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DRAFT DECISION

THE WHITE HOUSE

WASHINGTON

August 25, 1976

MEMORANDUM FOR THE PRESIDENT

FROM: JIM CANNON
SUBJECT: Aviation Noise Policy and Aircraft
Replacement

The purpose of this memorandum is to seek your decision on
aviation noise policy and, if appripriate, aircraft replace-
ment. Secretary Coleman is scheduled to testify on the
Administration's position before the House Aviation Sub-
committee September 1. He has developed a proprosal which
not only would curb aircraft noise, but also would create a
special trust fund for the purchase of replacement aircraft.

There are essentially two issues which require your considera-
tion:

(1) What sort of federal aviation noise policy should be
announced September 1?

(2) Should that policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

BACKGROUND

Six million people are significantly affected by aircraft noise
at 100 airports. About 600,000 people near 26 major airports
are seriously affected. Public officials, environmental groups,
and airport neighbors have long pushed for federal action to
reduce aircraft noise.

The main federal action to date has been the issuance of noise
standards for all new aircraft built since 1969. However,
because of the longevity of jet aircraft, 1600 airplanes (77%

of the current commercial jet fleet) do not meet the standards.
The oldest planes in the jet fleet -- about 500 B-707's and
DC-8's (25% of the fleet) -- are the noisiest and least fuel
efficient aircraft. Later model aircraft -- about 1,000 B-727's
B-737's and DC-9's (50% of the fleet) =-- are significantly less
noisy but fail to meet the 1969 standards. About half the U.S.-
owned B747's (50 planes) also fail to meet the standards.

There are a number of ways to reduce aviation noise which are



currently in practice:

e Modification (retrofit) of existing aircraft engines
with sound absorbing material;

° Replacement of older, noisy aircraft with new, quieter
planes;

e Imposition of jet "bans" on night curfews at airports

(e.g. Washington National);

o Land acquisition and local zoning measures to create
noise buffer zones; and

o Modified operational techniques to minimize ground
noise.

Many of these techniques are being used in response to strong
pressures at local levels. Lawsuits against local airports
are increasing both in frequency and in damages sought. Over
the last five years airport operators have paid $25 million on
noise judgments and settlements, and have invested hundreds

of millions in land acquisitions for noise buffer zones. The
noise issue has seriously curtailed airport planning and ex-
pansion.

Apart from the noise issue, there are a number of related prob-
lems currently faced by the airlines and aircraft manufacturers.
Secretary Coleman proposes to deal with these problems in a
comprehensive fashion using the noise issue as a vehicle for
instituting a special trust fund to be used for aircraft replace-
ment or modification. He cites the following problems:

(1) Airlines have experienced a low return on investment

- in recent years and are unable to finance new airplanes
they will need in the 1980's, with or without a federal
noise policy.

(2) In the absence of new orders, U.S. aircraft manufac-
turers are unable to commit themselves fully to the
development of the next generation of long range air-
craft, threatening the traditional American superiority
in this field (especially in the form of government
subsidized competition from Germany and France) ;

(3) Unemployment, depressed earnings, and unused capacity
continue to plague aircraft manufacturers and related
industries.

(4) Many airplanes in the existing jet air fleet are in-
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These concerns should not be ignored in the consideration of the
two issues discussed below.

ISSUE I What sort of Federal Aviation Noise Policy should the
Administration announce September 1°?

There are three basic alternatives regarding what policy state-
ment should be issued. The options differ in the emphasis placed
on noise reduction methods. The options are:

(1) Issue a comprehensive policy statement which imposes
strict standards on all aircraft (old as well as new).

(2) Issue a limited policy statement which confines the
federal regulatory role to assistance on operational
techniques and future aircraft noise reduction.

(3) Defer a policy statement until after September 1 to

permit more thorough analysis of the merits of
various noise abatement options.

Discussion of Options

Option #l1 - Comprehensive policy statement.

This option embraces the regulatory components of Secretary
Coleman's proposed policy, but does not include his related
financing proposal (that proposal is discussed in Issue II
below). This policy would require most commercial aircraft
operating in the U.S. to meet the 1969 noise standards over
the next 4 - 10 years.

The DOT proposal would require that the entire fleet of all
domestic air carriers and the domestic portion of U.S. inter-
national air carriers' fleets meet the current noise standards,
or be retired, according to a prescribed timetable. The
intention is to force replacement of the oldest, noisiest jets
(B-707's and DC-8's), and the modification of the later model,
non-standard planes (B-727's, B-737's, B-747's and DC-9's).

The arguments in favor of this option are:

° It would clarify the Federal responsibility for reducing
aircraft noise at its source.

° It would guarantee lower aircraft noise levels over
4 - 10 years -- 2 - 3 years sooner than presently
scheduled fleet retirements.

® It would partially relieve the pressure on local air- o
port authorities to impose disruptive operating /4:? ko™
restrictions. {3 “
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) It would delineate the major responsibilities of
carriers, airport operators, and the various levels
of government.

) It would remove an existing air of uncertainity which
impedes the ability of local authorities to plan for
their long-range air service needs.

® It would promote public understanding of the economic
costs associated with achievement of the socially
desirable goal of aircraft noise abatement.

°® It would generate new orders for aircraft, thus
speeding the pace of technological investments, new
aerospace industry jobs, energy savings, and pre-
served competitive advantage of U.S. manufacturers.

It should be noted that Option #1 would place severe financial
pressures on the airlines which they may not be able to manage
independently. This issue is discussed below as Issue II.

Option #2 - Limited policy statement

This option would limit federal actions to the promulgation
of regulations for future aircraft types and the establish-
ment of the quietest operating procedure consistent with a
high safety standard.

Arguments in favor of this option are:

° It would minimize federal involvement and allow
communities to decide on preferred noise abatement
measures (This seems appropriate because: (1) about
half the six million people seriously effected by
airplane noise live near 5 major airports; and (2)
the community is best equipped to trade off the de-:
gree and cost of service with the amount of noise
it wished to accept. There is evidence that many
areas prefer to tolerate noise rather than reduce
air activity because of service and employment losses
that operating restrictions can bring.)

° It would recognize the fact that the noise problem
is taking care of itself. It is expected that most
of the noisiest planes will be retured over the next
ten years, and major federal intervention would serve
only to reduce this timetable by 2 - 3 years.

o It would recognize the belief that action to control
noise at the source does not greatly change people's
perception of the annoyance caused by jet planes.
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Option #3 - Delay issuance of a federal policy statement.

This option would postpone the announcement of the Administration's
aviation noise policy until after September 1.

Arguments in favor of this option are:

° It would permit more thorough analysis of the asserted
merits of Options 1 and 2, i.e.

-- To what extent does Option #1 achieve the external
benefits claimed (e.g. improved U.S. competitive
position, job creation, energy savings, etc.)?

-— Does Option #1 create an undesirable precedent for
federal action?

-- Does Option #2 encourage local action which dis-
rupts air service and stalls airport and land use
planning?

-- Does Option #1 invite retaliatory action by
international air carriers and their governments?

o It would permit consideration of alternative policy
options not included here, e.q.

-- A hybrid compromise incorporating elements of Option
#1 and #2;

-- Differential treatment of certain airports; or

-- Establishment of a noise pollution tax linked to
the degree of noise omitted by specific aircraft.

°® It would recognize the fact that although there is
pressure for federal action, there is no compelling
reason for immediate action. Congress is not likely to
act this year on any of the nine noise abatement mea-
sures currently before it.

° It would permit Secretary Coleman to hold public hearings
of the type he has used so successfully on the Concorde
and air bag issues.

RECOMMENDATIONS




DECISION

Option #1 Issue a comprehensive noise policy statement.

Option #2 Issue a noise policy statement that presents a
limited federal role.

Option #3 Delay issuance of a federal policy statement.

If Option #1 is selected, Issue II below on financing should be
studied and decided.

ISSUE II Should the policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

If you decide to issue a comprehensive policy statement which
imposes Federal rules affecting the rate of aircraft replace-
ment and capital investment rate of the airliner, consideration
should be given to a possible Federal role in helping, airlines
to finance the costs of compliance.

Three .options are included for your consideration:

(1) Propose the cration of a special trust fund as suggested
by DOT.

(2) Propose no special Federal involvement in the financing
problem (and continue to push for the Administration's
proposed Aviation Act of 1975)

(3) Defer action on the financing problem (and push the
Aviation Act of 1975)

The merits of these options are examined below.



RECOMMENDATIONS

Issue 1 Authorize Secretary Coleman to initiate
noise standards for all U.S. commercial
aircraft.

Recommending Approval

Secretary Coleman strongly supports approval of Issue 1.
He believes that it represents good policy, that a
"better" policy is not achievable, and that the Admin-
istration's credibility (as well as his own) would be
damaged by further delay.

Guy Stever supports approval on the basis that the "facts
are relatively well known" and he finds it "difficult to

perceive what the delay in issuing a noise policy state-

ment would enable us to accomplish."

Bill Seidman and Bill Gorog are also strong in their
support for approval. They are most concerned about the
related problems of the airline and aerospace industries
and view approval of Issue 1 as an important trigger to
helping solve the related problems.

Approval is also recommended by NASA, State, and HEW./’;Tﬁﬂai}
i ®
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Jim Lynn strongly supports disapproval of Issue 1. He J//

questions whether any Federal action is needed at this

time. He is particularly concerned that the noise policy

will increase pressure for a Federal role in solving the

airlines' and aerospace industries' financial problems.

Recommending Disapproval

CEA supports disapproval because of the unknown impact of
this policy on competition in both the airline and air-
frame industries. He suggests the creation of an EPB
Task Force to analyze the problem more comprehensively by
November or December.

Disapproval is also recommended by Max Friedersdorf, CEQ,
Justice, and the Council of Wage and Price Stability.

NSC is neutral on this issue.
Issue 2 If Option 1 is approved, authorize
proposals to Congress for a $3.5 billion

Aircraft Replacement Fund.

Recommending Approval

Secretary Coleman strongly supports approval of Issue 2.
He is convinced that Federal involvement is necessary, and



believes that alternative Federal financing roles have
been adequately studied and can be rejected. He would
be prepared to hold hearings on the issue, but would
consider it a grave mistake not to at least announce
the proposed noise policy.

Bill Seidman and Bill Gorog support approval because
of their strong concern for the health of the affected
industries and the U.S. competitive position. Gorog
believes the problem "requires action, . not study" and
thinks the proposal will satisfy environmentalists,
aircraft workers, industry management, and the bankers.

Guy Stever supports approval "with caveat of explora-
tion of other schemes of financing" (a position which
is not necessarily at odds with disapproval).

Approval is also supported by NASA, State, and HEW.

Recommending Disapproval

Jim Lynn firmly believes that a decision should be
delayed until the need for Federal involvement has been
better established and other alternative mechanisms
studied. He also believes any financing proposal
should be tied directly to the enactment of the air
regulatory reform legisltaion.

CEA supports disapproval on the basis that economic
analysis is lacking for "a reasoned decision at this
time." They believe "there are too many conflicting
views on the effects on both industries" to make a
decision. They recommend an EPB Task Force study to be
completed in November or December.

Disapproval is also recommended by Max Friedersdorf,
CEQ, Justice, and COWPS.

DECISION

Option #1 Propose the DOT financing plan

Option #2 Delay announcement of a financing plan
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MEMORANDUM FOR: THE PRESIDENT
FROM: JIM CANNON °
SUBJECT: Aviation Noise:Policy and Aircraft
Replacement

The purpose of this memorandum is to seek your decision on
aviation noise policy and the means for airlines to finance

aircraft replacement and new
aircraft development. Secretary Coleman is scheduled to
testify on the Administration's position before the House
Aviation Subcommittee September 2.

There are essentially two issues which require your considera-
tion:

i. What position should the Administration take
on aviation noise policy ?

II. If a noise policy is issued, should a financing mechanism
to help airlines replace old aircraft and to stimuvlate
the development of a new generation of aircraft by U.S.
airplane manufacturers be includad.

BACKGR OUND

Six million people are significantly affected by aircraft noise at
100 zirports. About 600, 000 people are seriously affected. Public
officials, environmental groups, and airport neighbors have long
pushed for federal action to reduce aircraft noise.

The main federal action to date has been the issuance of
noise standards for all new aircraft. Approximately 1600

airplanes (77% of the current commercial jet fleet) do not \J, /
meet the standards. The oldest planes in the jet fleet --

about 500 BR-707's and DC-8's (25% of the fleet) -- are the




noisiest and least fuel efficient aircraft. Later model
aircraft -- about 1,000 B-727's B-737's and DC-9's (50%
of the fleet) —-- are significantly less noisy but fail
to meet the 1969 standards. About half the U.S.-owned

B747's (50 planes) also fail to meet the standards.

The FAA has statutory authority and responsibility rfor

"setting noise standards for new and ekisting aircraft. It

has so far failed to issue standards in existing airplanes,
but is under pressure to do so from the EPA, interest groups,
and at least one State (Illinois through litigation).

There are a number of ways to reduce aviation noise:

) Modification (retrofit) of existing aircraft
- engines with sound absorbing material;’

e Replacement of older, noisy aircraft with new,
quieter planes;

© Imposition of jet "bans" or night curfews at
airports (e.g. Washington National);

e Land acquisition and local zoning measures to
create noise buffer zones; and

° Modified operational techniques to minimize
noise.

Many of these techniques are aiready being used in response
to strong pressures at local levels. Lawsuilts against local
airports are increasing both in frequency and in damages
sought. Over the last five years airport operators have
paid $25 million on noise judgments and settlements, and
have invested hundreds of millions in land acquisitions

for noise buffer zones. The noise issue has seriously
curtailed airport planning and expansion.

- Secretary Coleman's Position (See-Tab- &)




DOT and FAA recommend that domestic air carriers and the domestic

portion of U.S. international air carriers' fleets be
reguired to meetfEderal Aviaticn Regulations, Part 36,

(FAR 36) noice levels or to be retirea according to the )
following schedule: : , .

[

. . B-747's - within six years

. 4-engine narrow-body Jjets - as soon as possible,
but within six to eight years

. "« 2- and 3-engine narrow-body jets - 1/3 within three -
- years, 2/3 within six years, with 1/3 permitted

"to continue in use after six years at airports other

than the major ones with substantial noise problems.

The imposition of noise standards on existing aircraft will place a
financial burden on some air carriers. At the same time it is desirable
to begin a new generation of U.S. aircraft. The aerospace industry,
given the financially weak position of U. S. air carriers, does not have
the economic incentive to go forward with these programs at this time.

The DOT/FAA noise policy statement, potentially a significant stimulus
toward the needed new generation of aircraft, recommends that the
Administration support a carrier agreement under which they would
collect a 2 percent surcharge for 10 years, pool the surcharge revenues

1 and redistribute them slightly. The fund would be used for replacement
of aircraft that do not comply with FAR 36. ' .

= 3 -

Apart from the noise issue, there are a number of related-
problems currently faced by the airlines and aircraft
manufacturers. Secretary Coleman proposes to deal with

these problems in a comprehensive fashion. He maintains
that: )
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(1) Airlines have experienced a low return on invest-—
ment in recent years and are unable to finance
new airplanes they will need in the 1980's,
with or without a federal noise policy.

(2) In the absence of new orders, U.S. aircraft
manufacturers are unable to commit themselves
fully to the development of the next generation
of long range aircraft, threatening the tradi-
tional American superiority in this field
(especially in light of government subsidized
competltlon from Germany and France);

(3) Unemployment, depressed earnlngs, and unused

capacity continue to plague aircraft manufacturers
and related industries.

- (4) Many airplanes in the existing jet air fleet are
inefficient users of fuel.

ISSUE I. What position should the Administration take
on aviation noise policy?

There are three basic alternatives regarding what position
the Administration should &dopt. - The options differ in

the emphasis placed on noise reduction methods. The options
are:

(1) Issue a comprehensive policy statement that imposes noise
standards on existing aircraft and recommends the NQT
~ financing mechanisr:,

(2) Issue a noise policy statement and hold a hearing on a
financing mechanism.

(3) Decide not to issue noise regulations for eiiéting aircraft.

Discussion of Options

Option #1 - Issue a comprehensive noise policy statement
This option embraces the r=gulatory and fma.ncmg components
of Secretary Coleman's proposed policy.

(That proposal is
. discussed in Issue II below). ' - -




The arguments in favor of this option are:

o This option is a limited Federal action that avoids
pre-emption. It does not go as far as other federal
_____agencies, the airlines and airport operators would

like.
® It would clarify the federal responsibility for
‘ reducing aircraft noise at its source.
© It would guarantee lower aircraft noise levels
over 4 - 8 years ——- 2 - 3 years sooner than

presently scheduled fleet retirements.

o It would partially relieve the pressure on local
airport authorities to impose disruptive operating
restrictions.

‘o It would delineate the major responsibilities of
carriers, airport operators, and the various
levels of government.

° It would remove an existing air of uncertainty
which impedes the ability of local authorities
to plan for theirslong-range air service needs.

) It would promote public understanding of the
economic costs associated with achievement of
the socially desirable goal of aircraft noise
abatement.

e It could hasten new orders for aircraft, thus
preserving the competitive advantage of U.S.
manufacturers, while speeding the pace of tech-
nological investments, new aerospace industry.
jobs, and en=2rgy savings.

It should be notad that Option #1 would place increased
financial pressures on the .airlines, some of which may
not be able to manage independently. This issue is dis-—
cussed below as Issue II.



Option #2 - Issue a.:limited noise policy statement that contains
a noise regulation and hold a hearing on financing.

This option would limit federal actions to FAA promulgation of
regulations for existing aircraft types and FAA establishment

of the quietest operating procedures consistent with a high safety
standard.

Arguments in favor of this option are:

o It represents Administrative action in the aircraft
noise problem.

o The hearing on financing allows all issues on that
matter to be presented at once and does not commit
the Administration to a final position.

o It would permit Secretary Coleman to hold public
hearings of the type he has used so successfully
on the Concorde and zir bag issues.

Option #3 - Decide not to issue a federal policy statement at
time.

This option would postpone the “announcement of the Administration's
aviation noise policy until after September 2.

Arguments in favor of this option are:

o It would permit more thorough analysis of the
asserted merits of Options 1 and 2, i.e.

-- To what extent does Option #1 achieve the
external benefits claimed (e.g. improved U.S.
competitive position, job creation, energy

savings, etc.)?

-- Does Option il create an undesirable
precedent?

-- Does Option #2 encourage local actlon which
disrupts air service and stalls airport “and land

use planning?
/oh\

e

405);@‘



L
It would recognize the fact that although there is
pressure for federal action, th=re is no compelling
reason for immediate action. Congress is not
likely to act this year on any of the nine noise
abatement measures currently before it.

RECOMMENDATIONS

O~



DECISION ON ISSUE I

CE’Eion il Issue a compr.ehens.ive noise policy statement.
_ Oétibn #2 Issue a limited noise policy statement.
- - ’ Y
‘Og' tién #3 I?elay issuance of a federal policy statement.
ISSUE I If a noise policy is issued, should a financing

mechanism to help airlines replace old aircraft

and to stimulate the development of a new

generation of aircraft by U.S. airplane manufacturers
be included. '

If you decide on Option 1 on the issue discussed above, i.e., to

issue a comprehensive noise policy statement with retrofit/replacement
deadlines, Secretary Coleman airges that the Administration also
endorse a $3.0 to 3.5 billion "environmental surcharge' collected

by the carriers to help finance the required replacement and
retrofitting of jets. In addition to assisting the domestic airline
industry to modernize its jet fleet, Secretary Coleman argues that

this program will stimulate earlier development of a new generaticn
of aircraft by U.S. manufacturers and strengthen the position of U.S.
airframe manufacturers in the world aircraft market. '

There are two basic options regarding Federal involvement in financing
the retrofit/replacement of existing airplanes and the development of
new generation aircraft. These options are:

(1) Announce the fi-n.ancing plan recommended by DOT.

AN
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(2) Do nothing at this time except continue to push
strongly for the Aviation Act and initiate a
thorough review of the related airplane financing
and new plane development situation.to consider
: : - financing options. R e - o
Background - , ) I

American scheduled airlines had about 2000 jet aircraft
T j““in‘their fleets at the beginning -Of 1976. . Of these, about . ._
300 are wide-bodied jets (B-~747's, DC-10's and L-1011s)
which will be used into the 1990s. Another about 1,225
fB-727‘s, B-737's and DC-9's in the fleets are, for the most
-part, relatively new. Only about 300 of these will be
—------- . replaced by 1985. Finally, about 475 older B-707's and
77 777 DC-8's will be largely phased out by 1985.

The application of noise standards on older aircraft may
effectively require some aircraft, now likely to be replaced
by 1985, to be replaced at an earlier date. Thus, the
impact of noise standards may be to increase capital outlays
during the next several years while reducing outlays some-

what in the mid-1980's, but the magnitudes of these shifts
has not been established. -

If the airlines were to continue to earn the 5.7% rate of
return which they have experienced over the past few years,
certain—’ will have substantial problems
carriers Obtaining the capital needed to finance the fleet replace-
ment and expansion. However, if our airlines begin to
earn a normal rate of return (10-12% for industry), they
will generate $6-8 billion of earnings. This internally-
generated capital plus the new debt and equity which would
be available if the airlines were financially healthy would

be sufficient to meet all the capital needs of the airlines
ovexr this 1976-1985 period. Co : '

Last fall you proposed the Aviation Act of 1975 which is
The designed to increase competition in the airline industry,
Aviation decrease CAB involvement in the business decisions of the
Act phases @irlines and improve the financial health of the airlines.
in over -a |If enacted, it is anticipated that the Aviation Act will
five year “lcreate an economic environment.where the airline§ earn a
period {normal rate of return. Extensive hearings on this bill

I have taken place in both the Senate and House. Positive
action on the Aviation Act or a similar bill is anticipated
by the end of 1977. :

- A memorandum at Tab B provides some information orn t
ircraft Manufacturing Industry.
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passenger tickets and .freight waybills.

---revenue.

Ogtlon £1 — The DOT proposal would couple the Noise Pollcy

- with 1eglslatlon whlch would do the followlng'

Reduce the Federal air passenger ticket and

-~ freight way bill taxes collected for the Airport/

Airway Trust Fund from 8% to 6%

and from 5% to 3%,

Impose a 2% surcharge for 10 years.on all domestic

“Deposit surcharge revenues (expected to be $3 to

3.5 billion over 10 years) in an Aircraft Replace-

-- -ment Fund, managed by intercarrier agreement.

—~—Grant each carrier drawing rights to the Fund in

proportion to its total system passenger and cargo
Withdrawals would be permitted only for
replacement of aircraft not meeting existing Federal
noise standards for new aircraft. There would

be no requirement that the money be used to
purchase the next generation of jet aircraft.

Deposit any balances remaining in the Aircraft
Replacement Fund after program objectives have
‘been achieved ina.the existing Airport/Airway Trust
Fund, dedicating them to noise control purposes
(including land acquisitions and easements).

Authorize payment of the cost of retrofitting
two- and three-engine aircraft ($250 to 300 million)
from the Airport/Airway Trust Fund.

The arguments in favor of this option are:

Tt would help finance about one-half the cost of

replacing the oldest, noisiest B-707's and DC-8's
while the later model B-727's, B~737's and DC-9's
wculd be retrofitted.

It would not adversely affect the Airport/Airway
Trust Fund because the reduced rates are expected
to be sufficient to cover all outlays chargeable

to the Fund under the Airport Development Aid
Program (ADAP) bill through FY 1980. DOT estimates
that without a tax reduction, unused Trust Fund
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balances will grow rapidly (to $1.7 billion by =~
. : _...1979) and become-ra target for other tax reductions

or unjustified spending proposals already being
T advanced by the aviation industry.

@ It would provide the air carriers with greatér
I . , assurance of the financing needed to retroflt/
: - replacn ex1st1ng aircraft.

@ It would help to reduce a financial burden {created
; . by the imposition of noise standards on existing
e aircraft) on some air carriers that they cannot

. - o meet. Credit markets are now virtually closed .. _. . __
e eei———-——-+t0 the industry, because the return on investment
: . .- since 1967 has averaged 5.7%. Even with the
. _.__ .. loosening of CAB control over air fares, as you

- proposed last October in the aviation regulatory

~ reform bill, some argue that it is unlikely that
- — the industry can assume the full burden of meeting
o - ~ the noise standards within the proposed time
T T T T Frame. : LT

® It would recognize the fact that the air carrier
industry has several financially weak members
(Pan Am, TWA, Eastern) which would find meeting
the DOT standards very difficult within their
existing resources. Redistribution of surcharge
revenues would avoid an unduly severe impact on
the- four major carriers (Pan Am, TWA, American
and United -- but not Eastern) that own 60% of the
B~707's and DC-8's. This program would tend to
help the "weak" carriexrs more than the "strong"
carriers (such as Delta, Northwest and Continental)
which, because of better management or more
favorable route structures, have purchased newer,
quieter planes and would thus tend to egualize
the competitive position of most of the.airlines.

° It could create sizable orders for new aircraft
o and might stimulate airframe manufacturers into
beginning development of new, advanced aircraft
types with improved fuel efficiency and quieter
engines at a somewhat earlier date. There are
" now no U.S.-manufactured 140-200 passenger,
medium/long range aircraft suitable to replace
those reaching the end of their useful lives
in the early 1980's. It is deSLrable to begin
+o develop within the next yvear Or two a new




generatlon of U. s. aircraft. However, the
-aerospace industry does not have the economic
~incentive to go forward with these programs at
. ) « this time. {Each new U.S. aircraft has a total
producnon ‘cost of as much as_$1 billion). Employment
L .. in the aerospace industry would also rise sub-
.. .. .. stantially (each new aircraft program would add-
- ‘ ' 10,000 new jobs within two years and 25,000 new
jobs within six years) and the competitive advantage
- of U.S. manufacturers would be enhanced. This
———would help to maintain the U.S. preeminent position
------ -in the international aviation market in the face
-0f stiff new government-subsidized competition
from France and Germany. Failure to act may
allow government—-subsidized European manufacturers
w. ... ..to preempt the next generation market, thereby .

- -—--- -——reducing sales and jobs for the U.S. aerospace
.~ =-w .~ .- industry.

° It would finance the cost of reducing noise by
taxing the user. Cutting taxes while initiating

a surcharge also has the advantage of keeplng
air fares constant.

° It would have minimalﬂinflationaty impact (DOT
estimates) primarily because private sector
outlays would be spread over a 10 yesar period

and would be in the airframe industryy which has
idle manufacturing capacity.



&

Option #2 - Do nothing at this time except continue to push

Factors in favor of this option are:

purchase of noisy planes for the air transport reserve

- and special export incentives for foreign airlines willin
- to order new generation aircraft from U.S. manufacturers.

“natives for action.

12

strongly for the Aviation Act and initiate a thorough
review of the related airplane financing and new plane
~development situation to consider financing options.

‘

If a problem exists, this will allow the Administration
to examine alternative ways of dealing with it includirg,
for example: the DOT financing proposal (Option 1 above)
or some variation, loan guarantees, tax incentives, air-
craft development grants to airframe manufacturers, DOD

fleet, Government purchase of new generation aircraft

To déte; suffiéientvinférmation on the aircraft gee@s
of the airlines, the financing problemns of the a}rllnes,
the new airframe development plans of the U.S. air-

. frame manufacturers and the competitive situation posedA
by foreign manufacturers has not been developed by an

interagency group.charged with carrying out a factual
analysis of the issues and developing appropriate alter-

‘The airlines and airframe manufacturers are just coming
out of a disastrous recession and thus.there is risk of

overreacting to a problem which may now be resolved by

market forces. Deferring action would give additional
time to assess whether the airlines and airframe
manufacturers will solve any problems on their own. |

 ,Recommendations




THE WHITE HOUSE

WASHINGTON

August 25, 1976

MEMORANDUM FOR THE PRESIDENT

FROM: JIM CANNON
SUBJECT: Aviation Noise Policy and Aircraft
Replacement

The purpose of this memorandum is to seek your decision on
aviation noise policy and, if appripriate, aircraft replace-
ment. Secretary Coleman is scheduled to testify on the
Administration's position before the House Aviation Sub-
committee September 1. He has developed a proprosal which
not only would curb aircraft noise, but also would create a
special trust fund for the purchase of replacement aircraft.

There are essentially two issues which require your considera-
tion:

(1) What sort of federal aviation noise policy should be
announced September 17?

(2) Should that policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

BACKGROUND

Six million people are significantly affected by aircraft noise
at 100 airports. About 600,000 people near 26 major airports
are seriously affected. Public officials, environmental groups,
and airport neighbors have long pushed for federal action to
reduce aircraft noise.

The main federal action to date has been the issuance of noise
standards for all new aircraft built since 1969. However,
because of the longevity of jet aircraft, 1600 airplanes (77%

of the current commercial jet fleet) do not meet the standards.
The oldest planes in the jet fleet -- about 500 B-707's and
DC-8's (25% of the fleet) -- are the noisiest and least fuel
efficient aircraft. Later model aircraft -- about 1,000 B-727's
B-737's and DC-9's (50% of the fleet) -- are significantly less
noisy but fail to meet the 1969 standards. About half the U.S.-
owned B747's (50 planes) also fail to meet the standards.

There are a number of ways to reduce aviation noise which are
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currently in practice:

° Modification (retrofit) of existing aircraft engines
with sound absorbing material;

o Replacement of older, noisy aircraft with new, quieter
planes;

° Imposition of jet "bans" on night curfews at airports

(e.g. Washington National);

o Land acquisition and local zoning measures to create
noise buffer zones; and

° Modified operational techniques to minimize ground
noise.

Many of these techniques are being used in response to strong
pressures at local levels. Lawsuits against local airports
are increasing both in frequency and in damages sought. Over
the last five years airport operators have paid $25 million on
noise judgments and settlements, and have invested hundreds

of millions in land acquisitions for noise buffer zones. The
noise issue has seriously curtailed airport planning and ex-
pansion.

Apart from the noise issue, there are a number of related prob-
lems currently faced by the airlines and aircraft manufacturers.
Secretary Coleman proposes to deal with these problems in a
comprehensive fashion using the noise issue as a vehicle for
instituting a special trust fund to be used for aircraft replace-
ment or modification. He cites the following problems:

(1) Airlines have experienced a low return on investment

. in recent years and are unable to finance new airplanes
they will need in the 1980's, with or without a federal
noise policy.

(2) 1In the absence of new orders, U.S. aircraft manufac-
turers are unable to commit themselves fully to the
development of the next generation of long range air-
craft, threatening the traditional American superiority
in this field (especially in the form of government
subsidized competition from Germany and France) ;

(3) Unemployment, depressed earnings, and unused capacity
continue to plague aircraft manufacturers and related
industries.

(4) Many airplanes in the existing jet air fleet are in-
ici . o
efficient users of fuel /ng7Q>

)(‘
Yooy

0

f

CeRALA
,;‘)«3? L
A

o

T e

S g\‘\ 4
\t:}‘,.,—'

.,



-3-

These concerns should not be ignored in the consideration of the
two issues discussed below.

ISSUE I What sort of Federal Aviation Noise Policy should the
Administration announce September 1?2

There are three basic alternatives regarding what policy state-
ment should be issued. The options differ in the empha31s placed
on noise reduction methods. The options are:

(1) Issue a comprehensive policy statement which imposes
strict standards on all aircraft (old as well as new).

(2) 1Issue a limited policy statement which confines the
federal regulatory role to assistance on operational
techniques and future aircraft noise reduction.

(3) Defer a policy statement until after September 1 to

permit more thorough analysis of the merits of //’?EE;
various noise abatement options. Q*' T
z B
Discussion of Options C& o/
\, & A
Option #1 - Comprehensive policy statement. \\\_,,//

This option embraces the regulatory components of Secretary
Coleman's proposed policy, but does not include his related
financing proposal (that proposal is discussed in Issue II
below). This policy would require most commercial aircraft
operating in the U.S. to meet the 1969 noise standards over
the next 4 - 10 years.

The DOT proposal would require that the entire fleet of all
domestic air carriers and the domestic portion of U.S. inter-
national air carriers' fleets meet the current noise standards,
or be retired, according to a prescribed timetable. The
intention is to force replacement of the oldest, noisiest jets
(B-707's and DC-8's), and the modification of the later model,
non-standard planes (B-727's, B-737's, B~747's and DC-9's).

The arguments in favor of this option are:

°® It would clarify the Federal responsibility for reducing
aircraft noise at its source.

° It would guarantee lower aircraft noise levels over
4 - 10 years -- 2 - 3 years sooner than presently
scheduled fleet retirements.

) It would partially relieve the pressure on local air-
port authorities to impose disruptive operating
restrictions.
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) It would delineate the major responsibilities of
carriers, airport operators, and the various levels
of government.

° It would remove an existing air of uncertainity which
impedes the ability of local authorities to plan for
their long-range air service needs.

] It would promote public understanding of the economic
costs associated with achievement of the socially
desirable goal of aircraft noise abatement.

° It would generate new orders for aircraft, thus
speeding the pace of technological investments, new
aerospace industry jobs, energy savings, and pre-
served competitive advantage of U.S. manufacturers.

It should be noted that Option #1 would place severe financial
pressures on the airlines which they may not be able to manage
independently. This issue is discussed below as Issue II.

Option #2 - Limited policy statement
This option would 1limit federal actions to the promulgation

of regulations for future aircraft types and the establish- ,/’“;\\
ment of the quietest operating procedure consistent with a

high safety standard. ; E}
ee Ng
W ;
Arguments in favor of this option are: \i g?
Ay
) It would minimize federal involvement and allow

communities to decide on preferred noise abatement
measures (This seems appropriate because: (1) about
half the six million people seriously effected by
airplane noise live near 5 major airports; and (2)
the community is best equipped to trade off the de-
gree and cost of service with the amount of noise

it wished to accept. There is evidence that many
areas prefer to tolerate noise rather than reduce

air activity because of service and employment losses
that operating restrictions can bring.)

° It would recognize the fact that the noise problem
is taking care of itself. It is expected that most
of the noisiest planes will be retured over the next
ten years, and major federal intervention would serve
only to reduce this timetable by 2 - 3 years.

°® It would recognize the belief that action to control
noise at the source does not greatly change people's
perception of the annoyance caused by Jjet planes.
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Option #3 - Delay issuance of a federal policy statement.

This option would postpone the announcement of the Administration's
aviation noise policy until after September 1.

Arguments in favor of this option are:

) It would permit more thorough analysis of the asserted
merits of Options 1 and 2, i.e.

-- To what extent does Option #1 achieve the external
benefits claimed (e.g. improved U.S. competitive
position, job creation, energy savings, etc.)?

-- Does Option #1 create an undesirable precedent for
federal action?

—-—- Does Option #2 encourage local action which dis-
rupts air service and stalls airport and land use
planning?

-- Does Option #1 invite retaliatory action by
international air carriers and their governments?

° It would permit consideration of alternative policy
options not included here, e.g.

~— A hybrid compromise incorporating elements of Option
#1 and #2;

-—- Differential treatment of certain airports; or

-- Establishment of a noise pollution tax linked to
the degree of noise omitted by specific aircraft.

[ It would recognize the fact that although there is
pressure for federal action, there is no compelling
reason for immediate action. Congress is not likely to
act this year on any of the nine noise abatement mea-
sures currently before it.

o It would permit Secretary Coleman to hold public hearings
of the type he has used so successfully on the Concorde
and air bag issues.

RECOMMENDATIONS




DECISION

Option #1 Issue a comprehensive noise policy statement.

Option #2 Issue a noise policy statement that presents a
limited federal role.

Option #3 Delay issuance of a federal policy statement.

If Option #1 is selected, Issue II below on financing should be
studied and decided.

ISSUE II Should the policy include a role for the Federal
government in assisting airlines to meet the costs of
complying with the noise policy.

If you decide to issue a comprehensive policy statement which
imposes Federal rules affecting the rate of aircraft replace-
ment and capital investment rate of the airliner, consideration
should be given to a possible Federal role in helping, airlines
to finance the costs of compliance.

Three options are included for your consideration:

(1) Propose the cration of a special trust fund as suggested
by DOT.

(2) Propose no special Federal involvement in the financing
problem (and continue to push for the Administration's
proposed Aviation Act of 1975) '

(3) Defer action on the financing problem (and push the
Aviation Act of 1975)

The merits of these options are examined below.




o ?&wff /(/m,
THE SECRETARY OF TRANSPORTATION .

WASHINGTON, D.C. 20590 ‘ ‘ !\\
e

August 28. 1976

MEMORANDUM ¥OR: Director
Office of Management and Budget

SUBJECT: Aviation Noise Policy

The FAA has completed an evaluation of the inflationary
impact of the replacement of four engine jets, as recommended
by DOT and FAA, in the aviation noise policy.

The FAA has concluded that because of the excess
capacity in the aerospace industry the replacement of four-
engine aircraft will have only a slight inflationary impact, if
any., The cost/benefit analysis indicates that over the long
term the replacement program will produce a new benefit to
the airlines.

A

William T. Coleman, Jr.

,A: James Cannon, Director
Domestic Council
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DRAFT PRESIDENTIAL ANNOUNCEMENT

I have said before -- and I say again -- as your President,
I am impatient with doomsday prophets who say we must stop our
technological advances in order to save our environment.

We can enh;nce our environment, and we can do it through
technological improvements. Thesc two objectives are compatible.
It takes only determination, intelligence, and some of that
traditional American ingenuity, for which we have been noted,
to accomplish them. *

It is possible for Americans to live in healthful and more
pleasant surroundings and at the same time to encourage the
industrial progre®s so essential for real jobs for all who can
work and so essential to a gﬁod standard of living _for all.

The aviation indusiry.offeréra dramatic example.
The'airplane.and the aviation industry have been major
factors in our growth as a great nation, in our national defense,
in our foreignvtrade, and in employment for théusands of workers.
Both directly, in air transportation, and indirectly, thfough

the myriad of other supporting services and activities. that
aviation has created) this nation has_prbspered.

But every advance has its problems. In aviation, the
noise of aircraft taking off and landing over populated areas
is one of the most serious. The older generation of four-engine
jets imposed the severestﬁnoise on airport neiéhbdrhoods -
about 25% more noise than the newer generation of jet pianes.
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Replacing these older, noisy jets with newer, quieter aircraft,
and improving some present aircraft with new engines and noise
suppressing elements, can drastically cut airport neighborhood
noise.

In addition, the efficiency of the newer, quietef jets
is such that they could provide as much as a 30% savings in
fuel as well as add to passenger and neighborhood comfofﬁ.

A major program to replace these noisy aircraft and engines
would give work to American aviation airframe, engine and other

| component manufacturers across the country. It would give

them an incentive to come up with new designs and models for
sale -- not only here in the United States, but abroad. And
let's face it, there is strong competition from foreign
‘aircraft manufactgrers, not only for world markets but for
our own airline services‘right here at home.

We need the kind of export of aircraft we have had in
years past to 'further our trade and to help our international

balance of payments.

l This replacement activity would mean thousands more jobs --

real, well-paid jobs for Americans. The airlines of America,

however, are not presently in a financial position to attract

N\ sufficient priéate capital. i

Nevertheless, this can be done. It can be done without
fueling inflation. It can be done without raising any taxes.
i0r,;~It can be done without raising airfares for airline passengers.

It can be done by taking one quarter of the present air




tiéket tax of 8% - that is 2% of the ticket value - and
earmarking it for this environmental-improvement, employment—
stimulation, and energy-saving program.

Or, the tax could be cut by 25%, air fares increased 2%,
and the procgeds of this 2% put in a trust fund for this
purpose. Either way the Congress may choose to go, there would
be a trust fund administered by the Secretary of Transportation.
These funds would be available to pay one-third of the cost of
new, quieter equipment, with the airlines paying the remaiﬁing
two-thirds of the cost.

The trust fynd will accumulate $3.5 billion over the next
10 years, and will generate a $7-billion airline expenditure
over the same period. This means a total of $10 B;iiion.

It is estimated that this program will generate n660,000 job-years
of employment. |

To ensure the program is carried out fully, each airline
would submit to the Secretary of Transportation its plan for
conversion to the quieter,'more efficient equipment. After the
plans are aéproved by the Secretary of Transportation, the
funds would be made available and the implementation of the plan
would proceed expeditiously.

Within a decade, we shall have accomplished the conversion
to quieter aircraft with benefit to our communities, with great
savings in petroleum fuels, with new opportunities for American\

industry, and with the creation of thousands of new jobs.
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SUMMARY OF WHAT THE PROGRAM DOES
AND HOW IT WOULD WORK

Provides 600,000 job-years of employment.

Involves no additional Federal expenditure.

Involves no increase in cost of air travel to the

Will revitalize and restore America's pre-eminence in the
aviation industry for sales at home and abroad.

#

1. Cuts airplane noige pollution.
2. Saves up to 30% of fuel consﬁmption.
k8
4. Increases passenger comfort.
5
6.
passengers.
7.
How the Program isqunanced
A.

There are two alternative methods of finahcing == either
of which accomplishes the objective without any additional
government assistance to general aviation.

I. Allocate 2% of the 8% air traffic tax which the
government now collects for airport development --
which is not being used and which Congress is
considering repealing —-- to cover 1/3 of the
purchase of new, quieter planes.

II. If Congress prefers to reduce the air traffic tax
from 8% to 6%, then let the CAB, with the support
of the Secretary of Transportation, add a 2% sur-
charge to air fares, and dedicate the funds collected
to finance 1/3 of the cost of new, quieter planes
in order to accomplish the noise-abatement program.

IITI. Cost of financing the retro-fitting of limited
number of existing planes with quieter engines
would be met as called for under Secretary Coleman's
plan.
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B.

In either case

I.

There would be no net increase in travel cost to
the users.

In both cases, it is the users who will be paying
the cost of noise abatement.

P e ATem T o - -
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1. The funds for the 2% of.air-traffic tax
dedicated to noise abatement would be put in a
special fund under the management of Secretary
of Transportation, to be used for the limited
purpose of financing 1/3 of the cost of new,
quiet equipment for U.S. airlines, based on
"equipment-purchase plans submitted by the air-
lines and approved by the Secretary of
Transportation.

-<»




[Seft 14767

THE WHITE HOUSE
WASHINGTON

JMC

Here are two documents you may

want for the Aviation Noise

Paper.

(1) A brief analysis of Pan Am's
financial situation.

(2) Leach's changes on the recent
Coleman proposal.

Allen



Pan Am

Pan Am is an excellent example of an airline with major
aircraft fleet replacement and expansion requirements and
financing needs.

Fleet Needs

As of the end of 1975, Pan Am had 32 B-747s, 73 B-707s
and 13 B-727s. It is estimated that over the 1976-1985
period Pan Am will have to retire all its B-707s while
acquiring 26 regular B-747s and 20 B-747 SPs (long range).

Capital Needs and Resources

Over the 1976-1985 period, it is estimated that Pan Am

will require $1.91 billion for this new flight equipment,
$300 million for other capital expenditures and $343 million
to retire outstanding debt. This is a total of $2.55
billion which will have to be financed.

Of this capital need, about $1.13 billion will be provided
from cash generated by depreciation and amortization. An
additional $211 to 506 million will come from net income
retained($211 million assuming a 7% return on investment and
$506 million at 11% rate of return). The balance of Pan Am's
estimated needs (from $1.20 billion to $920 million) will
have to come from external debt and equity financings.

Aircraft Replacement and Leasing During 1976

Since the beginning of 1976, Pan Am has sold five B-707s
at amounts above book value. 1In addition, it has agreed
to sell four other B-707s for delivery during 1976

and expects to sell other aircraft during 1976 and later
years,

During the first half of 1976, Pan Am leased five B-747 SPs
and in July 1976 it leased a B-747 freighter, The B-747 SPs
were leased for a two-year period, which may be extended under
certain conditions for another 14 years. The freighter was
leased for a l1l5-year period.

Pan Am has an option to acquire up to 12 additional B-747 SPs
for delivery in 1979.



Exchange Offer

During the spring of 1976 Pan Am exchanged about $135 million
of new convertible debentures for $250 million of older
convertible debentures trading at substantial discounts
from par. As a consequence of this exchange, (1) Pan Am
reduced its debt. (2) increased its equity by the gain
on the exchange, (3) increased its cash interest expense
annually by $2.1 million and (4} increased the likelihood
of conversion because the new convertible debt has a
conversion price near the current market for Pan Am's
stock (rather than 4 or 5 times its price as was the case
with the old convertibles).

Much to the surprise of Lehman Brothers, Pan Am's investment
bankers, a large interest in the new convertible debentures

arose with arbitrageurs who exchanged old debentures for

new debentures and then sold the new convertible debentures

to speculative investors such as hedge funds, wealthy individuals
and retail customers of wire houses,

New Financing

As a result of this substantial interest in the new high coupon
Pan Am convertible debt and because of sizable interest in

a TWA common stock financing which was being syndicated

early this summer, Pan Am and Lehman Brothers have moved
forward with a proposed new convertible debt financing

intended to raise from $50 to 100 million of new capital

for Pan Am,

A registration statement was filed in late August and
Lehman Brothers is beginning to -form a syndicate now in
the hope of selling at least $50 million in late September
or early October.

According to the head of Lehman's syndicate department and

the corporate finance partner most familiar with Pan Am
finances, there is a good chance that this deal will

be successfully completed. While market interest in

airline stocks has recently declined somewhat, it is
anticipated that there will be sufficient interest for a
successful deal at a coupon of 10% or more and a conversion
premium over the market price of Pan Am's stock of 10% or less.
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Implications

For Pan Am, a successful financing will mean that at least
$50 million of new potential equity will have been raised.
This will be a major first step toward raising the average
of about $100 million per year which Pan Am must finance
externally through 1985.

For other airlines, the Lehman Brothers syndicate people
indicate an intense interest by other investment bankers
who see this Pan Am deal as indicative of financing
opportunities for their airline clients. Apparently,
other deals (such as Eastern) are in the wings waiting
the success or failure of the Pan Am financing.

Paul C. Leach
September 10, 1976




THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20550

MEMORANDUM FOR THE PRESIDENT:

Because of the concern among some members of your
senior staff about my proposed aviation noise reduction and
aircraft replacement program, I would like to propose a compromise
solution, which, although less satisfactory from my point of
view, would enable you to resolve this continuing disagreement
and would enable us to proceed with our statutorily mandated
requirements to address the aircraft noise problem.

Under my proposed compromise, the Department of
Transportation would issue a noise policy in September without
any specific provision for financing, ' The policy would include
noise requirements for existing aircraft to be phased in over
a six to ten year period, a timeframe substantially longer than
the four years proposed by EPA or the five years proposed in
pending legislation. Without this action it is my conviction .
that either we will be ordered by a court to establish a shorter
time period or the Congress will pass such a requirement. The
policy would also clarify the respective responsibilities of airport
operators, air carriers, aeronautical manufacturers, federal,
state, and local governments, and airport neighbors., By making
clear the Federal action plan and timetable, we would enable the
other parties to take the complementary actions called for in
the policy statement, including compatible land use planning,
zoning, and airport management measures. The policy also would
include important but non-controversial elements such as the
implementation of new airport development funding authorities,
which you signed into law last July., to enable the acquisition of
land around the airports and the purchase of noise suppressant
equipment, We would also set forth proposed Federal actions to
adopt new noise abatement takeoff and landing procedures and a
general policy on local-federal relationships in the establishrment
of curfews and other airport use restrictions., Such a policy
statement would reduce substantially the immmediate pressure for
federal action and be viewed as federal leadership in resolving a




controversial problem where all the parties -- the carriers, the
airport proprietors, the airport neighbors and public officials --
agree that the federal government has been unresponsive in doing
its part,

In addition the policy statement would include the
following: '

1., The Administration would propose a 2%
reduction in the domestic ticket tax, thus
capturing the initiative on this issue which
otherwise inevitably will be taken by members
of Congress or other parties.

PIL Uaand

2. We would indicate that ..33‘25..; financingl[MqetT
=smy be required to enable carriers to

purchase replacement aircraft by the deadlines
imposed by FAA regulation and that such

finan?ﬁg)\will be incorporated in the Mo
Administration's proposed Aviation Bill To ‘IQ he '
maim®3 the new Congress w“f %yﬁnal

financing proposal would be designed to meet

the following criteria: consistency with regulatory

reform, the user should pay, equity among

the carriers, and minimum government involve-

ment in private sector investment decisior making,

3. We would make clear that the U.S. noise require-
ments will not apply to international air carriers
for a four year period t6 enable the negotiation:
of an international solution through international
organizations, thus alleviating the substantial concern
of our European allies that the United States will
act unilaterally,
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We would schedule a public hearing for -eems
Ocirdegrz—1Ty November to enable carriers and
others to comment on * financing

We would send a new Aviation Bill,\including a
financing proposal, to the Hill in January.

The advantages of this compromise proposal are as follows-:

1.

You will resolve a long standing intra-governmental
controversy that has been widely publicized, and you
will establish the clear blueprint for combined
federal-local action that the Congress, carriers,
airport operators and environmentalists are 2ll
calling for. Many of the elements in the plan are
technical but necessary to clarify the respective
responsibilities of each party.

Although EPA and the FAA have conducted numerous
hearings on all the noise requirements and positions
to be included in the policy statement, there has
not yet been an o %r ity for public comunent on
the financing « Moreover, when the
parties are able to see the proposed federal action
plan and timetable, they will be in a better position
to make their own plans and to comment upon what
financial arrangements will be necessary. Thus,

it is entirely appropriate for you to seek public
comment and take this additional tirne to resolve
the financing issue after 2 public hearing.

You can reaffirm support for aviation regulatory
reform as the best long term solution to the

problem and weemhjicdodtsninsepfimmrreirrr-—foraewle
3 -1\ help to broaden
reform in the
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4. Although the Secretary of DOT would conduct
the public hearing, you could set ug an
inter-agency task force to develop A financing
proposal after the hearing,

This compromise approach would represent decisive
leadership in aviation noise reduction while diffusing any liabilities
that may accrue from the financing formula. By providing for
the public hearing, however, there would be an opportunity to
raise all the Administration's concerns about the development
of new aerospace technology, the promotion of employment
opportunities in the industry, and improved fuel efficiency.

William T. Coleman, Jr.
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Regulation of Aircraft Noise and Free Markets

It is sometimes not recognized that there are
built-in reactions to aircraft noise whether or not
FAA regulations are put in place. Where noise levels
increase, the value of surrounding property to those
sensitive is reduced. Some of those moszfégié farther
away, thereby adding to the supply of saleable property
near to airport and reducing its price. Those that
buy these properties mo¥e in because it is cheap to them,
or because they are less sensitive to noise. The trans-
formation of neighborhoods around airports in many cases
replaces homes with industry and with services closely

related to transportation.

What happens then when FAA regulations reduce noise?
Those that moved in earlier will not likely be greatly
affected, because they were not as sensitive to the noise
in the first place. They may move out, as they take the
capital gains of rising land values. They may stay but
experience rising costs associated with rising land values.
Economic studies indicate that only in a very few locations
in this country (such as Boston) would the benefits exceed

the social costs of reduced noise,
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The Economics of Coleman's Proposal

Over a ten-year lifetime of the pool, the tax funds
would support the purchase of at least 300 airplanes
(300 airplanes x $30 million per plane = $9 billion, of
which the pool provides $3 billion of "front end" money).
Without much more stringent FAA noise standards, from
75 to 215 noisy four engine airplanes would still be in
place by 1985 (75 being the DLJ predition with somewhat
less stringent CAB rate regulations, the 215 being DOT's
position with stringent CAB regulation). With the more
stringent FAA noise standards, some part of this fleet

would be replaced and the remaining would be phased out

with a consequent reduction in service. There are no
estimates of the proportion that would by phased out,

but assuming generously that two-thirds are not replaced,
then from 50 to 150 airpianes would be added by using funds

in the pool. Thus, these are three conclusions:

(1) Only one-third of the equipment purchased would
affect the gquality of service in any dimension.

(2) Two-thirds of the equipment bought in part with
funds from the pool would likely be purchased in any
event, given stringent FAA standards.

(3) WwWith on without the pool, noise levels will be reduced
by the FAA standards in any event. What is effected

is the wedewemeec of service.
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SUMMARY OF WHAT THE PROGRAM DOES
AND HOW IT WOULD WORK

Provides 600,000 job-years of employment.
Involves no additional Federal expenditure.
Involves no increase in cost of air travel to the

Will revitalize and restore America's pre-eminence in the
aviation industry for sales at home and abroad.

1. Cuts airplane noi;e pollution.
2. Saves up to 30% of fuel consumption.
.
4., Increases passenger comfort.
s
6.
passengers.
s
How the Program inginanced
A.

There are two alternative methods of financing == either
of which accomplishes the objective without any additional
government assistance to general aviation.

I. Allocate 2% of the 8% air traffic tax which the
government now collects for airport development —--
which is not being used and which Congress is
considering repealing -- to cover 1/3 of the
purchase of new, quieter planes.

IXI. If Congress prefers to reduce the air traffic tax
from 8% to 6%, then let the CAB, with the support
of the Secretary of Transportation, add a 2% sur-
charge to air fares, and dedicate the funds collected
to finance 1/3 of the cost of new, quieter planes
in order to accomplish the noise-abatement program.

III. Cost of financing the retro-fitting of limited
number of existing planes with quieter engines
would be met as called for under Secretary Coleman's
plan.




B.

In either case

I.
II.

III.

There would be no net increase in travel cost to
the users.

In both cases, it is the users who will be paying
the cost of n01se abatement.

How the plan would be admlnlstered:.

1. The funds for the 2% of.air-traffic tax
dedicated to noise abatement would be put in a

special fund under the management of Secretary

of Transportation, to be used for the limited
purpose of financing 1/3 of the cost of new,

quiet equipment for U.S. airlines, based on =

equipment-purchase plans submitted by the air-
lines and approved by the Secretary of
- Transportation.

-~




DRAFT PRESIDENTIAL ANNOUNCEMENT

I have said before -- and I‘say again -- as your President,
I am 1mpat1ent with doomsday prophets who say we must stop our
'technologlcal advances in order to save our environment.

We can enhance our environment, and we can do it through
technological improvements. These two objectives are compatible.
It takes only determination; intelligehce, and some of that
traditional American ingenuity, for which we have been hoted,
to accomplish them. -

. It is possible’for Americans to live in healthful and more
pleasant surroundihgs and at the.same time to encourage‘the
industrial progress so essential for real johs for all who can
work and so essential to a good standard of living for all.

| The aviation industry.offers.a dramatic example.

 The airplane and the aviation industry have been maior

. factors in our growth as a great nation, in our national defense,

in‘our foreign trade, and in employment for thousands of workers._

Both dlrectly, 1n air transportatlon, and indirectly, through

. _the myrlad of other supportlng services and activities. that

aviation has created,,thls nation has prospered.

But every advance has its problems. In aviation, the
noiserof aircraft taking off and landing over populated areas
is one of the most serious. The older geheration of four—ehgine
jets imposed the severestﬂnoise on airport neiéhborhoods -

about 25% more noise than the newer generation of jet planes.
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Replacing ‘these older, noisy jets with newer, quieter aircraft,
and improving some present aircraft with new engines and noise
suppressing elements, can drastically cut airport neighborhood
noise. |

In additioh, the effiéiency of the newer, quieter jeté

is such that they could provide as much as a 30% savings in

fuel as well as add to passenger and neighborhood comfort.
A major program to replace these noisy aircraft and engines
would give work to American aviation aifframe,.engine and other

component manufacturers ‘across the country. It would give

them an incentive to come up with new designs and models for

sale -- not only here in the United States, but abroad. And

let's féce it, there is strong competition from foreign
aircraft manufaétgrers, not,oniy for world markets but for
our own airline servi¢es'right here at home.

| Wé need the kind of export of aircraft we have had in:_
yeafs:past éo‘further»our trade and to help our international
balance of payments. | | N

This replacemént activityAwould mean thousands more jobs -

real, well—paid jobs-for Americans. The airlines of America,
howéver, are not presently in a financial position to attraét‘

sufficient private capital.

'_Nevertheless, this can be done. It can be done without |
fueling inflation. It can be done without raising ahy taxes. .
It can be done without raising airfares for airline passengers

It can be done by taking one quarter of the present air




tiéket tax of 8% -~ that is 2% of the ticket value - and
earmarking it for this environmental—improvément, employmenﬁ-
stimulation, and energy-saving program.~_ o
Or, the tax could be cut by 25%, air fares increased 2%,

and the proceedévbf this 2% put in a trust fuh@ for this
purpose. Either way £he Congress may choose to go, fhere would
be a trust fund édministered by the Secrétary of Transportation.
: Thesé-funds would‘be available to pay one-third of the cost of
newv, quieter equipment, with the airlines paying the remaiging
two-thirds of the‘égst. B

| The trust fund will accumulate $3.5 billion over the next
10 years; and will.géneréﬁe‘a $7-billion airline ekpenditure

over the same period."This means a total of $10 billion.

It is estlmated that thlS program will generate 600,000 job-~years

of employment

To ensure the program is carried out fully, each airline
would submit to the Secretary 6f_Transportation its plan for
convérsion to the quieter} more efficient~equipment.' After the
plans aie aéproved by‘the Secretary of Transportation, the
funds would be made available and the implementation of the'plan
would proceed expeditiously.

Within a decade, we shali have accomplished the conversion
to Qﬁieter aircraft with benefit to our communities, with great

savings in petroleum fuels, with new opportunities for American

industry, and with the creation of thousands of new jobs.
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SUMMARY OF WHY THE PROPOSED NOISE POLLUTION/AIRCRAFT
REPLACEMENT PROGRAM IS UNNECESSARY AND INADVISABLE

Noise Standards Consideration

. The proposal will promulgate unrealistically low
noise level standards which present aircraft
cannot meet; then proposes a financial program
to enable airlines to purchase aircraft that will
meet the standards.

. Airport noise is a local problem confined to five
or six airports and perceived only by those
residents directly under or adjacent to aircraft
routes. It is not a national problem.

. Those localities that assign greater weight to the
airport noise issue have been successful in
addressing the problem by curfews, land acquisition
near airports, etc. ’

. The aircraft noise standards proposed will not
significantly reduce the noise as perceived by the
public or by those who live near airports..  Clearly
the marginal benefit derived is not worth the cost
involved.

Aircraft Financing Proposal Consideration

. Proposal prevents the consumer from receiving the
benefits of lower airfares through a reduction of
the ticket tax.

If the tax is not reduced, the proposal

. diverts a portion of the ticket tax contributed by
millions of airline passengers to pay for an
exceedingly small benefit to at most 6 million
people who are affected by aircraft noise

. would increase the Federal budget deficit by $300
million annually or $3.5 billion over the life of
the program since airport trust fund revenues will
not be available to "sop up" government deficits.

. Trust fund resources are now available for maintenance
of airport facilities, i.e. airport operations.
Heretofore, trust fund monies were limited to capital
expenditures.




The financing proposal presumes that airline
companies are or will be unable to finance the
acquisition of such aircraft. In fact, within
the past month 2 airlines have placed substantial
orders for new aircraft and the financial
community reports that there is considerable
optimism that "equipment certificate financing"
will be widely used in the airline industry in
the future.

European manufacturers have never been successful
in penetrating the U. S. market -- by far the most
significant component of the world market. It is
most desirable to have a fleet composed of aircraft
manufactured by the same manufacturer. It is much
easier to maintain, parts inventory are reduced,
etc. Therefore, foreign manufacturers have not
been able to break into the U. S. market.

If, indeed, Europeans are subsidizing aircraft
production, it is preferable to face that issue
squarely. If, as in the case of the Concorde,
production costs far exceed the expected revenues,
European governments will cease production. If on
the other hand such assistance appears beneficial
to foreign governments, then it would be far more
preferable to directly subsidize American aircraft
manufacturers to an extent equal to or greater
than foreign manufacturers are subsidized by their
governments; and to tell the American public
forthrightly and directly that we are doing so to
fight foreign competition.

The financing proposal compels airline companies

to take the 2% ticket diversion for the purpose of
aircraft acquisition, therefore, precluding efficient
companies from reporting the income as earnings and
thereby enhancing the chance of issuing stock.

For the reasons primarily related to the preceeding

reason, Atlanta-based Delta Airlines -- an
extremely efficient carrier -- has opposed this
proposal.

The financing proposal would create a high undesirable
precedent for the government assistance to meet other
environmental standards such as automotive, water

pollution, etc.
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. The financing proposal would require that present
aircraft would be retired prior to the end of
this useful life.

Foreign Policy Consideration

. Presently many foreign airlines fly aircraft which
would not meet the proposed noise standard; to
prohibit their landing in the U. S. could create
severe foreign policy problems.

Regulatory Reform Consideration

. The financing proposal is inconsistent with your
regulatory reform effort in the airline area. The
Administration is on record supporting deregulation
of this industry and Secretary Coleman has testified
that this deregulation effort will generate improved .
airline profitability; presumably, carriers would
be better able to finance new aircraft acquisitions.

. Moreover, it is tactically imprudent to propose any
assistance to the airline industry without linking
the issue to industry support for the Administration's
deregulation effort. This view is strongly held by
CAB Chairman Robson.

Political Consideration

. This issue is likely to be perceived as a "bail out"
to large aircraft manufacturers at least one of
whonm, Lockheed, is widely perceived as guilty of
questionable business ethics.

.  The political impact of this proposal on the airline
and aircraft manufacturers labor force will be nil.
The job impact will be felt, if at all, not before
1980.

. Moreover, the establishment of a pooling of revenues
is contrary to antitrust policy and is contrary to
all your procompetitive deregulation efforts.

. Thus, the public reaction is more likely to be
negative rather than positive.

. Even if the reaction were to be positive, the plus
would be minimal because the subject matter is wa
down the scale of voter concerns. The jobs aspgat C’*
will never get across in any forceful way. Q
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Effect of Aircraft Replacement Fund on Carriers Finances

CARRIER CONTRIBUTION AND ENTITLEMENT rQ“RAE,
(Dollars in millions) <
[}
o
Contribution (2% Number of \.ﬁ’ly_g_}?—-
Passenger & Waybill Surcharge Non-Complying Total Entitlement less
Carrier 10 years, 1977-1986) 707s & DC=8s Entitlementl Contribution
Trunk
American S 424.8 91 $ 377 $ (47.8)
Braniff 119.8 11 124 4.2
Continental 132.5 5 112 (20.5)
Delta 384.0 34 299 (85.0)
Eastern 357.1 - 342 (15.1)
N«tional 83.2 - 75 ( 8.2)
Northwest 162.3 10 171 8.7
Pan American 28.7 79 353 324.3
Trans World 319.4 90 379 59.6
United 598.3 100 469 (129.3)
Western 126.2 23 109 ( 17.2)
Total Trunk $ 2736.2 443 $ 2810 $ 73.8
Local Service
Allegheny $ 103.5 - $ 80 $ ( 23.5)
Frontier 41.2 -~ 37 ( 4.2)
North Central 39.6 - 34 ( 5.6)
Ozark 31.5 - 28 ( 3.5)
Piedmont 35.9 - 28 ( 7.9)
Air West 44.0 - 38 ( 6.0)
Southern 26.3 - 25 ( 1.3)
Texas International 15.8 - 17 1.2
Total local service$ 337.8 - $ 287 $ ( 50.8)

1 Total entitlement is determined by distributing the funds collected among carriers, on the
basis of the proportion that each carrier's system revenues bear to the total of all revenues
collected by the carriers.

. v, ' DOT
, Source
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I. BACKGROUND
A. THE INDUSTRY

More than 90 percent of all scheduled airline service in the United
States " is provided by the 10 major trunk carriers.”” About 8 percent
is provided by local service carriers.”® Air service, unregulated by the
CAB, is also provided by scheduled carriers operating wholly within
the states of California and Texas,'* as well as by a number of com-
muter carriers operating small airplanes. In addition there are eight
supplementsl carriers which provide solely charter service.'®

The scheduled lines provide serviee to about 430 cities. Mathe-
matical permutations and combinations of this number of points
shows that there are more than 90,000 theoretically possible city-pair
markets within the contiguous 48 states. Of these, approximately
58,000 receive certificated carrier scheduled service.*® More than 70
percent: of all passenger-miles, however, are flown between 908 city-
pairs, and the largest 145 markets account for about 40 percent of
all service.

Since 1938, when CAB regulation began, the industry has grown
enormously. Revenue passenger-miles have increased from 476
million to 114 billion.'® Investment has grown from about $30 million
in 1938 to over $7 billion today.!® At the same time, in real dollar
terms, airline fares have fallen significantly.®® In 193§, 16 trunk
carriers were operating. The 10 present trunk carriers have all oper-
ated since 1933; the other six carriers operating then have since
merged with the presently exsting 10. The route networks of the
existing trunk carriers have grown extensively since 1938. But,
no new trunk carrier has been allowed to enter the domestic industry.

_ B. THE REGULATORY F RAMEWORK

The Civil Aeronautics Board practices economic regulation; it
regulates the prices charged by interstate airlines and entry into
that industry. Safety is regulated not by the Board, but by the Federal™
Aviation Administration. This report does not concern safety
regulation.

1 Excinding Alaska and Hawaii and unregulated air carriage.

12 These carviers inciude the followinrg: United, TWA, American, Eastern, Continenral. Brniff, Delta.
National, Vestern, Northwest. The other major U.S. carrier, Pan American, now provides internazional
servive almost exclusively.

i3 There are nine local service carriers. Most of them were admiited to the indusiry by the CAB in the
forties, Thev include: Air New England, Air West, Allegheny, Froniier, North Ceztral, Ozark, Piedmous,
Southern, Texas (nternational.

U [ntrastate curtiers operate in Florida and Illinois as well. ; ;

13 These inciude Ovrseas National Airways, Trans International Airways, World. Saturn, and Capital,
and three smalier carriers: MeCulloch International, Modern Air Transport, acd Johzson Flying Service.

12 Sew staff study by the Bureau of Opernting Rights, the Domestic Route Systam. Analysis and Poiiey
Recommeardations, October 1974, p. 1, [hereina{ter referred to a3 BO R study]; Air Traasport Association
testilrgogy, Feb. 6, 1974, exhibit 8, Hearings at p. 135.

¥4 id.

13 BOR study appendix 8, table 1.

13 BO R study tabie t, p. 16.

20 The averags fare per passenger mile has fallen from $0.052 in 1238 to $0.015 in 1974 (constant 1938 dollars).
See ATA testimony, exhibit 1. Hearings at p. 120,
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The Civil Aeronautics Act of 1938, the precursor of today’s Federal
Aviation Act, was designed primarly to unify various Federal ac-
tivities which were aimed at subsidizing an infant airline industry.
The Act provided the CAB’s present authority: to regulate rates,
to grant “certificates of convenience and necessity” allowing firms
to fly, to grant immunity from the antitrust laws, and to control
mergers. *!

These regulatory provisions were modeled after the 1887 statute
providing the Interstate Commerce Commission with authority to
regulate railroads.”? That Act, in turn, was modeled after the Bnitish
Railway Act of 1845.% These provisions have come to be regarded
as creating “‘classical” price and entry regulation. They include: 1)
a requirement that the Board allow a firm to provide service—to
enter the industry—if the “applicant is fit, willing, and able to per-
form such transportation properly * * * and that such transporta-
tion is required by the public convenience and necessity™;* and 2) a
requirement that rates and practices of the air carriers shall be just,
reasonable, and nondiscriminatory.*

The act provides the Civil Aeronautics Board with several highly
generalized standards to guide it in carrying out its duties. These
standards have often been characterized as requiring the Board both
to promote the mdustry and to regulate it. For example, section 102
of the Act states that the Board in carrying out its duties shall take
into account ‘“‘the encouragement and development of an air trans-
portation system properly adapted to the present and future needs
of the foreign and domestic commerce of the United States,” as well
as “‘the provision of adequate, economical, and efficient service by
air carriers at reasonable charges without unjust discriminations,”
and ‘‘competition to the extent necessary to assure the sound develop-
ment of an air transportation system.” * In addition, the Board is
instructed when setting rates, to consider, among other things—

= Much of the Act, however, conecerns granting of suhsidies by the Governmect to airlines.

22 3ee C. 8. Rhyne, The Ciril Arromantics Act Annotated. pp. 12425 (1939).

= Compure 49 U.5.C. 1373B, 1374B with 49 U.3.C. 2, 3(1); 3 Vict. Ch. 20 {1845); 17, 18 Vict. Ch. 31 (1334).
24 Saction 401(d4)(1). 72 Star. 754. 25 amended by 75 Stat. 143, 82 Stat. 867, 49 U.S.C. 1371:

The Board shall issue a certificate authorizing the whole or any part of the transportation covered by
tha application, if it finus that the applicant is fit, willing. and able to perform such transportation
preperly and to conform to the provisions oi this chapter and the rules, regulations, and requirsments
of the Board hereunder, and that such transportation is required by tize public converniences and zeces-
sity; otherwise such application shall be denied.

B Seetion 1002(d), 72 Stat. 788, 49 U.S.C. 1482: -

Whenever, alter potice and hearing, upon complaiat, or upon its own initiative, the Board shall be
of the opinion that any individual oc joint rate, fare, or charge demanded, charzed. coilected or received
by any air carrier for interstata or overseas air trans ation, or any classification, rule, regnlaticn, or
practice affecting such rate, fare, or charge, or the volue of the service thereunder, is or will be unjuss or
Tnr ble, or unjustly diseriminatory, or unduly preferential, or unduly prejudicial, the Bosrd
shall determine and prescribe the lawful rate, fare, or charge (or the maximum or minimum, or the
maximum and minimum thereof) thereafter to be demanded, charged, ccliected, or received, or the
lawful classification, rule, regulation, or practice thereafter to be made effectiva: Pmrided, That ssto
rates, fares, and charges for overseas air transportation, the Board shall determine and prescribe ozly a
just and reasonable maximum or minimum, or maximum and minimum rate, iare, or cizarge.

72 Stat, 740, 49 U.8.C. 1302: -

Tu the exsreise and performance of its powers and duties under this chapter. the Board shail consider
the [ollowing, among other things, as being in the pablic interest, and in accordance with the public con-
veniencs and necessity:

{a) The t and develop t of an air-transpoctation system properly zdapted:. o ths
present and {uture needs of the {oreign and domestic commerce of the United States, of the Postal Service,
and of the national defanse: o i

(b) The regulation of air transportatioo in such manner ss to recognize and preserve the inherent ad-
wantages of, assure the highest degree of safety in, and foster sound econsrmic conditions in, such trans-
portation, and to improve the relations betwsen, and coordinate transportation by, air carriers;

(c) The promotion of adequate, economical, and efticient service by nir carriers at reasonable charges,
wirhout unjust discriminations, undue preferences or advantages, or unf2ir or destructive comperitive

ractices:

. :d) Compatition to the extent necessary to assure the souad development of an air-transportation sys-
tem properiy aldaptad to the needs ol the foreign and domestic commerce of the United States, cf the
Postal Service, and of the nationsl defense;

(e) The promotion of safety in air commerce; and . "

(D) The promotion, encouragement, and developmeat of civil aeronautics.




The need in the public interest for adequate and efficient transportation of
persons and property by air carriers at the lowest cost consistent with the furnish-
ing of such service, . . . and the need of each air carrier for revenues sufficient to
enable such air carrier under honest, economical and efficient management to
provide adequate and efficient air carrier service.?

The procedures that the Board must follow are to some extent
specified by the Federal Aviation Act itself and more generally are
contained in the Administrative Procedure Act and the relevant
judicial precedents. Rather than evaluating the Board’s performance
in terms of its ability to conform its actions to all the highly gzeperal
and potentially conflicting standards contained anywhere in the
statute, the subcommittee proceeds in the belief that the most basic part
of the Board’s mandate is to see that low cost, efficient air transportation
1s provided to the public by a healthy, industry 2 and that the Board
must act within the procedural constraints imposed by the Administra-
tive Procedure Act.?®

C. THE ORIGINS OF CAB REGULATION

The early history and development of airline regulation is note-
worthy é)rimarily because it does not shed much licht on what would,
or would not, happen in the future if increased reliance upon competi-
tion is substituted for classical regulation. There was neither a “‘golden
age’’—nor a ‘“‘dark age’’—of unfettered competition succeeded by the
introduction of regulation in 1938. Rather, ever since the Wright
brothers flight in 1903, the structure and behavior of the aviation
industry have been shaped to a large extent by a combination of
Government subsidy and Government regulation.

The conclusions that emerge from a brief examination of that history
are: (1) The structure of the industry in 1938—a few large airline
systems and several smaller systems—was more a result of adminis-
tration of a Government subsidy system than of natural market
forces. That industry structure has been preserved to the present time,
in larze part through restrictive CAB eniry policies.

(2) There was never a period in which market forces led to “destrue-
tive competition” or “industry chaos.” Rather, the administration of
the system of Government subsidy, not markeat forces, brought about

= Section 1002(e), T2 Stat. 738, 49 T.S.C. 1482:

In exercising and performing its powers and duties with respect to the the determination of ratesfor the
carriags of persoas cr property, the Board shall take iato consideraiion, among othes factors—

(1) The eflect of such rates upon the movement of traific;

(2) The need in the publie interest of adequate and efficient transportation of persous and property
by air carriers at the lowest cost coansistent with the furnishicg of such service; X

(3) Such standards respecting ths character and quality of service to be rendered by =ir carriers as
may he prascribed by or pursusat to law;

(4) The inherent advaatages of transportation by asireraft; and

(3) The need of each air carrier for revenue sufficient to enable such air carrier, under honest, eco-
nomical, and efficient managerment, to provide adequate and efficient air carrier service.

= The subcomimittee, in setting {orth this simplifying assumption at this stage of the report, does not mean
10 ignore other objecrives olten viewed a3 desirable regulatory goals, such as safety, energy conservasion,
eavironmental protection, development of the industry, development of commerce, postal needs, and
national defense needs. Some of these objectives are subsizned in the mandate as set out in the text. Other
objectives are discussed throughout ths report 23 they become relevant to the particular policy matter con-
sidered. In general, the subcommittes belisves that its recommendations, by leading to morve efficient usa
of aireraft, would tend to further such objectives as conserving energy and protecting the environrment”
Tts recoramendations would hawve litrle significant effect upon such objectives as safety, the natioval cefeass,
or the postal service. In general, there is at least as much reason to believe that the subcommittee’s recoms-
mendations, by bringing about lowerair fares, would stimulate industry development and local commerce as
to batieve the contrary.

Close analysis of some of these other objectives would shed little light on the merits of the policy choices
actually at issue; consideration of cihers inevitably twrns upon highly speculative, and directly conBicting,
predictions about the futurs. Thus, to list them all at the outset, as if the Board’s work could not be evalu-
ated until considered totally in the light of each of them (rather than considerinz the Board’s work in light
of the major cbjectiva listed in the text, whils bringing in these other objectives only whea they have sigaifi-
cant bearing) would coniuse the main argument aad understate the need for regulatory change.

5 U.S.C. 351-339, 701~709.




the cited instances of “destructively competitive” behavior in the
midthirtices,

() The legislative history of the Federal Aviation Act indicates.
that Congrows intended not to allow the industry to remain the exclu-
Sive preserve of those firms doing business in 1938—that Congress,
while suspicious of ton much com etition, intended more new entry
and groater tompetition than the CAB has in fact allowed. .

(#) However successful the CAB ma) have been since 1938 in-
promoting the tlevelopment of the industry and of air services, it has
been less suceessful in maintaining fares at a level that the average.
American can wfford. _ ;

The history and development of CAB regulation is set out in|

detzil in uppendix B. That history will be briefly summarized in this
section.

1. Pre-1925: [nfancy.

Prior to 1925 aviation was in its infancy. Despite the Wright
brothers’ flizht, Americans tended to be less enthusiastic about the
possibilitiey of wviation than their European counterparts—at least-
until Americw’s entry into World War 1. Congress then appropriated.
$6+0 million for an aviation program. After the war, with the help of
the Army, the Post Office organized an airmail service, which was-
mstituted (from New Yoik to Philadelphia) on August 12, 1918.
Aviation technology then expanded rapidly with the assistance of
Army and Post Office funds. till, a private aviation industry did not
appear commercially possible until 1925, when technology developed

to where carringe of mail and light packages seemed potentially
profitable.

2. 1925-8}: Subsidy.

The history of American civil aviation effectively begins with the
233220 of the Kelly Act in February 1925. That Act provided for the
ostmaster (eneral to contract with private firms to carry the mail.

Pa_vme_nt. was initially limited to four-fifths of the revenue dg:nve_d
from airmail postage. In 1926, Congress made the carriage of airmail
more attractive, first by providing public funds for the development
of airports and navigation equipment and, second, by introducing a
new system of compensation that effectively cut the tie between
parments to the airlines and postage rates. The Post Office_was thus
freed to subsidize the airlines directly.

In early 1927, the Postmaster General took advantage of the new
law to cut airmail postage rates. The lower rates increased mail volume
and made the nirmail system 75 percent self-supporting. In 1928, how-
ever, Postmuastor General New cut rates again, this time without dis-
turbing the contracts for airline compensation. The result was that
airmail volume increased 95 percent, carriage costs stayed roughly the
same (for the airplanes had extra space), and net airline revenues.
nearly doubled. A political storm broke as several airlines received.
large “excess profits’’; at the same time other airlines (with differents
routes and costs) were highly unprofitable. , :

Because of this and other defects in the compensation scheme, in
1930 Congress revised the subsidy system. The new law changed the




basis for calculating compensation; it allowed the Postmaster General
to award 10-vear countracts and to renegotiate rates periodically; it
insisted upon competitive bidding; but it permitted the Postmaster
General, without competitive bidding, to add length to a short route,
turning a carrier’s existing short airmail route into a longer one.

Postmaster General Brown immediately began to use his new powers
to forge a more unified air transport system comprised of a few large
companies. In 1929 the government’s 24 airmail contracts were dis-
tributed among 19 firms; by 1933, 18 of the government’s 20 contracts
were held by three large holding groups (WTliCb. later became today’s
“Big Four”: United, American, TWA, and Eastern). The Postmaster
General used the promise of contract awards to encourage mergers;
he tended to awarcli) contracts to Jarge firms often simply by extending
their routes and sometimes by ignoring lower bids. Some of the large
firms bought out smaller competitors that might otherwise have under-
bid them; and large firms, strengthened by airmail subsidies, enjoyed
financial advantages over their less well subsidized, smaller rivals.
These factors, and various financial considerations, seem to have been
more responsible for the concentration of routes among the “Big Four”
in 1938 than any natural attrition induced by economic forces.

In using his subsidy powers to the advantage of the larger firms,
the Postmaster General often evaded, or ignored, competitive bidding
requirements. As a result Senator Hugo Black began an extensive
congressional investigation. That investigation led to such widespread
dissatisfaction with the subsidy system that President Roosevelt
canceled all contracts and ordered the Army to carry the mail. When
Army carriage proved unworkable, the President asked for temporary
emergency bids, pending new legislation. The three large holding
companies could not be challenged on most long routes, but shorter
routes fell into the hands of a number of smaller companies. The air-
mail system that emerged just after these 1934 bids strongly resembles
the industry’s structure today.

3. 1934-38: Transition.

In 1934 and 1935 Congress enacted provisional reform legislation,
containing the following significant provisions: (1) Holding companies
were made unlawful. United and American were reorganized and shorn
of their manufacturing connections. (2) A commission was established
to study air transport and recommend legislation. (3) Strict com- —
getitive bidding was mandated; but existing airmail contracts could

e extended without new bids, and the Interstate Commerce Commis-
sion was authorized to change the rates of compensation (up or down)
under existing contracts. i

The years 1934-38 were difficult for the industry. Profits were low
and investment fell. Bids to carry the mail were so low that they have
led to the claim that without regulation the industry would be charac-
terized by predatory, below cost, pricing. Yet, these low bids resulted
not from industry structure so much as from the 1935 legislation
itself;lAs Colonel Gorrell, president of the Air Transport Association,
stated: P

The law puts a premium upon an uareasonable low bid, since there i3 always the
possibility that, later on, a rate first put unjustifiably low will be raised by the




action of the Interstate Commerce Commission. In other words, if ap air carrier is
in a relatively strong financial position, it can afford to bid at a figure far below
what may be reasonable, since the Commission is ultimately under the duty of
fixing a reasonable rate.??

The low profits and poor investment record in this period seem to have
reflected, in part, public disenchantment with the industry as a result
of the Black hearings and a poor safety record; in part, a consequent
belief that Congress would not continue the previously high level of
subsidy; and in part, the general depressed economic climate of the
times.

The Federal Aviation Commission, established by Congress in
1934, reported back in 1935 recommending the creation of an indepen-
dent regulatory agency modeled after the Interstate Commerce Com-
mission. After 3 years of debate and modification, in 1938 the Civil
Aeronautics Act became law.

The legislative history of the 1938 act suggests an ambivalent atti-
tude towards competition. For one thing, the act’s sponsors often ex-
pressed fear of too much competition. To some extert this fear rested
upon the predictions of industry spokesmen that without regulation
destructive competition would injure the airlines in the future. (There
was no evidence of destructive competition in the past.) To a greater
extent it may have reflected the more general fear of excess competi-
tion and suspicion of the competitive process prevalent during the
Great Depression. Some in Congress blamed the competitive system
for bringing about the depression, and many had voted for the Na-
tional Industrial Recovery Act, which was an effort to stop “excess
competition” in every major industry, not just airlines. At the same
time, the act’s sponsors made clear that the point of giving the Civil
Aeronantics Board power to control competiticn, by limiring the ability
of new firms to enter the industry, was that it use such power only inso-
far as entry threatened to destroy service over particular routes or
threatened unsafe service. The CAB must use those powers only to
protect existing service, not to protect existing firms. Statements of
both Senator McCarran and Senator Truman, the act’s primary
senatorial supporters, reflect the sentiments set out in the study Com-
mission’s recommendation nine:

There must be no arbitrary denial of the right of entrr of newcomers in the
field where they can make an adequate showing of their readiness to render a
better public service than could otherwise be obtained. There must be no policy
of a permanent freezing of the present air transport map with respect either to
the location of its routes or the identity of their operators: The present operators
of airlines have no inherent right to 2 monopoly of the routes that they serve3t
In fact, the legislative history suggests a congressional intent that as
the industry matured, and became self-supporting, the Board would
increasingly allow, and rely upon, new competition. -

The net result was an act that set out a highly general aim—the
development of an extensive, safe system of air travel at low fares—
with somewhat ambivalent instructions as to how that resulf is to
be achieved. The act provides the Civil Aeronautics Board with
powers to control rates and entry and delegates to it the task of
developing more specific policies designed to achieve the broad objec-
tives.

¥ Hearings on 5. 2 2nd S. 1760 before & subcommittes of the Senate Committee on Interstate and Foreign-

Commerce, 75th Cong., 1st sess., at p. 464 (1937).
3 Federal Aviation Cornmission, Report, recommendation 9 (1933).




4. Post-1933: Regulation.

This report will not attempt to deal with a history of CAB regu-
lation here, even in summary fashion. The major events of airline
history since 1938 are well known. The industry expanded considerably
during World War II; and, after the war, the CAB for the first time
allowed a number of new firms to enter the industry. These firms
became today’s regional and supplemental carriers. The 1950’ saw
the introduction and widespread use of coach fares. Jet service was
adopted in the early 1960’s and soon became predominant.

In the late 1960’s the industry, relying upon its own and upon
Government demand forecasts, ordered large numbers of new, wide-
bodied jets. These forecasts, always difficult to make, were overly
optimistic, with the result that in the early 1970’s the industry found
itself with considerable overcapacity. :

Vith the exceptions previously noted for supplemental and regional
carriers (which in part resulted from congressional legislation), the
Board has allowed no new firm to enter the scheduled domestic
industry. Entry policy, which for the past 20 years has been concerned
with the question whether existing firms should be aliowed new
routes, was quite liberal during the mid-1960’s but highly restrictive
in the 1970’s. Airline profits have been cyclical, with trouzhs (ef 1
percent to 4 parcent return on investment) in the early 1960’ and
early 1970’s and peaks (of 12-14 percent) in the early 1950’s and mid-
1960’s. Technological advance has been rapid, lowering costs and
aliowing fares, in real dollar terms, to fall well below 1938 levels.
And, as previously mentioned, industry growth has been rapid and
the expanzion of air service has been extensive. ’

Indeed, no one could doubt that, judged by its effects, the CAB has
been successful at promoting the development of air service and the
aviation industry. In the subcommittee’s view, however, the Board
has ‘not succeeded in carrying out its mandate to bring about such
gervice at low fares—at fares as low as industry economies and tech-
nology permit and which will allow the widespread use of the American
aviation system by the whole of the American public. This matter is
the subject of the remainder of the Report.

8 With the possible exception ol its recent certification of Alr New England, formerly a commuter acd now
a regional carrier.
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49 §1301 FEDERAL AVIATION PROGRAM. It. 20
atc 9
In¥gastate operations. raft on n in take-off and landin of aircraft.
civil A OF which directly affect or Johnson v. Alrport Authsltily of City of
eiffangeN the safety of Inlersinte, over- Omaha, 1062, 115 N W™2d 426, 173 Neb.
sens, or fareign air commerce, are sub- 801,

joet to the\provisions of this chapter,
1941, 40 Op.Athy.Gen, 95.

10. Navigable air\space

Land near airporh in sparsely settled
communlty in Mojave Dese vas 0
ed i Tor purposes of Civil
Aeronautics Authority régulation fixing
navigable air space as cowmencing At
500 feet over uncongested an® 1,000/Tect
over congested areas. Aaron e X
Ct.C1.1963, 311 .24 798.

“Navigable air space”, ag congress :
ally placed in public d4
n 0 - apter, did not em-
brace neccessary arpd for safe take-off
and landing. Grigfs v. Allegheny Coun-
ty, 1961, 168 A4 123, 402 Pa. 411,

“Navigable” airspace” means airspace
above mjdimum altitudes of flight pre-
scribed” by applicable regulatlons. ln-
cludihg airspace need fo

Cukkeu'r

§ 1302.

1i. TY'roperiy,

Under gérmer chapter 9 of this title,
air expfess and air frelght are not dif-
ferept classes
npthority for each class from the Board,
hut were both included within the “prop-
erty” authorization of former section 401°
(21) of this title. Declta Air Lines, Inc.
v. Civil Aecronautics Bd., C.A.5, 1057, 247
F.2q 327,

12, Scaplane ns vessel

tlon 177 of this ﬂtle, and former section
01 et seq. of this title, a “seaplane” is
no% o “vessel” within meaning of sec-
tion of Title 1, defining vessel as in-
cludin®\ water craft or other artificial
contrivand¢e used or capable of being
used as a Ngpeans of transportation on
water U S Peoples, D.C.Cal.1943, 50

Poctcy  STATEMENT

Consideration of matters in public interest by Board

In the exercise and performance of its powers and duties under
this chapter, the Board shall consider the following, among other
things, as being in the public interest, and in accordance with the

public convenience and necessity:

(a) The encouragement and development of an air-transportation
system properly adapted to the present and future needs of the
foreign and domestic commerce of the United States, of the Postal
Service, and of the national defense;

(b) The regulation of air transportation in such manner as to rec-
ognize and preserve the inherent advantages of, assure the highest
degree of safety in, and foster sound economic conditions in, such
transportation, and to improve the relations between, and coordinate

transportation by, air carriers;
(¢) The promotion o a

nomical, and efficient service by

air carriers at reasonable charges, without unjust discriminations,
undue preferences or advantages, or unfair or destructive competi-

tive practices;

(d) Competition to the extent necessary to assure the sound de-
velopment of an air-transportation system properly adapted to the
needs of the foreign and domestic commerce of the United States, of
the Postal Service, and of the national defense;

36
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GENERAL PROVISIONS
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(e) The promotion of safety in air commerce; and

(f) The promoti

.development of civil aerg-

nautics. Pub.L. 85-726, Title I, § 102, Aug. 23, 1958, 72 Stat. 740.
O

Historical Note

Effcctive Date. Secction effective on the
¢0th day following the date on which
the Administrator of the Federal Avia-
tion Agency first appointed under this
chapter qualifies and takes office, see

section 1505(2) of Pub.L. 85-726, set out
as a note under section 1301 of this ti-
tlee. The Administrator was appointed,
qualified and took office on Oct. 31, 1958,

Notes of Decisions

Construction 1
Contracts or arrangemonts with foreign
lines 8
Due care 11
Jurisdiction 9
Power of Congress 8
Practk within chapt 7
Purpese 2
Racial discrimination of state laws &
Responsibilities of Board 10
Sovereignty of Federal Government 4&
State lnws
Racinl discrimination 3
Taxation 6
Taxation of state laws 6

Library refcrences

Aviation @&=31.
C.J.8. Aerial Navigation § 6 et seq.

L Construction

Provisions of former section 402 of this
title were peremptory, and as much an
enactment by Congress as any other
gection of former chapter 9 of this title.
American Airlines v. Civil Aeronautics
Bd., 1951, 192 F.2d 417, 89 U.8.App.D.C.
365,

2. Purpose

A major purpose behind enactment of
this chapter was eliminating element of
risk from carrier's operations, C, A. B,
v. Deltn Air Lines, Ine.,, 1961, 8L S.Ct.
1611, 367 U.S, 316, 6 L.Ed.2d 809,

Former section 401 et scq. of this title
manifests intent to leave Board free, ex.
cept for requirement of written and veri.
fied applications, to work out application
procedures reasonably adapted to faly and
ordorly administration of Board’s com-
plex responsibilities, Civil Acronautics
Bd, v, State Airlines, App.D.C.1930, 70 S,
Ct. 379, 338 U.8. 572, o4 L.Ed, 3G3,

This chapter was passed by Congress
for the purposc of centralizing in a single
authority the power to frame rules for
the safe and efficient use of the mnation’s
air space. Air Linc Pilots Ass'n, Intern.
v. Quesada, C.A.N.Y 1060, 276 F.2d 892.

The purposc of former section 401 et
seq. of this title is not primarily to ad-
vance private interest of carriers but to
advance public interest in an adequate
air transport system. United Air Lines
v, Civil Aeronautics Bd., C.A.7, 1952, 198
F.2d 100.

The primary purpose of former section
401 et seq. of this title was to assure
uniformity of rates and services to all
persons using facilities of air carriers,
and to achieve that it was cssential, in
judgment of Congress, that a single
ageney, rather than numerous courts un-
der diverse laws, have primary respon-
sibility for supervising rates and serv-
jces, Lichten v. Eastern Airlines, C.A.N,
Y.1951, 189 F.2d 939, 25 A.L.R.2d 1337
See, also, New York & Honduras Rosario
Min. Co. v. Riddle Airlines, Ine., 1957,
162 N.Y.8.24 314, 3 A.D.2Q0 457, affirmed
172 N.Y.8.24 168, 4 N.Y.2a 755, 140 N.
x.24d 93.

This chapter was enacted as advanced
legislation in recognition of rapidly
growing air commerce and was compre-
hensively designed to promote civil aero-
nautics, and to that end develop and se-
cure maximum neronautical safety. Ros-
enhan v, U, 8., C.C.AUtah 1942, 131 I*.2d
932, certlorari denied 63 8.Ct., 093, 318 U.
S. 790, 87 L.Ed. 1136,

This chapter is intended to be come
prehensive scheme for regulating inter.
gtata ale travel in Unlted States, Berk-
man v. Trans World Airlines, Ine, D.C,
N.Y.1062, 200 I.Supp. 851,

Purpesa of former scctlon 401 ot seq,
of this title was to foster air {ransporta.
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Declaration of Policy

SEC. 4. Section 102 is amended to read as follows:

""Declaration of Policy: The Board

"SEC. 102. In the exercise and performance of its powers and

duties under this Act, the Board shall consider the following,
among other things, as being in the public interest,

and in

accordance with the public convenience and necessity:

'"(a) The encouragement and development of an air
transportation systerm which is responsive to the needs of the

public and is adapted to the present and future needs of the

foreign and doméstic commerce of the United States, of the
Postal Service, and of the National defensé;

""(b) The provision of a variety of adequate, economic,
efficient and low.—cost servi;es by air carriers withqﬁgt unjust
diécriminations, undue preferences or advantages, or unfair
or deceptive practices; and the need to imprové relations
among and coordinate transportat.ion by air carriers;

"(¢) Maximum reliance on competitive market forces
and on actual and potential competition to provide the needed
air transpo;tation system;

"(d) The encouragement of new air carriers; and

""(e) The importance of the highest degree of safety

in air commerce''.




Declaration of Folicy SecTiono - Y —Sec®io)

Section 4. This section amends Section 102 of the Act dealing with
the Declaration of Policy of the Board. Every decision of the Board
must reflect the basic guidance provided by the Declaration of
Policy which is an integral part of the Act., This amendment
rearranges the‘ order of the Declaration .into a more logical form,
but more importantly, it changes the basic thrust of the policy
announced in the declé.ratiOn.

The present policy declaration is protectionist and
promotional of the industry in tone. It speaks in terfns of promotion
of the industry in several places, and at the same time provides for
competition "only to the extent necessary . . . n
‘ The amended policy declaration recognizes the need
for "encouragement and development'' but clearly states that the
basic policy goal is to develop a system to satisfy the needs of
thé public, not just the airline industry itself. It speaks in terms
of a ''variety' of efficient and low-cost services”. It reaches
this goal by "maximum reliance on competitive market forces' and
by the "encouragement of new air carriers' rather than thé heavy

- hand of Federal economic regulation. It recognizes that safety must

be continued to the "highest degree'. In essence then, the thrust

" of the amendments is to focus upon the public needs, " ahd to rely
upon competition and the market to\provide such needs, including
the liberalized entry of new carriers, while at the same time
preserving the highest degree of safety. Needless to say, the

words ''promotion'’ and ''competition to the extent necessary'” have

been deleted.




THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

SEP 1 1978

MEMORANDUM FOR: L. William Seidman, Assistant

to the President for Economic Affairs

William F. Gorog, Deputy Director,
Domestic Economic Policy

James T. Lynn, Director, Office of
Management and Budget

James L. Mitchell, II, Associate Director,
Natural Resources, Energy and Science

James M, Cannon, Director,
Domestic Council

Judith R. Hope, Associate Director,
Domestic Council

SUBJECT: Noise Reduction Program
Attached for your information are some summary comments on
the implications of cooperative arrangements between U.S. and

foreign aircraft manufacturers and their relationship to the DOT
Noise Reduction Program.

William T. Coleman, Jr.
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Cooperative Arrangements Between U.S. and
Foreign Aircraft Manufacturers: Relationship
to DOT Noise Reduction Program

Several of the problems faced by the U.S. manufacturers of commercial
aircraft are pushing them in the direction of involvement with foreign
manufacturers:

. Current slump in U.S. market. Their traditional, dependable
customers, the U.S. airlines, are in bad financial shape, and
unable (without some assistance) to undertake a large replace-
ment program at any time in the next few years.

. Decline in U.S. Government R&D financing. NASA and DOD
aeronautical R&D -- traditionally a major source of commercial
technological advances -- has been underfunded for several years,
reducing our technological edge relative to foreign nations.

Growth in size and competitiveness of foreign manufacturers

- Foreign aircraft manufacturers, particularly in France and
England, are becoming more effective competitors -- the
A-300B Airbus, for example, is a good medium-range
airplane. '

- Foreign governments are subsidizing the high-risk front-
end development costs for their aircraft manufacturers,
making European aircraft relatively less expensive than a
new generation U.S. aircraft.

- Many major foreign airlines, e.g., British Overseas, Air
' France, Lufthansa, who were formerly steady customers
< of Boeing or Douglas, are being directed by their govern-
ments to buy their aircraft from the European manufactur-
ing consortiums. '

The foreign market for aircraft sales is more important to the U. S.
manufacturers today than it was one generation of aircraft ago, and will
become even more important in the future:
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. Theadir travel market in the U.S. is mature and traffic is growing
slowly today (only a percent or so faster than GNP).

. In contrast, the air travel market in Europe and Japan is still
in a stage of rapid growth, and the market in nonindustrial
nations, while just beginning to stir, is felt to have great
potential .

Between now and 1985, domestic requirements are estimated to
account for about half of the total market, international require-
ments the other half. Beyond 1985 the balance may shift toward
the faster growing international market, although the U.S.
replacement market will remain sizable.

This situation forces a difficult choice on the U.S. manufacturers. They
must retain access to the foreign markets -- 60% of the world market is
bigger than 80% of the U.S. market. But to do so they must enter into
some involvement with the government-backed manufacturing consortiums.
The question is, how much involvement is necessary or desirable? It
can be at any of several levels, but the deeper the involvement, the less
control“the U.S. manufacturer has over the program and the less employ-
ment and subcontracting is retained for the U.S. economy.

U.S. manufacturers are relatively comfortable with arrangements under
which they engage foreign consortiums as vendors or subcontractors.
However, they dislike going further (e.g., taking a foreign partner or
becoming a subcontractor to a foreign manufacturer) for a number of
reasons,

. U.S. control of management decisions is reduced.

. Foreign labor is less productive than its U.S. counterpart on
either a per dollar or per hour basis.

. Larger foreign involvement in engineering decisions is felt to
increase the risk of unforeseen technological problems.

. Employment opportunities leave the United States, creating
unemployment problems here and also reducing the flow of
- fresh new engineering and other talents into the U.S. aerospace

industry. P 0“,;{;.~_\_
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. There is greater risk of '"technology transfer' to foreign

competitors. '
. The workloads and profits of the U.S. manufacturers are

reduced under the heavier arrangements.

The pattern in past programs has been that preproduction sales to U.S.
airlines provided a solid base for financing front-end costs, and assured
a near break-even position without foreign sales, obviating the need for
foreign capital and consequent foreign control. This is not the case
today, because of the financial condition of the U.S. airlines.

Thus DOT's replacement program (if it can be worked out to insure

that the carriers buy a new U.S. aircraft) represents the opportunity to
minimize foreign involvement in this next generation of U.S. developed
medium-range aircraft. This would have a number of favorable results:

. Less foreign subcontracting and no .foreign production lines -~
meaning more use of U.S. labor.

. Little requirement for foreign participation in management
decisions.
.. Less technological risk. ‘
. Retention of U.S. leadership in the commercial aircraft market.
‘ . ’ . . méO\
. Less requirement to share profits with foreign partners. S o
< =
. 24 2
But timing is a critical element: \" o
\-
. The French-German consortium will have a modified A-300B \\’/
within 2-3 years and a better version by 1980, Absent a better,
* competitive U.S. aircraft, it will probably dominate the intra-

European market for the 1980's.

.  The total 1980-1990 world market for a medium-range aircraft
is estimated to be 1400 aircraft. Both this consortium and the
British are keenly aware that they are in a time race with U. S.
manufacturers and must move quickly to capture this market,
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If the U.S. has a simultaneous program (i.e., if the 7X7 and/or
DCX-200 are started in 1977) together with subcontracting
and/or vending arrangements to assure European and Japanese
market access, then the U.S. share of this market is estimated
(by Boeing) at 1300 aircraft.

If the U.S. delays for two years, this market share is estimated
to drop to 800. With a four-year delay, it could go as low as
400 aircraft. : : :

Major cooperative arrangements (Boeing and the Japanese on
the 7X7; McDonnel-Douglas and the French on the Mercure)

are still in the talking stage and could be abandoned. But they
will grow firmer as time passes, and firm commitments will be
necessary.
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THE WHITE HCUSE

WASHINGTON

September 1, 1976

MEMORANDUM FOR: JIM CAVANAUGH

A
FROM: JIM CANNON(] R
SUBJECT: Aircrafit Noise

v

Secretary Coleman would like to see the President Thursday,
September 2; Friday, September 3; or Tuesday, September 7
on his anti-noise proposal.

The importance of this proposal is such that I recommend
that the President meet with Secretary Coleman, Jim Lynn,
Dick Cheney and me before he makes his decision.




THE WHITE HOUSE

WASHINGTON

September 2, 1976

MEMORANDUM FOR: JIM CANNON
FROM: JUDITH RICHARDS "ﬂ" }
SUBJECT: Aircraft Noise ZZ{

Secretary Coleman's testimony on Aircraft Noise has been

postponed until Thursday, September 9, 1976) m{ m&
B T



Some items in this folder were not digitized because it contains copyrighted
materials. Please contact the Gerald R. Ford Presidential Library for access to
these materials.
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THE SECRETARY OF TRANSPORTATION ;\
WASHINGTON, D.C. 20590 \le

September 3, 1975

MEMORANDUM FOR James M. Cannon

Assistant to the President
for Domestic Affairs

SUBJECT: Aviation Noise Policy

I would hope that the enclosed clippings could be put in the President's

briefing materials for him to read prior to my discussion with the
President on Tuesday.

6;(_!
Williamm T. Coleman, Jr.

Enclosures
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Atlantic Allianee?

Discussions oﬁé-]bint Projects Are Pressed
ByFrenchand U.S. Plane Manufacturers|

By ROBERT PRINSKY

Sta/] Reporter of THE WALL STREST JoumNAL

PARIS—French aircraft manufacturers
are looking across the Atlantic for partners
and, with perhaps more interest than ever
hefore, U.8. plane makers are looking back.

**This is the best time there ever has
béen or ever will be” for a transatlantic
linkup to build new civil aircraft, says an of-
ficial of France's privately owned Avions
Marcel Dassault-Breguet Aviation — Das.
sault, for short.

In the past, U.S. makers have so- domi- '

matad tha warld market that thav eonld af.

ND QV=y—rery pu

e

On paper, the Dassault-McDonnel} Doug. =

% las project looks more attractive to some
French officials. Boeing is so much bigger
tiale since early this year, the two compa-. .| (Nan Aerospatiale that an alliance of these
nies-are working on a plan to develop a new, ] two companies risks reducing the French
shorter version of the. Airbus with a revised '| {ir™ to the role of subcontractor. theyrr fear.
wing built by Boeing. In return, Aerospa. | Al80, some of them say, there isn't any
tiale would get a share of the work in a pos- guarantee that U.S. airlines will want to add

S 5 ok | Airbuses to their fleets of wide-body jets,
| Worried British Hold

| which currently are made up exciusively of
3 5 . Lockheed L1011 TriStars, McDonnell Doug-
Talks With U.S. Firms
By o WaLL Stammr JourvaL Staff Reporter

las DC10s and Boeing 747s. Airkines like to
LONDON-British government offi-

ticipation by Spanish and British firms. )
Boeing is proposing to do just that. In
talks that have been going on with Aerospa-

i

minimize the number of different craft they
| must service.
cials,] concerned that France may be

In eontrast, McDonnell

e a b A Gl T RBL THE Sl

Douglasan_{}Da.g—
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Replacing the Airlines’ Fleets

By RICHARD WITKIN

Speciai to The New York Times
LONDON, Sept. 2—If there
is one thing on which there
is almost universal agree-
ment among- aviation ex-
perts, it is that the world’s
airlines are going to need a
lot of new air-
. craft—many hun-
Analysis dreds of them—
starting  about
Econtmic= 1060 . or - 1061
That meanc larce.

‘minute

pioneer jets with a totally
new design, whose up-to-the-
technology would
mean lowest possible noise,
enormous fuel savings and a
carefully calculated seating

-capacity for the most profita-

ble possible operations on in-
tended. routes. ~

But as airline travel in 1976
has: climbed out of a painful
recession, the issue of re-
nlacements for the old jets

plane, whether Brand new or
a derivative, would use a
brand new engme or a lower-
powered.version of-an exist-
ing jumbo engine ;The case
for the modified existing en-
gine has been gaining some
momentum in step with the
growing interest in using a
modified existing axmmft.
Battle Brought uxto Open *

The sales battle was
brought into the open at the

John C. anendme, took a
middle posmon. saying his,
company “go either way.”

The whole matter of re-
vlacements must remain
somewhat blurred  until.
someone finds a solution for
the overriding difficulty: how-
will the new - fleets:- be- fi-
nanced?

« Large Orders Vital

Almost everyone concedes:
that large new plane pro-,
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L-1011 JETLINERS—SOME NOT YET CLAIMED—PARKED AT LOCKHEED PLANT IN PALMDALE, CALIF.

AIRCRAFT

No Market for the Jumbos

A scene outside Lockheed Aircraft
Corp.’s assembly plant in Palmdale, Cal-
if., symbolizes the condition of the $4.7
billion U.S. commercial aircraft industry
today There Dlmtuw in ihe desert sun,

e o W e

ecutives could not take the L-1011s. So
Lockheed has been stuck with the five
planes, which are parked on a ramp
awaiting buyers.

It will probably be a long wau Not

o . P

STRICK—~THE NEW TORK T1NES

1975. Boeing ($2.7 billion through Sep-
tember) watched its sales of 747s drop
from 29 in 1974 to 20 last year. And
Eockheed ($2.5 billion through Septem-
ber), which won 28 orders for the Tri-
Star in 1974, did not get even one last
year. (Military business, which accounts
for more than half of each company’s
revenues, and deliveries of jetliners un-
der old orders muffied the impact on
profits.)
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\U.S. Airlines Rebuff
*;Dcw Discount Bid
‘Made by McDonnell
%Price Is Cut $6 Million for 77

|~ Delivery; Foreign Carriers
! May Order 11 of the Planes/

By Topd E. FANDELL
Staff Reporter of THE WALL STREET JOURNAL

NEW YORK-—-Major U.S. airlines are po-
litely but firmly rebuffing a vigorous pitch
from McDonnell Douglas Corp. to sell-them
DC10 wide-body aircraft for 1977 delivery at
a discount of $6 million each, industry exec-
utives say.

‘In an effort to bolster a nearly veoid 1977)
production-line” schedule for the big plane,:
McDomnell Douglas formally offered in Oc-
tober to sell planes at the cut-rate price. De-
pending on the customers and other factors, |
the $6 million discount would drop the price’

Lo

SAN. 30, 1776

Iivex:ies have reached 212.

ness. Total backlog approximated $6 billion,
cm‘}'lpared with nearly $5 billion a year ear-
lieg. B 3
Total backlog, which doesn’t include op--
McDonnell Douglas’s firm backlog on. tions, was 219, commercial and 799% govern-i

Dec. 31 was $2.95-billion, compared with $3.2; ment business.
billion the year before, and was composed of
29?{‘,'_commercial and 717 government busi-; 62,330, down from 70,739 a year earlier.

torporato‘ employment at year-end was:

two- additional aircraft. Delta has eight re-
. maining second-buy options. The latest air-

craft is scheduled for delivery in Decem-
- ber 1977.

Delta Ezxercises Option
By 6 WALL STREET JOURNAL Staf Rsporter
BURBANK, Calif. — Lockheed Aircraft
Corp. said Delta Air Lines exercised one
second-buy option for an L-111 TriStar jet,

raising that airline’s firm orders to 22. Delta ,, 7., ri.Star, thus reducing the total order

already operates a fleet of 18 TriStars. g
At the same time, the airline decided to* ‘a)itclk:gie?oigrﬁun;:.d: ;‘%Solt l?el?:ﬁro:dh:;st
postpone a decision on ﬁl"_mmg up orc_ie_rs for $24 million to $25 million.

Towinnal OF Comresice

aircraft ordered for delivery:
prior to next year, and the:
company would like to keep.
the line:going on. its newest;
model dommercial airkiner.’
But if the hard-pressed airtine |
industry can’t see its way to-
buying new aircraft, the man-

Airframe Firm |
Feeling Impact
Of Airline Hls

P Ll

Lockheed also said Cathay Pacific Air-
ways canceled two second-buv options for}:
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