3).
2
See Appendix Ð.
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each grouping roughly represents a ce:ítain capacity aircraft,

which can be best fitted to a particular clemand or market.

The Conimittee states, "ft should. be noted that if protectåon is
afforded. a base it r,¿il] apply only to group against group. Itro

base protectíon r¿ilI be afforded in any case in respect of the
'1

new Group A aircraft. "* Hence, in ihe snallest aircraft
grouping, the 'taxi' function is recognized to its fullest,

and craft are allor¡¿ecl. universal entry into all points. ïn the

other groupings, horvever, for rarger aircraft, recognition is
taken of the fact that larger capacities imply the mainte¡ance

of larger grouncl facilities and the incidence of greater d.e-

preciation. rn other v¡orc1s, fixed costs become a higher per-

centage.of total cost and, therefore, higher utitizations are

reguirecl to result in eff,icient operations. The raiionale for
base protection then surrounds protection of investments which

will result in better public service , ,'. . . the Committee re-
quires - . . to lce satisfíed that the granting of base

protection is requirec . to result in an improvement in
air service for ihe public . ancl the applicant,s position

1Or" Notification to all class 4 operators, Septenber 24,L97I.
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is expectecl to iri:prove . the appricant . will obtain
permanent base facilities, equipment, personnel and financing
adequate to provide service safely and continuously.,,l The

regulatory authority, then, presumes ihe right to remove pro-

tection at any time rvhere the protected carrier is nct meeting

the area's demands.

charter licences aIlorv any carrier to operate into any

points not-given reg-ulatory protection. protection, as a pori-cy,

has derived frorn tire need to ensure utilizations of fixed in-
vestments and to maintain viabilit,y of carriers. Horøever, it
is evident that tire marl<eting flexibility as ryel1 as the com-

petitive stimulus of freely entering carriers is rost through

such a poricy. control og ir,.r"=tments rather than protection
of markeLs rvould. seem a rviser policy in the J-ong-run. vilrere

investment in base facilities can result in efficiency gains

to a carrier' it would seem that competitive advantages rvourcl
)be secured- in'its markets up to ful1 capacity in competitions

rvith other non-based carriers. Tire extra costs in deacl flight

1

¿_ol-d.

-On1y
assuined, does

if operations are
not aim to prot,ect

efficient; -uhe policy, it is
l_nertl_cl-encl_es.
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t-i-ne for positioning and depositioning aircraft imposecl on

carriers outsi de the area serviced by the t¡asecl carrier, would,

appear to establisir the based carrier securely in its markets.l

Problerns v¡oulc'l only result v,,l-lere too many carríers v/ere licensecl

to operate out of a;ry particular base or area, or wi:ere i¡co¡-

sis'bent private investr.rents result in d.uplications. Both con-

ditions lead to situations of excess capacíiy, with either

under-util-izations or ine.r-'ficiencies in use of capacity, or

competitive st.ruggles resultíag in ins'tability ancl long:-term

consolidation. ïn eíther case, holvever, regolation of invest-

m=nts rather tiran nonopoly-creating base-protections rvoulcl seem

v¡iser policy

1*Particularly, vrhere charters are required to charge:
" (a) . the lesser of the niles or f1íght time,

if anyi

i) froin carriêr' s base to rvhich the . air-
c::aft is shorvn as available . to the place' at rvhici: the rvorl< is to be perfornecl; or

ii) from the place at v¡hich tjre . aircraft
i-s actually locateci at the tine of the chai:ter
to the place from which the r¡¡orJi is to lce per_
fo::¡ned; and :

(b) the mi les or hours florvn in performing the ri,orJ<
of the charteri .ancl,

(c) . the miles or flight ti-me, i:E an!:
(i) to return the air ca::rie:: . to carrier's

base na:ned . " fron Lanba_i-r Lirrritecì,
Charter Tariff.
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Tire other maj n l.e s trictions uncler rvh¡'-ch the thírd- 't evels

ope:cate regarCs their tnai:liet conCuct in price Ciscrirninations

anc rnerger. Tolr reqr:'iremurrt=1 requ:-re 'rational, pr...cing,

". uncler suJ:sta:rtially similar circunstances and co¡ditions,
with res,cect to a] 1 traf f ic of the sa:'ie descript! on, (tol1s must)

be charged. eqr-r-ally to arl persons at the san:re rate.,,2 ïn com-

rnercial air operations into isolatecl areas and 'captive, narl<ets,

there is a particular sensitivity to prices even v¡here acttr.al

demands are not pa::t.icura::J-y s'trong; irence, rvhile c.emand.s re-
main ti:in but inelastic, the regulato.ry authority is under

major pressure froin publ-í-c opinion to maintaín fares v¡hich the

population feels are " . just ancl reasonable .,,3 lVhi1e

charges of price cliscrimination rnight thus be suggested the

tasl< of cornpetition polj-cy, ín the particular ci.rcurnstance out-
lined above, close control by the regulatory au.bhority rvould

seem most beneficial. llerger activity is also controlled both

by cornp=tition poricy and the regulatory autho.rity.4 rn either

1
See Appendi:< E.

2crc, General order No. Lg72-r Air, part v, s,ection (4s).
3CTC, General Order No. L972-L.Air, .oart V, Section (45),.
¿-'See Appendi:< E.
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case, !?revention of rne:cAer' has been minil¡al. Given the finality
and rigidity of licence ar^¿a:rc-ì.s, plus carr.ier anlcitio;ls fo.r:

aggrand.izenent, mergers have often been proä.'.ote<1 as a,n a\,/enr-le

of e>:pans-ì-on through conbinácr licences. rn other cases, ít has

been a 'means' to rationalizing -¡:ou.te systems o:c achieving

better sched-uling of equi.onent. tr.lheth. r inerger is necessary, or
whether a greater fre;rii:ility in ticenåing authorities is suf-
fícient, remains a question.

rn concrusion, therafore, the following points may be

recognized:

1- class I and 2 services are recogn-i-zed to carry

obrigations recogni-zed in the public interest
which lvarrant protection of their marr<ets fron
carriers not so olo1iged.

2- class 3 and 4 services offer both the d.egrees of
fre:cibility and terms of revenue ryhich enable

viability of operations ,çvhere cr.ernands constituting
the carrier's system fluctuate rvidery and un-

e:<pectedly.

Given investnents ín capacity, each carrier re_

q'uires a certain '1 ever of traffic over its total
systern of licensed markets, to achieve the utili-
zations necessary to effi.ciency, and in order to

a
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meet the revenue requirencnts oi his total- operation.

Thus, r,'¡hi-le class 1 and 2 serr,'ices may require pro-

tectioa of marl-'ets to ellsure orderly developmerts j-n. the public
in{:erest, the fle:<ibilities afforded, class 3 and 4 operations

may be considered sufficient to allov¡ markets to becoine opelly
competitíve. so long as inves't.nents are con.Lrolled to ensure

no generations of excess capacity, corn-petitive stabilíty seerns

assured while the benefits of a cornpetitive system of markets

are maximized. Again, the only threat to the general equilí-
brium system is if independent inrzestments leacl to excess capa-

cities and cutthroat coinpetitio:r^ ensr:es.
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The trvo areas of discussion, the relevant theoretical
approaches and actual reg-rlation, are examined together in a

study of actual develor¡ments in the specj-fied l4anj-toba ,ind.ustry,

An interpretation of regulatory influence on the firms observe,l,

is clevelope.J. specific considerations, of interest to p'bIic
policy, in line with those theoretical norms outlined earlier,
are noted.

A) Actual Route Ar{,ards
(and Tndustrial Developments in Manitoba)

peiffer notes, ". licensing action did not display
any positive transportation pranning loy the governrnent but
rather a passive response to demonstrated need,.,,1 Regulation
has been imposed relativery independ.ently by the reguratory
àuthority, operating under ambiguous legi-slative di.rection,
in the case of itrira reveil operations. There has been littre
mention (perhaps' irnply'i¡¡g rittle attention) in route decisions
of economic efficiency as d.eveloped by a carrier,s route system

in reration to its eguipment. There has been littre goal

definition rvhich, rvhile admittedry difficurt, rvould guide the

1""iffer, I(. p.,
Artic" paper delivered. at
North Transportati on, Llay

"Air Transportation to
the symposiurn on Artj_c
5-7, L969, fiontreal.

and v¡ithin the
and Mi-dd1e
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regallatory authority in r,veighing alternatives and allor^¡ ¿1oe

carriers to forrt their oiün longl-run cìevetopn.,ental policies

on tl-re bas-is of some stated principles. fn effect, much of
the guess\n/orl" and gamesro.anship v¡hich has evolved. in the rorrte

decisj-ons nay be avoided

Given the exístíng pattern of route system d.evelopments

basecl on cumulative individual route grantsr êt1 examínation of
overall efficiency malz suggestl the need to rationalize route

systems by transfers of licences or by a basic change in policy.

rn Manitoba, this major tasl< has been accomplisired, to.a large

extent' through nerger activity. Haphazard d.everopments have

thus become rnore orderly. Horuever, it has been by private

initiative rather than by reguratory pressure on pubric policy
grounds that the. changes have oc"rrrr"d- 2

Markets foIlow an evolutionary pattern in deveropment,

beginníng with lovr frequency charters and ending in the main-

tenance of a viable scheduled service with turbine ec¡uipment.

1_-As in t{iller's rnodel.
2 see Adam.s, Russel , B. , ,'The

, vo1.
pp. 138-9.

Air Route Pattern problem"
)c(rÏ (Spring 1955)
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ïn seeking licensecl ar-rthority, therefo.re, the main ta"r. is to

esta-blish that a¡rpropri ate levels of dem4nd exist to suppo.rt

the ai:plied for service. rn evolving unit torl services

(i. e. class 3 authority), eviclence of increased charter acti-
vities (developed loy the carrier in guestion) is likely to
ensure that carrier of its licence grant. yet, all manner of
factors can contribute, besides prior service. Management,

investments in facilities, and financial abirity may be consi-
dered more important ín d.etermining which carrier is chosen to
provide the nev¡ service or compete rvith existing services, once

sufficient demand, for the ope.ration of the service in question,

has been demonstrated to the regurators. Howeverr ãs peiffer

notes, "rt should not be up to the carriers to have to merge,

agree i-nformally on route licensing interventi-ons and applica_
1tions,t to run iávestment rísl<s in ord.er to'fbe the first in,,

and get squatters rights, to operate so as to not ruffre the
feathers of those areas in which they hope for future profits.,,2

1-For exampre, ATc Decision serial No. 2s5B shov¡s majorchanges in the particular apptications ir the midst of pro_ceedings to decide route aiøards. T.Íhether such changes suggestan interdependent compromising of objectives or evidence of"gamesma:=h11" arnongi applicants, the committe" ¡.ri"r.. it tosr-gnr-fy a practical realization by the applicants con_cerned of e:<isting air services in the area and the trafficavailable for such services.,'
2p̂ej_ffer, K. p., Tbid.


