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AVIATION COMPETITION ENHANCEMENT ACT
OF 1997

TUESDAY, OCTOBER 28, 1997

U.S. SENATE,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,
Washington, DC.

The committee met. &ursuant to notice, at 2:30 p.m. in room SR-
253, Russell Senate Office Building, Hon. John McCain (chairman
of the committee) presidinﬁ.

members assigned to this hear'in% Ann Hodges, senior

counsel; Michael Reynolds, counsel; and Samuel E. itehorn,
Democratic senior counsel.

STATEMENT OF HON. JOHN McCAIN, U.S. SENATOR
FROM ARIZONA

The CHAIRMAN. This hearing will begin. I want to thank every-
one for their participation as well as thank you in advance for your
patience. This may be a long hearing, given the number of wit-
nesses.

Earlier today on the Senate floor I introduced the Aviation Com-
petition Advancement Act of 1997. This proposal is a modest pro-
posal designed to loosen some of the anticompetitive Federal re-
strictions on our domestic aviation system. These restrictions—re-
strictions such as slot controls and perimeter rule at national air-
port—are barriers to competition in a deregulated environment.

I will touch on the key components of the legislation. It provides
a method to free up a limited number of slots at the four high-den-
sity airports—Chicago, Kennedy, National, and LaGuardia—for
auction among the new entrant and limited incumbent carriers.
First, however, the sector is required to develop all possible options
to create new slots at these airports, and hence additional capacity
in order to meet the demand for new services there.

The bill mandates the Secretary of Transportation to make lim-
ited competition-enhancing exemptions to the perimeter rule at Na-
tional Airport. The legislation establishes a timeframe for the De-
partment of Transportation to meet in response to, and not nec-
essarily resolve, any complaints about predatory behavior that are
already being filed with the Department.

Most of you know, perhaps all too well, that I prefer to get rid
of the perimeter rule as well as slot restrictions in a manner con-
sistent with aviation safety. My efforts to do so over the past dec-
ade have been singularly unsuccessful. This bill contains signifi-
cantly more limited proposals in an attempt tn respect opponents’
concerns.
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Please remember, as we discuss these issues, I have concerns,
too. I dare say that I am not alone. These concerns are legitimate,
and they are worthy of a productive debate. .

On that point, I would like to mention that I received a letter
from the Citizens Association of Georgetown, who in their letter
say,

Continuance of the slot system, i.e., the limitation of jet aircraft operations for
takeoff and landing is a crucial factor in curbing aircraft-generated noise. Your sup-
port of this limitation on National’s aircraft operation is very much appreciated.

The introduction of newer, quieter aircraft has already caused a significant reduc-
tion of noise at National and neighboring skies. This situation you mention will fur-
ther improve as older, noisier aircraft are retired. The replacement of shorter-range
commuter type aircraft by these new, less noisy aircrag as the perimeter rule is
modified will further ease the noise problem.
m;!'he reiteration of Georgetown views on National-based aircraft is timely and sig-

ificant.

The bill before us today has been circulating for several weeks.
It was discussed extensively for weeks before that. The bill has
been modified slightly compared to the original draft version.

As House Aviation Subcommittee chairma immy Duncan an-
nounced yesterday, we have been working together on our pro-

osals. He introduced his bill, as well. Senator Gorton and I have

een working together, too. I heartily commend Senator Gorton’s
interest and, of course, my old friend Senator Ford, who has la-
bored so hard and so long on behalf of all aviation issues. I know
we are going to hear from my dear friends and colleagues from Vir-
ginia as well as Congresswoman Slaughter.

We have Department of Transportation studies and GAO studies
that indicate that the perimeter rule and slot control at airports
cost the consumer, cost the average passengers, whether they live
in Virginia or whether they live in Arizona. Unless my friends and
colleagues can refute the fact that this is a Fenal to the airline
passengers and consumers of America, then I will be hard-pressed
to accept their arguments that nothins should be done at National
Airport, Kennedy, and LaGuardia, and O’Hare Airports because it
is clear from study after study after study that the perimeter rule
and slot control cost the consumer, the traveling American, to the
benefﬁ of incumbent airlines which, as we all know, are doing rath-
er well.

So with that I would like to turn to Senator Hollings to ask if
he has any opening remarks.

[The prepared statement of Senator McCain follows:]

PREPARED STATEMENT OF HON. JOHN MCCAIN, U.S. SENATOR FROM ARIZONA

First, I want to thank everyone for their particiglation today, as well as thank you
in advance for your patience. This may be a long hearing, given the number of wit-
nesses. .

Earlier today on the Senate floor I introduced the Aviation Competition Enhance-
ment Act of 1997. This proposal is a modest proposal, designed to loosen some of
the anti-competitive federal restrictions on our domestic aviation system. These re-
strictions—restrictions such as slot controls, and the perimeter rule at National Air-
port—are barriers to competition in a deregulated environment.

1 will touch on the key components of the legislation.

o The bill provides a method to free up a limited number of slots at the four high
density airports—Chicago, Kennedy, National and LaGuardia—for auction among
the new entrant and limited incu nt carriers. First, however, the Secre is re-
quired to develop all possible options to create new slots at these airports, and hence
additional capacity, in order to meet the demand for new services there.
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o The bill mandates that the Secretary of Transportation make limited, competi-
tion-enhancing exemptions to the perimeter rule at National Airport.

The/ legislation) establishes 'a time frame for the Department of Transportation
(DOT) to meet in responding to—not necessarily resolving—complaints about preda-
tory behavior that are already being filed with the Department.

Most of you know, perhaps all too well, that I would prefer to get rid of the perim-
eter rule, as well as slot restrictions, in a manner consistent with aviation safety.
My efforts to do so over the past decade have been thrashed. This bill contains sig-
nificantly more limited proposals, in an attempt to respect opponents’ concerns.
Please remember, as we discuss these issues today, I have concerns, too. I dare say
tpat ge%mtenot alone. These concerns are legitimate, and they are worthy of a produc-

ive debate.

On that point, I would like to introduce into the record a letter I recently received
from the Citizens Association of Georgetown. I must say, this aglyean to be the first
of the so called noise groups in Washington to acknowleége publicly that my legisla-
tion would not increase noise at National, princiglly due to the independent limita-
tions on the number of takeoffs and landings at the airport.

Furthermore, the letter goes on to state that, and I quote, “the introduction of
newer, quieter aircraft has already caused a significant reduction of noise at Na-
tional and in neighboring skies. This situation, as you mention, will further improve
as older, noisier aircraft are retired. The replacement of shorter range commuter-
t aircraft by these new, less noisy aircraft, as the perimeter rule is modified, will

urther ease the noise problem (italics added).”

The bill before us today has been circulating for several weeks. It was discussed
extensively for weeks before that. The bill t I introduced has been modified
slightly compared to the original draft version, to reflect many of the comments and
suggestions I received during that time.

House Aviation Subcommittee Chairman Jimmy Duncan and I announced yes-
terday, we have been working together on our proposals. He introduced his bill this
morning, as well. Senator Gorton and I have been working together, too. I heartily
commend his interest and initiative in this area. Many members on the committee
have complementary pm'posala dealing with domestic aviation competition. I look
forward to a discussion of all of our ideas today.

THE CITIZENS ASSOCIATION OF GEORGETOWN,
Washington, DC, October 9, 1997.
Hon. JOHN McCaIN,
U.S. Senate,
Russell Senate Office Building,
Washington, DC.

DEAR SENATOR MCCAIN: Continuance of the “slot” system at Washington National
Airport, i.e. the limitation of jet aircraft operation to 37 take-offs and landings per
hour, is a crucial factor in curbing aircraft-generated noise. Your support for the in-
tegrity of this limitation on National’s aircraft operations is very much appreciated
by the Citizens Association of Georgetown. Efforts to weaken or even to discard the
“slot™ system have been made in previous years and ma! even resurface.

The introduction of newer, quieter aircraft has already caused a significant reduc-
tion of noise at National and in neighbori? skies. This situation, as you mention,
will further improve as older, noisier aircraft are retired. The replacement of shorter
range commuter-type aircraft by these new, less noisy aircraft, as the perimeter rule
is modified, will further ease the noise problem.

A reiteration of Georgetown views on National-based aircraft is timely and signifi-
cant. This issue is constantly uppermost in the thoughts of Georgetowners.

Sincerely,
RICHARD G. BROWN,
Chairman, Airports & Utilities Committee.

Senator HOLLINGS. I would yield to Senator Ford.
The CHAIRMAN. Senator Ford.

STATEMENT OF HON. WENDELL H. FORD, U.S. SENATOR
FROM KENTUCKY

Senator FORD. Thank you, Mr. Chairman.
Over the years I have had a good working relationship with the
chairman on aviation matters, and we have worked hard on a good
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many issues. As he knows, aviation safety and competition issues
tend not to be partisan. The debate usually is over legitimate policy
concerns or competing constituent interests.

Regrettably, I cannot support the bill before us today. At a min-
imum, even if this bill does get reported by the committee, I expect
that it will be subject to a slow track offered by other Members.
Even as a starting point for negotiating a reasonable compromise,
the bill leaves little room.

If the goal is to get new entrant carriers into LaGuardia, Ken-
nedy, or O’'Hare, we have done that, and we did that with the
chairman in 1994. Under this bill, for example, there are 171 slots
that would be eligible for withdrawal and auction at LaGuardia. A
total of 10 percent, or 17 slots, would be taken in the first lottery.

DOT on Friday gave out 21 slots without takinf from anyone
under authority we gave them. DOT even gave out slots for a num-
ber of small communities to provide service to Chicago.

There also seems to be an assumption under the bill that the car-
riers at these airports have violated the competition laws. There-
fore, under the bill, Congress must force divestiture. I do not like
high fares, but divestiture is a harsh and seldom-used remedy.

There is also another misconception about slots that a number of
the witnesses will talk about. If an air carrier holds a slot at noon,
for example, it gives the carrier the right to take off or land at
noon. It is like a parking spot in a garage. I can park the car I
want in my slot. The parking slot is not designated for a Toyota
made in Kentucky, by the way. It is a slot that I can use for the
car I am driving that day. Slots are no different.

However, the bill assumes that each slot is used for a specific
flight or market. That is not the case, and I think GAO needs to
understand that. Unfortunately, if we take any slots from the in-
cumbent carriers, you will harm service to those most in need of
connections—small and medium-sized communities—despite lan-
guage to the contrary in this bill.

In a perfect world, any carrier could serve the slot-controlled air-
ports, but that is not the case. There are a limited number of slots,
and everyone knows that. We all want service to these airports.
There exists a process to gain access. DOT has provided the oppor-
tunity for new service, however, helping business travelers in At-
lanta, Denver, New York, Orlando, and Colorado Springs at the ex-
pense of small communities, something I cannot support.

The real concern is service to small communities and access to
the entire system. We have communities without access to Cin-
cinnati, Denver, and other essential facilities. We have small com-
munities that are dependent on air service to bring in new business
and survive. Right now at LaGuardia and National most of the
communities served are considered small communities.

Taking away service from small communities in Maine or West
Virginia or Tennessee or Kentucky to give business travelers in At-
lanta more access to National or to LaGuardia is not a viable policy
of choice.

Efficiency is not always the best thing when scarce resources are
at issue, particularly for small communities.
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So, Mr. Chairman, I regret that Iyou and I must cross paths on
this one, but I am sure that we will be able to work out something
that ‘will support medium and small communities.

I thank you, sir.

The CHAIRMAN. Thank you.

Senator Gorton.

STATEMENT OF HON. SLADE GORTON, U.S. SENATOR
FROM WASHINGTON

Senator GORTON. Mr. Chairman, I am convinced the information
we are going to receive from our very distinguished witnesses today
is going to be helpful and instructive, and will build on the hearing
that I chaired in May.

I am totally committed to airline competition. Since deregulation,
airline fares have fallen and service options have clearly increased,
on average, across the United States. Major airlines deserve credit
for respontiing well to competitive challenges. In addition, many of
the benefits of deregulation can be attributed to the low cost and
low fare airlines that have increased competition and enabled far
more people to fly than ever did before. Air traffic has grown and
will continue to grow steadily over the foreseeable future.

As you indicated, Mr. Chairman, this bill would loosen certain of
the remaining Federal regulatory restrictions to competition. These
restrictions, like slot controls and the perimeter rule at National
Airport, have limited the benefits of airhne deregulation. I look for-
ward to hearing what our witnesses have to say about them.

I understand fully that changing the status quo by easing exist-
ing regulatory barriers is difficult. Airlines and airports, commu-
nities and consumers have all grown accustomed to these barriers.
Nevertheless, we should not limit our consideration and our imagi-
nation about reasonable alternatives that would improve competi-
tion.

In fact, if anything, Mr. Chairman, I believe we ought to be ex-
amining other areas in which we could increase the opportunity for
competition, try to remove monopolies or near monopolies at cer-
tain major airports in the United States, and see to it that the peo-
ple of this country get the benefits of that competition. Any kind
of predatory behavior deserves a response from the Department of
Transportation. :

ain, Senator McCain, thank you for holding the hearing, but
the hearing is only a way station on the path of seeing to it that
air service 1s better, less expensive, more available, and more con-
venient to the people of the United States.

[The prepared statement of Senator Gordon follows:]

PREPARED STATEMENT OF HON. SLADE GORTON, U.S. SENATOR FROM WASHINGTON

I would like to thank Senator McCain for holding this hearing to consider the
Aviation Competition Enhancement Act of 1997 that he introduced earlier today. I
would also thank our distinguished group of witnesses for joining us. The informa-
tion presented today should prove instructive, and will build upon the inforination
{h:: lv‘vras provided on this issue at an Aviation Subcommittee hearing that I chaired

ast May.

The benefits of airline competition are clear. Since deregulation, airline fares have
fallen, and service options have increased on average across ell communities. The
major airlines deserve credit for resronding well to competitive challenges. In addi-
tion, many of the benefits of deregulation can be attributed to the low fare airlines
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that increased competition, and enabled more people to fly than ever before. Air
trr:IIﬁc has grown as a result, and will continue to grow steadily over the next sev-
eral years.

As Sendtor McCain (indicated, the bill would loosen certain remaining federal reg-
ulatory restrictions to competition. These restrictions, slot controls and the perim-
eter rule at National Airport, have limited the benefits of airline deregulation. I look
forward to hearing the witnesses’ insights on the legislation.

I understand that changing the status quo by easing existing regulatory barriers
is difficult. Airlines, airports, communities, and consumers have all grown accus-
tomed to these barriers. We should not, however, let this situation limit our consid-
eration of reasonable alternatives that would im]gemve competition.

Senator McCain’s bill would also ire the Department of Transportation (DOT)
to respond to complaints of predatory behavior within 90 days. Any airline that be-
lieves it is beini:ubjected to predatory behavior deserves a timely response from
the DOT. Such behavior can severely restrict the ability of an airline to compete,
and may even drive an airline out of business.

Again, I would like to thank Senator McCain for holding this hearing. The ability
to initiate new airline service is a key component of a deregulated environment that
can benefit air travelers. I expect to learn more today about how federal barriers
affect airline competition. I look forward to our witnesses’ comments, and our dis-
cussion on this issue.

The CHAIRMAN. Thank you.
Senator Hollings.

STATEMENT OF HON. ERNEST F. HOLLINGS, U.S. SENATOR
FROM SOUTH CAROLINA

Senator HOLLINGS. I apologize for delaying our colleagues, Sen-
ators Warner and Robb, and I apologize to tie witnesses, but you
have given me the chance, and I must express my glee. I have been
disciplined over the many years now by our distinguished Chair-
man about the wonderful success of deregulation. To come to have
him introduce a bill to reregulate slots, to reregulate perimeter,
and everything else—it is just wonderful to be here this afternoon.
[Laughter.]

I just want to say that, at the time, they did have competition.
That is the genesis and origin of the so-called slots. I worked as
an attorney. In many instances, they used to have the old Civil
Aeronautics Board. What happened was, the community had to
provide the physical facilities, the runways, the terminals, and ev-
erything else; come to the airlines themselves and persuade some
competitive airline to give the service; and then come and prove,
on the basis of public convenience and necessity, that that route
and that service should be approved. So it was a competitive thing
in the original instance.

Now, with that deregulation and the statue back in 1985 that

ou could buy and sell them, the three flights up and three flights
Kack I had from my home town have long since gone from Eastern
to Pan Am to Air Florida to the crash out here in the river to—
I cannot find them right now. So I am on his side, generally, for
reregulating, but not in this instance.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller.

Senator ROCKEFELLER. Mr. Chairman, I have a superb statement
which I will put in the record.

[The prepared statement of Senator Rockefeller follows:]
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PREPARED STATEMENT OF HON. JOHN D. ROCKEFELLER IV, U.S. SENATOR
FROM WEST VIRGINIA

Mr./Chairman,)(Senator. Hollings, when the Aviation Subcommittee convened a
hearing on “Barriers to Entry” in the airline industry in M‘;}y of this year, I shared
with you my frustration about the state of air service in West Virginia and many
other small communities across the eounh;i.nl said then that} as a nation, we are
not living up to our obligation to ensure that the benefits of transportation mod-
ernization are shared with some degree of fairness—and that we need to focus our
efforts bedyond the problem of barriers to entry and more on changing the trend in
small and rural parts of America that have been totally excluded from the promised
rewards of deregulation.

Six months later, I regret to observe that very little progress has been made for
small communities. I know the bill that we’re discussing todg was not premised
on the notion of improving amall community air service, and that the bill contains
a few tE:;wisions that try to minimize the harm to small communities. But I don't
think those protections will work in the w?' that they’re intended, and, frankly, de-
regulation has taught me to be skeptical of any airline bill that even has to include
provisions to protect small communities from its effects.

I want to again express my frustration with the decline in small community
air service, and to prevail upon my colleagues to do two things: first, we should take
no action to effect change in the aviation marketplace unless and until we have de-
termined with certainty that small community air service will not be further
harmed; and second, to those whose states are suffering similar problems, let’s in-
tensify our efforts to develop a program that will improve air service where we need
it most—in small and rural communities across the country.

Based on all of the studies that have been done about neﬂulation of the airline
industry, I think we can probably agree that airline deregulation has benefitted
most of the nation—by lowering fares, increasing service, and fueling competition.
And we can also agree that those lower fares, increased service, and competition are
not distributod equally in all markets.

This Committee has for some time focused on righting that balance, by looking
at so called “barriers to entry” in the airline industry and trying to re out
whether we might get even more competitive benefits, in terms of low fares and
more service, by forcing a balance among segments of the airline industry.

But while we have spent our collective time and energy reshuffling the deck
among segnients of the airline industry, a much more troubling and systemic prob-
lem has arisen—the creation of an ever-widening gap between air transportation
“haves” and “have-nots”.

Just as we can agree that two decades of deregulation have benefitted most of the
nation, I hope we can also agree that the single most enduring problem in the na-
tion’:tlgir system in the same period is the spiraling loss of air service in small com-
munities.

The impact of this gag between communities that have adequate air service and
those that do not forms barriers of a different kind is what should compel our Com-
mittee to act—without affordable and regular air service, the affected states and
communities face serious barriers to economic growth and opportunity.

The focal point of this hearing is a new proposal by Senator McCain for enhancing
competition in the airline industry, by withdrawing and auctioning slots at 3 major
airports, creating exemptions to the perimeter rule, and speeding up the process for
the Department of Transportation’s consideration of predatory pricing complaints.
The summary a:iﬁurpoaes of the bill state that it is intended to improve and pro-
tect service to s communities, and several provisions attempt to carry out that

promise.

I want to make very clear that I do not doubt the sincerity of that intention. The
Chairman cares as much about the state of air service throughout the nation as
anyone in this body, and he has worked harder than most to solve some vexing
problems in aviation. But I see real problems in the way these provisions work.

If we ire the major carriers to divest themselves of slots, I have no doubt that
the loss will eventually work its way downstream. Unless we're going to get back
into the business of regulating where and when airlines fly, the least lucrative rural
and small community routes will suffer from this slot withdrawal plan. And if we
exempt long-haul service from the restrictions of the National Airport perimeter
rule, without allowing any increase in operations there, we will add insult to injury,
because carriers will eventually use those valuable slots to replace service to small
communities inside the perimeter with higher-yield service to communities outside
the perimeter.
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Fundamentally, I am not convinced that if new and mminglgnﬁro-competitive
measures were imposed on the larger aviation system, then s communities
would eventually get more and better service. West Virginia has heard that argu-
ment before and experience has instead shown us that when action is taken to e
good air service even better in some areas, our service only gets worse.

I wasn’t in the Senate when Congress deregulated the airline industry. I like to
think that if I was, I would have had the foresight to fight against it, thouglh I rec-
ognize that we didn't know then what we do today about the injury it would do to
our small communities. Without a doubt, I believe it’s well past time to solve the
problems that have developed since and persist in their economic harm.

The CHAIRMAN. Thank you very much.

Let me just read—I was asked to read Senator Frist’s statement.
He says he regrets he was not able to be here. He says he would
like to address the slot exemption announcement made last Friday
afternoon.

After months of waiting, my office was finally notified of decisions by the Depart-
ment of Transportation on several aswutions to waive the high density rule for
service from Tennessee to Chicago and New York.

Unfortunately, the Department took a 'sﬁ}ibthe-baby approach in an attempt to
appease as many applicants as possible. The problem created by this approach is
that airlines require a level of ency to make any use of the new opportunity
financially viable so, while I consider getting a response out of the Department on
this issue a victory, the results are nonetheless disappointing. These results will do
little to improve air service to the underserved markets the waivers to the high den-
sity T:e were designed to foster when Congress originally gave the authority to the

I rem?in engaged on this issue, and hos: the Department will continue to work
with Congress to improve air service to underserved communities.

I want to thank Senator Burns.

Senator BURNS. What for? [Laughter.]

The CHAIRMAN. Do you have any opening statement?

Senator BURNS. You wanted to thank me. I just wanted to know
what for.

I do not have a statement Mr. Chairman, but look forward to
hearing from our witnesses.

The CHAIRMAN. Congresswoman Slaughter, the only fair way is
to use the early bird rule here. You were here first. We appreciate
Kou being here. We also know that you and Congressman Moran

ave other duties on the other side. We are grateful you could be
here. So if it is agreeable to you, we will go to you Senator Warner,
Senator Robb, and then Congressman Moran. Welcome.

STATEMENT OF HON. LOUISE SLAUGHTER, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW YORK

Ms. SLAUGHTER. Thank you very much. I was a little concerned,
since I am probably on a different subject, that I would interfere
with the cradle of democracy in Virginia. I did not want to confuse
this issue because, Senator McCain, this has been very important
to me, and I thank you very much for holding this hearing. Sen-
ators, I am delight,edy to have the opportunity to apfpear before {lou
this afternoon because I want to talk about high fares and what
I see as their detrimental effect on the mid-sized communities
across America.

There is a growing recognition, I think, in Congress that frequent
and affordable airline service is crucial for the health and growth
of any region’s economy. I know it is a critical issue for my region—
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Istochester, NY—the largest per capita exporting city in the United
tates.

Last/year, 1.2 million' people flew out of our airport. Rochester
is the proud birthplace of a number of Fortune 500 companies, in-
cluding Eastman Kodak, Xerox Corporation, and Bausch and
Lomb, makirag it the world’s image center. I want to include that
so that you do not think we are just some fly by-night county up
there. We are serious.

Of equal importance are the hundreds of small and mid-sized
high technology firms that have been growing in our region over
the past several years, but the continued success of my region is
by no means certain. Economic trends show the State of New York
developing into two economies, with down-State wages surging for-
ward and up-State wages remaining stagnant.

Many firms and businesses are either moving out, or choosing to
expand to other regions of the country because of the exorbitant air
fares and infrequent flights. To compete effectively, our region
must have access to frequent and affordable air service.

Let me offer you one example. A round-trip flight from Rochester
to Chicago can cost $524. An even longer round-trip flight from At-
lanta to Chicago costs half, $246. The Department of Transpor-
tation figures show up-State New York air fares among the highest
in the country. Rechester is ranked eighth.

One Rochester businessman paid $600 to fly to White Plains, NY,
in a 20-seat prop plane for a business meeting. A few weeks l’ater,
for $5 more, he flew to Ireland. That additional $5 got him 5,000
miles further, a jet aircraft, piped-in music, hot meals, free movies,
and all the peanuts he could eat.

Now, my region is already feelinti the pinch. Recently, the At-
lanta Business Chronicle reported that the Eastman Kodak Com-
pany plans to move its marketing headquarters of its U.S. and Ca-
nadian consumer operations to Atlanta. One reason cited is cheaper
and more frequent flights out of Atlanta’s airport.

This is chilling because Kodak and Rochester are synonymous,
and news like this casts a pall over our entire region. If the major
corporations which have been the backbone of our community
leave, we are in deep trouble.

The effect on our area’s smaller companies is equally pronounced.
A relatively young and growing Rochester-based firm recently
wrote to me, “Dear Louise: Due to the high cost of air travel here
locally we made a decision 4 months ago not to add any high travel
positions out of our Rochester-based headquarters. Since that time
we have added several positions in our mid-Atlantic-based locales
where the air fare costs are much more reasonable.”

He went on to say that this arrangement was less than ideal, but
he felt he had no choice.

Other, smaller companies are opting not to expand, fearing that
in the current climate they can no longer be price-competitive.

The letters keep pouring into my office. The city council, the
chamber of commerce, the State assembly, our tourism board—all
are crying for relief. Your committee will hear directly from the
vice president of Rochester’s Chamber of Commerce, Charles Good-
win, during a later panel.
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Mr. Goodwin is a top expert in international trade and transpor-
tation, and he has also researched extensively the impact that
these fareshave on the business community. That is not just Gov-
ernment and business who are feeling the squeeze. The most poign-
ant victims of exorbitant prices are the nonbusiness consumers
such as the family planning a vacation, the student traveling home
for the holidays, or the grandparent trying to visit a gandchlld.

Let me offer two examples. One wrote, earlier this year, “My
brother and sister-in-law both suffered serious health problems—a
second stroke immobilizing my brother and encephalitis seriously
affecting my sister-in-law. I felt it imperative to see them before
their health deteriorated further. They live in Tulsa. The first air-
line quoted a round-trip fare of $1,225 between Rochester and
Tulsa, more than we could afford. Thank you for reading this. Just
want you to know.”

A consultant hired by the Rochester Airport—and this is really
chilling to me—estimated that the Rochester Airport every year
loses between 400,000 and 600,000 passengers to people who drive
somewhere else to get a cheaper air fare. One constituent fran-
tically tried to get a plane ticket from Rochester to help a son and
his ailing wife in Texas. Imagine her shock when she was told the
round-trip air fare would cost her $1,300. Quite simply, she could
not afford to go.

Fortunately, she was able to get someone to drive her to Cleve-
land and obtained a round-trip flight for $260 on Southwest to San
Antonio. That is one-fifth of the price for roughly the same distance
from Rochester.

This continued fleecing by major carriers is unconscionable.
Rochester is one of many mid-sized communities that did not attain
the benefits promised by deregulation. To be blunt, deregulation
failed us. More than one carrier may service the Rochester area,
but these airlines do not compete among themselves on most
routes. The result has been the creation of de facto monopolies on
individual routes, which are gouging businesspeople and consumers
when they fly. .

We have to level the pla{ing field for smaller carriers so that
they can compete. Small airlines formed after deregulation are the
primary source of price competition in other areas of the country.
When they enter the market, these small airlines force the big car-
riers to reduce fares. Without that pressure, the large competitors
can charge consumers exorbitant prices, and we are a prime exam-
ple in Rochester of what happens under that pressure. The situa-
tion has to change.

In reviewing your Aviation Competition Enhancement Act, I was
pleased to see that you have addressed an issue that I have spent
many months calling attention to, and that is the allocation of slots
at major airports. A number of our colleagues signed on to a letter
to Secretary Slater urging that the Department of Transportation
do distribute those slots more evenly. I think we all must remem-
ber that when those slots were first distributed, it was made clear
that they are the property of the people of the United States, and
could be reclaimed to promote fare competition.

DOT’s announcement this week of their intention to grant a lim-
ited number of slots is an important first step and, I think, an ac-
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knowledgement that we have not seen before of their real under-
standing of this problem. But more has to be done to make sure
tl}fit the'promises-'and-benefits of deregulation reach our commu-
nities.

Airlines should not be setting the economic policy for my region
or your region or anyone else’s region by giving one community
punishing fares in order to subsidize fares in somebody else’s re-
gion. I am working on some legislation that we hope will address
some of those issues, but I also want to thank you for the part of
your bill that mandates the response on predatory carriers and
practices.

Large airlines frequently drive a small airline out of business—
and we have seen it over and over again, by swamping the route
with low fares temporarily. When the small carrier gives up the
route, the carrier raises the fare significantly. The Justice Depart-
ment and DOT have to take a more aggressive stance against these
practices. Again, legislation has been crafted in the House that will
encourage such action.

The October 1996 GAO report that outlines the effects of airline
deregulation pointed to other barriers to entry for other new car-
riers. For example, the major carriers benefit from long-term exclu-
sive use gate leases that effectively shut out new airlines. In the
event that a major carrier agrees to sublet these gates for new car-
riers, the new carrier is often forced to hire the ground crews of
the major carriers. These and other practices deserve close scrutiny
as we examine the barriers to competition.

Deregulation was not a winner for us in Rochester. Without ef-
fective competition in our market, the business and consumers sim-
ply do not get a fair shake. If other airlines are allowed to break
into these markets, more competition would follow and, with it,
lower and more reasonably priced air fares.

I am confident, given the opportunity, that we will see that hap-
pen throughout the United States, and that we will see all of our
Nation’s mid- and smaller-sized communities being served once
again, as Senator Hollings pointed out, in the way they used to be.

Again, I thank you very much, gentlemen, for the opportunity to
address you today. I can think of nothing more serious to the eco-
nomic well-being of the up-State New York region and other re-
gions of the country than addressing this problem.

Thank you very much. -

[The prepared statement of Congresswoman Slaughter follows:]

PREPARED STATEMENT OF HON. LOUISE SLAUGHTER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW YORK

I wish to thank the Chairman for addressing the issue of high air fares and their
detrimental effect on mid-sized communities across America. :

There is a growmﬁ recognition in the Congress that frequent and affordable air-
line service is crucial for the health and growth of any region’s economy. This is a
critical issue for my district of Rochester, New York. ester is the largest per
capita exporting city in the U.S. Last year, 1.2 million people flew out of our airport.

Eochester is the proud birthplace of a number of Fortune 500 companies such as
Eastman Kodak, Xerox Corp., and Bausch and Lomb—making it the World’s ht.;ie
Center. Of equal importance are the hundreds of small- and mid-sized high -
nology firms that have been growing in our region over the past several years.

The continued success of my region is by no means certain, however. Economic
trends show the state of New York developing into two economies, with downstate
wages surging forward and upstate wages remaining stagnant. Many firms and
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businesses are either moving out or choosing to d in other regions of the coun-
try, because of exorbitant airfares and infrequent flights. To compete effectively, our
m{i:n must have access to frequent and affordable air service.

t'me’ offer 'you' an-example: A round trip flight from Rochester to Chicago can
cost $624. An even longer round-trip flight from Atlanta to Chicago costs merely
$246. The Department of Transportation figures show upstate New York air fares
among the highest in the country.

One Rochester businessman paid $800 dollars to fly to White Plains New York
in a 20 seat prop l?ehm for a business meeting. A few weeks later—for $6 dollars
more—he flew to Ireland. That additional $5 dollars got him 5000 miles further, a
jet aircraft, piped-in music, meals, three movies, and all the peanuts he could eat.

My region is already feed':kg the pinch. Recently, the Atlanta Business Chronicle
reported that Eastman Ko Company plans to move its marketing headquarters
of its U.S. and Canadian consumer operation to Atlanta. One reason cited is cheaper
and more frequent flights out of Atlanta’s airport. This is chilling. Kodak and Roch-
ester are synonymous, and news like this casts a pall over the entire region. If the
major cotrrxﬁtions, which have been the backbone of our community, leave, we’re
in deep e.

The effect on our area’s smaller companies is equally pronounced. A relatively
young and growing Rochester-based firm reeentl{ wrote to me:

Dear Louise: . . . due to the high cost of air travel here locally, we made a
decision four months ago not to add any high travel positions out of our Roch-
ester based headquarters.

Since that time, we have added several positions in our mid-Atlantic based
locales, where the airfare cost are much more reasonable.

He went on to say that this arrangement was less than ideal, but felt he had no
choice. Other smaller companies are opting not to expand, fearing that in the cur-
rent climate they can no longer be price competitive.

The letters keep pouring into my office. The City Council, the Chamber of Com-
merce, the State Assembly, our Tourism board—all are crying for relief Your Com-
mittee will hear directly from the Vice President of Rochester's Chamber of Com-
merce Charles Goodwin during a later panel. Mr. Goodwin is a top expert in inter-
national trade and transportation. He also has researched extensively the impact
these fares have on our business community.

It is not just government and business who are feeling the squeeze. The most

i t victims of exorbitant fares are the non-business consumers, such as the

amily planning a vacation, the student traveling home for the holidays, or the
grandparent trying to visit a grandchild.

Let me offer two examples:

Dear Louise: . . . earlier this year, my brother and sister-in-law both suffered
very serious health problems, a second stroke immobilizing my brother and en-
ce;{mlitis seriously affecti sister-in-law. I felt it imperative my wife and

I see them before their hea teriorated further. They live in Tulsa. The first
airline quoted a round-trip fare of $1225 between ester and Tulsa, more
than I felt we could afford . . . thanks for reading this. Just want you to know.

A consultant hired by the Rochester International Airport estimated that Roch-
ester Airport is los%wo to 600,000 passengers a year to ground transpor-
tation, primarily cars, se of air fare prices.

One constituent frantically tried to get a plane ticket from Rochester to help a
son and his ailing wife in San Antonio, Texas. Imagine her shock when she was told
the round-trip airfare would cost her $1300. Quite simply, she could not afford to
go. Fortunately, she was able to drive to Cleveland and to obtain a round-trip flight
or $260 on Southwest to San Antonio. That’s one fifth the price for roughly the
nme.distglnce trip from Rochester. This continued fleecing by major carriers is un-
conscionable.

Rochester is one of mn* mid-sized communities that did not attain the benefits
promised by de lation. To be blunt, deregulation failed us. More than one carrier
may service the ester area, but these airlines do not compete among themselves
on most routes. The result has been the creation of de-facto monopolies on indi-
vidual routes, which are %uging business people and consumers when they fly.

We have to level the field for er carriers so that they can compete
with major carriers. Small airlines formed after deregulation are the primary source
of price competition in other areas of the country. When they enter the market
these small airlines force big carriers to reduce fares. Without pressure from small
bargain airlines, their 1 eommtitors can charge consumers exorbitant prices.

ster is a prime example of what happens without this pressure.

This situation has to change. In reviewing your Aviation Competition Enhance-
ment Act, ] was pleased to see that you addressed an issue I have spent months
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calling attention to—the allocation of slots at major au-gom I helped organize a
number of colleagues to sign on to a letter to Secretary Slater urging that the De-
rartment of Msﬁmﬁon distribute slots more evenly among airlines to promote
air competition.” Whenthese slots were first distributed, it was made clear that
they were government property which could be reclaimed to promote fair competi-
tion.

DOT's announcement this weekend of its intention to grant a limited number of
slots to applicants at New York’s LaGuardia and Chicago O’Hare’s aizorts is an
important {irst step and an acknowledgment that the agency understands the prob-
lem. More will have to be done to ensure that the benefits promised by deregulation
reach all our communities. Airlines should not be setting economic policy by giving
one community puniahinf fares in order to subsidize fares in another region.

I am working on legislation with colleague Relr Charles Schumer to address
these same issues of slot allocation. We will also call for a limited redistribution of
slots to help service our region of the country. Your leadership in the Senate on this
issue as well as your legislation is an enormous helgato us.

Equally important are your provisions to mandate that DOT respond to com-
plaints of predatory behavior by major carriers. Large airlines frequently drive a
small airline out of business by swamping a route with low fares. When the small
carrier gives up the route, the large carrier then raises fares significantly. The Jus-
tice Department and DOT must take a more aggressive stance against these prac-
tices. in, legislation being crafted in the House would encourage such action.

The ber 1996 GAO report outlining the effects of airline deregulation pointed
to other barriers to entry for new carriers. For example, major carriers benefit from
long-term, exclusive-use gate leases that effectively shut-out newer airlines. In the
event that a ma;or carrier agrees to sublet these ‘gates for new carriers, the new
carrier is often forced to hire the ground crews of the major carriers. These and
other practices deserve close scrutiny as we examine these barriers to competition.

Deregulation was not a winner for us in Rochester. Without effective competition
in this market, businesses and consumers don't get a fair shake. If other airlines
are allowed to break into these markets, then more competition will follow, and with
it, lower and more reasonably priced airfares. I am confident that if small carriers
are given the opportunity, they will be eager to serve all of our nation’s mid-sized
communities.

Thank you for your leadership and the opportunity to testify today.

CONGRESS OF THE UNITED STATES,
Washington, DC, August 1, 1997.
Hon. RODNEY SLATER, Secretary.
U.S. Department of Transportation,
Washington, DC.

Dear SECRETARY SLATER: We are writing to ask that you use your authority to
end the monopolistic practices that limit competition for flights to secondary mar-
kets. By reorganizing the “slot” system used in this industry, you will greatly reduce
airline ticket costs for millions of travelers.

At four airports in the country—LaGuardia and Kennedy Airports in New York,
O’Hare Airport in Chicago, and National Airport near Washington, D.C.—airlines
must have a reserved slot for every take-off or landing. The dominant airlines use
their control of slots to squeeze out smaller carriers, and consumers are getting
crushed in the process.

On most routes around the country, small airlines formed after deregulation are
the primary source of price competition. When they enter the market, they force big

ers to reduce fares. Without pressure from small bargain airlines, their large
competitors can charge skiv-high prices, and they do.

A recent report by the independent General Accounting Office showed how a few
large carriers have increased their stranglehold on slots, at the expense of smaller
carriers formed after deregulation:

e At LaGuardia, American, Delta, and US Airways control 64% of slots, and all
the "Kost-dere lation” airlines combined hold just 2%.

e At Kennedy, American, Delta, and Shawmut Bank (which control slots for bank-
rupt TWA) hold 75% of the slots, while post-deregulation airlines have 7%.

e At O'Hare, American and United have amassed 87% of the slots, and airlines
formed after deregulation cover just 1% of slots.

Moreover, the report specified that in order to mount competitive service in a
market, an airline needs about six slots, with at least three slots falling during peak
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;riotila 80 that the airlines can offer a flight schedule that is attractive to business
velers.

In testimony; before the Senate Subcommittee on Aviation, Assistant Secreta
Charles Hunnicut acknowledsed that the slot system is choking off competition. He
told the subcommittee that DOT was “considering” a ch in policy to distribute
slots more evenly among airlines to enhance competition. He also testified that one
option would be a recommendation by GAO that the Department redistribute a
number of slots by lottery each year to smaller or post-deregulation airlines.

We uze to implement this plan. When these slots were first distributed, it
was made clear that ‘eJ were government property that could be reclaimed to pro-
mote fair competition. With the growing move by large airlines to consolidate slots,
such action is already long overdue.

If consumers are to receive the full benefits promised by deregulation, we must
have true competition at our airports.

Thank you for your attention. We look forward to hearing your response.

Sincerely,
LoUISE MACINTOSH SLAUGHTER,
CHARLES E. SCHUMER,
JOHN J. LAFALCE,
SHERRY BICHLIRT,
MicHAEL R. McNuLry,
LANE EVANS,
EDWARD J. MARKEY,
MAURICE D. HINCHEY,
TiM HOLDEN,
JiM MORAN,
JiM WALACH
RONALD V. DELLUMS.

The CHAIRMAN. Thank you very much.

My former and present boss, Senator Warner.

Senator WARNER. Madame Chairman, I am perfectly willing to
accord the courtesies to the other House Member so he can return
and we can proceed on the Senate side.

The CHAIRMAN. If that is agreeable to you and Senator Robb. We
are always pleased to hear from Congressman Moran.

STATEMENT OF HON. JAMES P. MORAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF VIRGINIA

Mr. MoraN. Thank you very much, Senator. I will take advan-

tage of the opportunity and say hello to all the members of the
anel. And I thank my colleagues from Virginia, the Senators from
irginia, for testifying on this very important issue.

I want to express my appreciation, particularly to the chairman,
that this legislation does not change the law that limits the num-
ber of flights at Washington National Airport. As the committee
chairman may recall from the last session, that slot rule works
very well for our region. It limits the amount of noise and pollution
generated at a very congested airport that cannot accommodate
any new flights and facilitates the development and growth of the
reg’:n’s two other airports—Washington, Dulles, and BWI.

d while I have the utmost respect for the sronsor of this legis-
lation, the chairman of this committee, you will not be surprised,
however, to learn that I very much object to this legislation. First,
the legislation does not achieve its broad goal of promoting com-
petition within the aviation industry. It focuses almost exclusively
on an access issue at four congested airports.

Even the GAO’s report, entitled “Airline Deregulation: Barriers
to entry continue to himit comgetition in several key domestic mar-
kets"—that is a long title, but it was an important report—it
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helped serve as the basis for this legislation, I know, but it cited
other barriers to competition, including frequent flier plans, the
bonus/commissions_to/ travel agents, the airline ownership of com-
puter reservation systems, co-chairing partnerships with commu-
nity air carriers, and lots of marketing strategies, all of which
hinder new entrants and lower air fares.

With regard to the slot rule, one cannot achieve any improve-
ment in access and, hence, competition, without increasing the
total number of flights which would be met with fierce opposition.
Calling upon the Secretary of ’l‘ransggrtation to reallocate some of
the existing slots that are presently t and sold on a free mar-
ket basis sounds like reregulation of the airline industry. And I
thought that was credited by a lot of people with stifling competi-
tion.

If the Secretary is to give priority consideration to communities
served by small-hub, medium-hub, and other airports that do not
have service to the high-density airports, then isn’t this legislation
creating a situation where the airlines serving the high-density and
large-hub airports will be subsidizing the airlines serving the
smaller airports?

Should the Government be given the role of picking airlines and
{,ou!:eg, rather than awarding the limited slots on a free market

asis?

I also have concerns that those airlines that have made substan-
tial investments at Washington National—and obviously, USAir is
one such airline—bought their current slots and would not be com-
pensated for forfeiting these slots under this proposal.

My second concern is with the granting of exceptions to the
1,250-mile-perimeter rule at National. Lifting the perimeter rule,
even in limited circumstances, will unravel tghe balanced develop-
ment plans at all three of our region’s airports. A change in the pe-
rimeter rule would result in a cutback in locations presently served
by National and, over time, short-range service at National would
be displaced and the number of transcontinental flights operating
out of Dulles thus would decline.

As those transcontinental flights decline, Dulles ceases to become
an attractive destination for international service. The growth and
development plans overseen by Congress and the substantial in-
vestment made at both National and Dulles by the taxpayers of
this country, the Federal Aviation Administration, and the aviation
community would all become substantially devalued.

As the Member of Congress who represents the region in which
National Airport is located, I would also like to point out that ex-
ceptions to the perimeter rule will also generate much more noise
and congestion at National Airport. There is a direct relationship
between the takeoff weight of a particular aircraft and the fuel load
it must carry. Aircraft with heavier takeoff weights produce more
noise than airplanes with higher loads. A stage 3 aircraft departing
National for Los Angeles will generate more noise at takeoff than
a stage 3 aircraft departing for Cleveland.

I have FAA advisory circulars that say that. And I think that
there is very little argument about that, that can weigh in against
the facts and ﬁguresrgl:at we have available.
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Mr. Chairman, airport noise reduces the quality of life in the
neighborhoods in Arlington, Alexandria, McLean, and Potomac.
And while {these communities understand that National Airport is
here to stay, they should not be asked to endure additional noise
when no compelling public need is served. The balance that has
now been struck between the transportation and economic needs of
air travellers and the region’s environmental concerns was crucial
to community acceptance of the redevelopment of National, which
is now nearing completion.

So, as the committee looks into the issue of aviation competition
and the slot and perimeter rule in effect at National, it needs to
look at how the region’s being served by all three of its airports.
If the committee wants to find ways to promote lower direct serv-
ice, both Dulles and National appear to be meeting this demand.
National boasts excellent direct service to communities within the
1,250-mile perimeter rule.

Eliminate the perimeter rule and some of these communities will
be less well served and may lose service altogether. Dulles and
BWI provide excellent direct service to communities outside the pe-
rimeter rule. BWI has capitalized on discount service, charter, and
vacation destinations. In large part, the maintenance of a hii;ﬁh
level of competitive air service at all three airports is due to the
slot and perimeter restrictions at National.

In fact, a 1996 survey of fares on transcontinental flights oYer-
ating at National show that the transcontinental flights were less
expensive at National than flights with the same destination origi-
nating from Dulles. I will not bore you with all the numbers, but
it shows tremendous differences. San Francisco: $337 at Dulles;
$222 at National. You can go down the list of major cities. There
is enormous difference. It is less expensive at National.

The only difference is that the perimeter rule at National forces
passengers to suffer the inconvenience of one extra stop. As a re-
g'i‘on, competition is alive and well among the airports that serve
the Nation’s capital. National is only one of 780 commercial air-
ports operating in the United States, and handles less than 1.5 per-
cent of the total number of U.S. passengers.

Recent changes in the aviation excise tax that lowered the tax
from 10 to 7.5 percent and making up the difference through a
deplanement fee that is collected every time a plane leaves the run-
wax will have a much greater impact on competition and short-
and long-haul flights than any reallocation of slots at National.
Four years ago, the National Commission to Ensure a Strong, Com-
petitive Airline Industry exempted National Airport from its rec-
ommendation, calling upon the FAA to revive the rule that limits
ogerations at high-density airports. There is no reason to change
that policy now.

Thank you, Mr. Chairman.
[The prepared statement of Congressman Moran follows:]

PREPARED STATEMENT OF HON. JAMES P. MORAN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF VIRGINIA

Good afternoon and thank you Mr. Chairman. I appreciate the opportunity to
comment on the Aviation Competition Enhancement Act of 1997.

I want to express my aﬂpneciation that this legislation does not change the law
that limits the number of flights at Washington National Airport. As the Committee
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Chairman may recall from the last session, the slot rule works well for this region.
It limits the amount of noise and pollution generated at a congested airport that
cannot accommodate any new flights and facilitates the development and growth of
the region’s' two'other airports, Washington Dulles International Airport and Balti-
more Washington International Airport (BWI).

You will not be surpri however, to learn that I object strongly to this legisla-
tion. First, this legislation not achieve its broad goal of promoting eomngi.tion
within the aviation industry. It focuses almost exclusively on access issue at four
congested airports. Even the General Accounting Office’s report, “Airline Deregula-
tion, Barriers to Entry Continue to Limit Competition in Several Key Domestic Mar-
kets,” which helped serve as a basis for this legislation, cited other barriers to com-
petition, including frequent flyer plans, bonus commissions to travel agents, airline
ownership of computer reservation systems, co-chairing partnerships with commuter
gir‘iﬂ_ carriers and other marketing strategies, that hinder the new entrants and lower

ares.

With regard to the slot rule, one cannot achieve any imtprovement in access and
hence competition without increasing the total number of flights, which would be
met with fierce opposition. Calling upon the Secretary of Transportation to reallo-
cate some of the existing slots that are presently bought and sold on a free market
basis sounds like re-regulation of the airline industry, something I thought was
credited with stifling competition. If the Secretary is to give priority consideration
to communities “served by small hub and medium hub, and other airports that do
not have service to the high-density air?rts,” then isn’t this legislation creatingb:
situation where the airlines serving the high-density and luqe ub airports will
subsidizing the airlines serving the smaller airports? Should the government be
given the role of picking airlines and routes rather than awardi e limited slots
on a free market basis? I also have some concerns that those airlines that have
made substantial investments at Washington National and bought their current
slots would not be compensated for forfeiting these slots under this proposal.

y second concern is with the granting of exceptions to the 1250 mile perimeter
rule at National Airport. Littinl% e perimeter rule, even in limited circumstances,
will unravel the balanced deve gment lans at all three of our region’s airports. A
ch in the meter rule would result in a cut back in locations presently served
by National. r time, short-range service at National would be displaced and the
number of transcontinental flights operating out of Dulles would decline. As those
transcontinental flights decline, Dulles would cease to become an attractive destina-
tion for international service. The growth and develﬁpment plans overseen by Con-
gress and the substantial investment made at both National and Dulles by the tax-
payers, the Federal Aviation Administration (FAA) and the aviation community
would become substantially devalued.

As the Member of Congress who represents this region, I would also like to point
out that exceptions to the perimeter rule will also generate more noise and conges-
tion at National Airport. There is a direct relationship between the takeoff weight
ofa icular aircraft and the fuel load it must carry. Aircraft with heavier takeoff
weights produce more noise than airplanes with lighter loads. A stage III aircraft
gﬁparting National for Los Angeles will generate more noise at takeoff than a stage
th.taimrait departing for Cleveland. FAA Advisory Circular, AC No. 36-3G states

“takeoff noise levels are reduced subetantiallﬂ as aircraft takeoff weight is re-
duced. . . . Conversely, those aircraft normally associated with high weight,
lol:g range operation and, therefore, greater productivity, have higher noise lev-
e

Mr. Chairman, airport noise reduces the qualify of life in neighborhoods in Arling-
ton, Alexandria, McLean, and Potomac, ile these communities understand that
National is here to stay, they should not be asked to endure additional noise when
no compelling public need is served. The balance that has now been struck between
the transportation and economic needs of air travelers and the region’s environ-
mental concerns was crucial to community acceptance of the redevelopment of Na-
tional, now nearing completion.

As the committee looks into the issue of aviation competition and the slot and pe-
rimeter rule in effect at National, it needs to look at how a region is being served
by all three of its airports. If the committee wants to find ways to promote lower
direct service, both Dulles and National appear to be meeting this demand. National
boasts excellent direct service to communities within the 1 rimeter rule. Elimi-
nate the perimeter rule and some of these communities will be less well served or
may lose service all together. Dulles and BWI provide excellent direct service to
communities outside the perimeter rule. BWI has capitalized on discount service,
charter and vacation destinations. In large part, the maintenance of a high level of



18

competitive air service at all three airports is due to the slot and perimeter restric-
tions at National.

In fact, a,1996 survey of fares on transcontinental flights originating at National
\];:rlwle actudlly less expénsive than flights with the same destination originating from
es:

Dulles National
Fare Passengers Fare Passeagers
San Francisco $337.90 542,040 $222.55 187,760
Los Angeles 288.24 578,940 206.74 210,780
Denver 240.68 380,290 235.81 123,320
Seattle 284.69 175410 235.81 126,310

The only difference is that the perimeter rule at National forces passengers to suf-
fer the inconvenience of an extra stop. As a reFion, competition is alive and well
among the airports that serve the nation’s capital.

National is only one of 780 commercial airports operating in the U.S. It handles
less than 1. 5 percent of the total number of U.S. passengers. I believe recent
changes in the aviation excise tax that lowers the tax from 10 percent to 7.5 gement
and making up the difference through a “deplanement” fee that is collected every
time a plane leaves the runway will have a much greater impact on competition and
short and long-haul flights than any reallocation of slots at National.

Four years ago, the National Commission to Ensure a Strong Competitive Airline
Industry exempted Washington National Airport from is recommendation calling
upon the FAA to revive the rule that limits operations at “high density” airports.

re is absolutely no reason to change either rule now.

The CHAIRMAN. Thank you very much, Mr. Moran.

I hope that you will look at the DOT study and the GAO study,
of which we have had many over the years, which all indicate that
the consumer will pay less. And Steven Morrison, Professor of Eco-
nomics at Northeastern University, estimates that removing the
&erimeter rule at Washington National would save passengers in

ashington $90 million a year.

But I understand your position and I appreciate it. And I fully
understand your concerns. I appreciate you being here.

Mr. MoRrAN. Thank you, Mr. Chairman.

Senator FORD. I might say to Mr. Moran, too, there is a limit to
the size of airplanes that can come into National, compared to Dul-
les. And it all goes back to the point you make. I am not sure if
you take the slots away from some place out here and they lose it
in Cincinnati, they would take one out of Cincinnati and give it to
Atlanta so that they could come in here, so I am not served in Cin-
cinnati and small communities out there. So slots have an effect all
the wai across, a rippling effect. And I happen to agree with you.

Thank you. ‘

Mr. MoRAN. Thank you, Senator.

The CHAIRMAN. I know, Congressman Moran and Congress-
woman Slaughter, you have other things to do. Obviously, we ap-
preciate very much your being here, and we understand if you have
to leave. We are always pleased to have you and your views before
this committee. And I want you to understand you are always wel-
come.

Ms. SLAUGHTER. Thank you very much for that, Mr. Chairman.

Mr. MoRraAN. Thank you very much, Mr. Chairman. We know the
Senators have a lot to do, too, so we very much appreciate them
letting us go ahead.

The CHAIRMAN. Senator Warner.

Senator WARNER. Senator Robb can go first.
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The CHAIRMAN. Senator Robb.

STATEMENT OF HON. CHARLES S. ROBB, U.S. SENATOR
FROM VIRGINIA

Senator RoBB. Mr. Chairman, first of all, let me ask unanimous
consent to have the statement that I was going to give, which in-
cludes several points that have been passionately and eloquently
addressed by both my friends, Congressman Jim Moran and the
distinguished senior Senator from Kentucky, put into the record. It
would simply be repetitious, and I would hope that when the state-
ments not actually given are compared, that mine will compare fa-
vorably, at least in terms of quality. I do not know what the distin-
guished junior Senator from West Virginia has in his statement,
but I would like to have them judged on an equal basis.

Having said that and having said that I agree completely with
these earlier comments, let me just point out that I first worked
on these issues when I was Governor back in the early eighties. I
worked with my distinguished colleague, Senator Warner, as well
as other Members of the Senate and the House, in establishing the
Commission, the Metropolitan Washington Airports Authority
(MWAA), et cetera. Mr. Chairman, we have worked together over
many years. You and I have had many discussions, private and
public, about this issue. So we know our respective positions well.

The one point that I am not sure was sufficiently underscored is
that to treat any one of the three airports as an individual entity,
without considering them as a group, is a mistake. Recently, statis-
tics were published indicating that the Washington metropolitan
area is the second most congested area in the country—second only
to Los Angeles. The MWAA is a prime example of regional coopera-
tion. For all of the reasons given by the Congressman from the
eighth district of Virginia and others, I believe, with all due re-
is:;)pe]c{t., Mr. Chairman, that your legislation would be a distinct set-

ack.

There has been a significant investment made not only by the
airlines, but also by the Washington Metropolitan Airport Author-
ity, to the tune of about $2 billion, based on the assumption that
the perimeter rule would remain extant and that the essential dis-
tribution of slots would be treated equitably and would not be in-
crea]:ed. Because of those very significant investments, the system
works.

Again, I would suggest to you that if we look at any one airport—
i.e., National Airport—by itself, we are completely ignoring the en-
tire regional concept that was set up and which has been so ably
explained by others on this particular panel.

So I would urge you, Mr. Chairman, as you consider this par-
ticular piece of legislation, to look at the three airports as an exam-
ple of regional cooperation designed to accomplish objectives larger
than any single airport considered in isolation would be able to ac-
complish.

Thank you, Mr. Chairman.

[The prepared statement of Senator Robb follows:]
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PREPARED STATEMENT OF HON. CHARLES S. ROBB, U.S. SENATOR FROM VIRGINIA

Mr. Chairman, thank you for providing me with this opportunity to testify about
{:ur legislation to)improve service at high density airports. I welcome your effo:

t I remain concerned that the legislation before the committee could be harmfu
o oo, the ca ’fan‘h"nsmw“ iy Deset, by serious transportation chall

ou know, ca is serious trans n enges—
traffic congestion here iglucon only to Los Azgeles One way to address this prob-
lem is through regional action, and one of the best examKIAea of such regional action
is the Metnr:folitan Washington Airports Authority (MWAA), which m: s Dulles
and National Airports. has brought more than $2 billion in investment and
growth to these airports, and improved airline service to the region.

The airports run by MWAA, National and Dulles, in conjunction with BWI, per-
form a crucial role, in providing air transportation to this area. The legislation be-
fore this a Committee threatens this service :)]y threatening tile perimeter rule,
which shifts long-distance flights from National to Dulles and thereby maintains
balance among our regional airports.

It is a mistake to look at any of these airports in isolation. They work in tandems.
I believe elimination of the perimeter rule would destroy Dulles. As the 5th Circuit
Court of Appeals noted in &‘ety of Dallas v. FAA, “in the absence of the perimeter
rule, National would absorb long-distance flights over and above its already over-
crowded capacity, while Dulles would wither on the vine.

Regional investments in Dulles, including more than $1.6 billion in bonds issued
by the Metropolitan Washington Airports Authority, would also suffer if the perim-
eter rule were changed.

Mr. Chairman, on a second issue, I am pleased that your legislation would not
seek to increase the number of flights at National. I am still troubled, however, by
the proposed change to the slot rule. First, I believe the change is premature. As
you know, this past Friday the FAA granted a several exemptions to the slot rule
at O’'Hare and LaGuardia. These exemlptions were made pursuant to 1994 action b
Congress to improve competition, and I believe we should wait and see how this pol-
icy improves consumer options.

Second, it seems to me that relocating the slots could do more harm than good.
As ti;on know, of the 152 slots that were redistributed in 1985, only 13 remained
in the hands of new entrants. So it's not certain that the redistribution would in-
crease competition There would be great harm, however, to incumbent airlines that
have made substantial investments under the assumption that the current slot rule
would remain in place.

On a final note, I would like to express n‘y concerns about the xmfl:ct of this legis-
lation on U.S. Airways, headquartered in irﬁlnia. This company already does busi-
ness in many under-served communities: of the 43 communities served by U.S. Air-
ways from National, 35 communities board less that 1% of the nation’s total
emplanements. But while this company serves consumers well, taking away its slots
at National would be extremely unfair because of it’s multimillion dollar investment
in National Airport operations. This investment was made with the ex tion that
the federal government would not take away any more, slots after 1985.

Mr. Chairman, thank you for permitting me to testif;' today and for your consider-
ation of these important issues.

The CHAIRMAN. Thank you very much, Senator Robb.
Senator Warner, welcome.

STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR
FROM VIRGINIA

Senator WARNER. Thank you, Mr. Chairman, members of the
committee.

Nineteen years ago, when I was privileged to come to the Senate,

I joined this committee. I sat right where Mr. Bryan is seated. I

?g&gﬁ&en] thought where I migit be sitting today had I stayed.
ter.

[ Th;h CHA]IRMAN. We probably would not be having this hearing.
Laughter.

Senator WARNER. Briefly, though, I speak from some modest base

of knowledge on this, because one of the reasons I joined was the

problems associated with National Airport. That was in 1979. And
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then, of course, in 1981, we had the compact, which really laid the
foundation for.a peaceful coexistence between the two airports then
under Federal ownership and control and the multitude of airlines
they were serving.

Thereafter we decided we had to de-federalize these airports. We
did it for one basic reason, and that is, that the Congress did not
want to vote for the funds that were clearly needed to modernize
these two air%orts. So, therefore, we appointed the Commission to
study the problem. I was privileged to be a member of that Com-
mission. Senator Sarbanes was on it, representing Maryland, and
the former Governor of Virginia, Governor Holton, was the chair-
man.

We wrote our report. Our report was received by the then-Sec-
retary of Transportation, and we moved toward the legislation. I
was privileged to be one of the coauthors of that legislation. It
passed. And it put in place not only the de-federalizing of these two
airports, but a legislative structure on which many, many people
placed great reliance.

First and foremost were the people who came forward to provide
the funds for the modernization of these two airports. And I fear,
with no disrespect to my former Naval colleague and dear friend,
that if you were to go forward with these proposals, you will begin
to destroy the basis on which funding today and funding tomorrow
and a decade hence will be available to keep these airports modern.
The perimeter rule is the key to it.

As to the slot question, a similar situation. Again, we started in
1981. We solved the problem. We moved ahead. And the airlines
have come to rely upon the solidarity of this framework of laws, as
it relates to the perimeter and the slots, by which they go to their
stockholders and make the necessary investments that they must
make in these two airports. This very fine modernization of Na-
tional, which we are all sharing by virtue of our use, is made pos-
sible in part by those investments by the airlines and from the
public sector where the funds have come to modernize.

So I do not think there are two airports anywhere in the country,
and perhaps in the world, as Senator Robb said—and indeed, with
BWI they are one major market, the greater metropolitan area of
Washington, DC. Touch one, ‘you touch all three. There is relative
peace now, and I fear that if these proposals were ever to be en-
acted into law, we would have civil war break out and all of us
would suffer.

Thank you, Mr. Chairman. I will submit my brief statement.

[The prepared statement of Senator Warner follows:]

PREPARED STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR FROM VIRGINIA

Mr. Chairman, I am here to testify today on a matter of extreme importance to
Virginia and many other states.

e Aviation Competition Enhancement Act of 1997 is an important review of the
regulations of the airline industry. While this bill claims that it will enhance com-
petition, the provisions it would impose are actually a first step toward regulation
and would also undermine the carefully-built network of air service between Na-
tional, Dulles and BWI airports established over a period of a decade.

Two areas are of pﬁm::{ concern to Virginia:
(1) The proposals to weaken the current perimeter; and,
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(2) Changes to slot controls agreed upon in 1965. Of particular concern to the
Commonwealth of V'i’gnia is* how slot changes 1 impact US Airways
headquartered in my state.

Mr. Chairman, kindly allow me to review what happened a decade ago.

along with Secretary Elizabeth Dole and former Virginia Governor Linwood
Holton, worked to mold both a plan and the consensus to transfer ownership of the
two a.ir{om, Washington National and Dulles, from federal control to a non-Federal
authority.

Following a very tortuous and uncertain course through the lefislative tﬂm
a bill was {inally placed on President Reagan’s desk for signature. In 1987, the Met-
mﬂitan Washington Airports Authority took control of the two airports.

is authority was chartered under an interstate comK‘act to operate the airports
and to raise the money necessary to modernize National Airport and Dulles.

Even prior to the Metropolitan Washington Airports Authority taking control of
the two airports, the perimeter and High Density Rules at National Airport were
in place. They were part of a compact between Congress and the aviation industry
on the one hand, and area residents affected by the airport on the other. This com-
pact was made in 1981 and it has served the National Capital region, the air trav-
eler and the air transport industry very well.

This compact along with the transfer of the airports ended decades of dispute over
noise level emanating from National Airport an itted a $1 billion cagtal de-
velopment program by the Metropolitan Washington Airports Authority at both Na-
tional Airport and Dulles. We can readily see the results of this capital investment
with the opening of the modern National Airport terminal.

Now that the facilities are in place, should we in Congress modify these proposals
which are the heart the 1981 compact and the 1987 transfer of the airports to a
non-federal authority?

For the air traveler and the air transport industry, the H:g‘h Density and Perim-
eter Rules at National Airport provide a balanced use of the region's airport re-
sources. Since that balancing policy went into place, the availability of air service
to the Nation’s Capital has substantially increased as has competition.

For example, lookin fnst at Dulles and National and leaving aside the substan-
tilal gains made by BWI, we find that sincé the balancing mechanism was put in
place:

o The number of non-stop markets with competitive service has increased from
33 to 40—a 21% gain.

e The number of jet markets has increased from 16 to 22—a 27% increase.

e The number of transcontinental and Rocky Mountain markets served has in-
creased from 6 to 10—a 67% improvement.

Mr. Chairman, if the Perimeter Rule unravels, the laws of airline economics will
surely drive a change in the roles of both National Airport and Dulles. If that hap-
pens, many constituencies inside the current Perimeter Rule will lose their direct
access to National Airport as their slots are taken by higher value transcontinental

flights.

have reviewed the proposed legislation concerning service to high density air-
ports. While I share youl:' view thatg:)mpetition is , I must tell you of theygreat
concerns this legislation raises for me, particularly use it would be so damaging
to US Airways headquartered in my state of Virginia.

For almost sixty years US Airways has dedicated itself to establishing an East
Coast network, investing in airports up and down the Coast. By doing so, it is a
major carrier at Washington National Airport and LaGuardia, both slot controlled
airports. After suffering many years of loss, and bringing itself out of the threat of
bankruptcy, this legislation now threatens the very system US Airways hard to
build and maintain, its most difficult years.

This is not the first time its operations have been threatened. In 1965, the Fed-
eral government, reswnding to the communities around the airport, stepped in and
set slot controls at Washington National Airport, limiting forever the number of
commercial operations at the airport. Carriers at the airport were assured that their
investments would be protected, or “grandfathered” and they would be able to keep
slots necessary to continue their operations.

In 1985, the lFovernmenl; once again intervened, taking away 152 carrier slots at
the slot-controlled airports with the promise that this was a one-time event and
fmmlt}t::t day forward all carriers would be subject to the buy/sell method of obtain-
ing slots.

e proposal set forth in this legislation, not only betrays the assurances that the
airlines were given, but possibly undermines the commitments US Airways and oth-
ers have made in funding this outstanding new terminal. US Airways’ intricate sys-
tem of linking its service to and between communities throughout the eastern half
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of the country through National Airport would be decimated. The very benefits and
gzals set out by Congress when it passed the airline deregulation bill in 1978 will
tossed to the wind:

Mr. Chairman, US Airways serves 43 communities out of National Airport and
it is important to note that 35 of these communities board less than 1% of this coun-
try’s total enplanements. These communities are the very cities you are saying
would be helped by this legislation. This is just not true.

By taking away slots from the dedicated carriers at the ailsort, you threaten the
very cities you say you want to help. I cannot sit idly by and watch a halfway at-
tempt to re-regulate, threaten a company, its employees and a system as important
i, Chotrrann, T wil vigon Airlv;ay'pose' ttempt to pass this legislation, du

. Chairman, I will vigorously o any attem s this ion, due
to the concerns expressed %orr:viouslypm %%:timn; andl:.l:o by Secretary Robert
E. Martinez of the Virginia Department of sportation.

COMMONWEALTH OF VIRGINIA,
OFFICE OF THE GOVERNOR,
Richmond, VA, October 28, 1997.
The Honorable JOHN McCAIN,
U.S. Senate,

Washington, DC.

DEAR SENATOR MCCAIN: I address myself to you to ex?ness to you the concerns
of the Commonwealth of Vi:ginia re%u'ding irour proposal to authorize exemptions
to the perimeter rule at Washington National Airport. If successful, I am concerned
this could brave damaging r‘:}aercussions for the dynamics of air transportation
throughout the metmro itan Washington area. More specifically, it could also dam-
age the carefully developed network of international and domestic air service at Dul-
les Airport so important to Virginia.

The_perimeter rule defines National Airport as a premier local and regional air-
port. The existence of the rule has spurned development of Dulles International as
a vital and vibrant ﬁateway for the entire metropolitan Washington area. This air
service growth at Dulles has led to dramatic economic benefits in northern Virginia
including significant investments, by many small firms premised on the continue
health of Dulles specifically. This is threatened by the changes being proposed in
the perimeter rule.

Separately, beyond the issue of the perimeter rule, I believe the air service rami-
fications of changes to slots and the impact on existing carriers may not be fully
appreciated. Also, the overall tone of the legislation appears re-negulato . I do not
believe this is in the best interests of the industry or the flying public and, knowing
your clear statements and positions, I am convinced this was not your intent.

I respectfully urge that you reconsider your position on this legislation and retract
it from further action.

Thank you for your attention to our concerns.

Sincerely,
ROBERT E. MARTINEZ,
Secretary of Transportation.

The CHAIRMAN. Thank you very much, Senator Warner, Senator
Robb. Thank you for being here.

I still remain hopeful that sometime we can work out something
on this issue because in my view, and more importantly that of the
Department of Transportation and the GAO, we continue to cause
more expense to the average passenger, including my constituents
from the State of Arizona, who fly back and forth from the Nation’s
capital. And until the time comes when you two can refute the ob-
jective findings of organizations such as the Department of Trans-
portation and the General Accounting Office, then it is hard for me
to accept your arguments. But I fully understand and appreciate
them, and I look forward to continuing the dialog. .

I thank you for being here on behalf of your constituents and
your interests. I thank you very much.

Set.l,ator BRYAN. Mr. Chairman, might I make a very brief state-
ment!
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The CHAIRMAN. Sure, Senator Bryan.

STATEMENT OF HON. RICHARD BRYAN, U.S. SENATOR
FROM NEVADA

Senator BRYAN. I thank the Chair. I would ask unanimous con-
sent that the full text of my comments be included and made part
of the record.

The CHAIRMAN. Without objection.

Senator BRYAN. I would simply make three points. Coming from
a State in which tourism is our lifeblood and which in southern Ne-
vada there are now 100,000 hotel rooms that have to be filled—
soon 125,000—ex?anded airline service is of critical importance to
our economy. So let me briefly say, Mr. Chairman, that I support
your objective in repealing the perimeter rule, because I think that
provides the potential of more service for my constituents at lower
cost.

Second, hailing from a State that has had the experience recently
of a startup airline, and recognizing their vulnerability to preda-
tory pricins, I am supportive of your objective there as well. It is
very, very difficult, notwithstanding the theoretical basis of deregu-
lation, for a startup airline to penetrate the market if they are vic-
timized by predatory pricing.

And, third, let me also say that with respect to the slot issue,

aining access to slots at major airports is absolutely critical for
the survival. I am interested in working with you to make sure
that those slots that are previously allocated, that may be under-
utilized or utilized in a manner which is not consistent with effec-
tive air service, be allocated to those startup airlines that provide
additional service and who currently do not have the slot alloca-
tions that enable them to serve critical regional airports.

I thank you, Mr. Chairman.

[The prepared statement of Senator Bryan follows:]

PREPARED STATEMENT OF HON. RICHARD H. BRYAN, U.S. SENATOR FROM NEVADA

Mr. Chairman, thank you for calling this hearing today on this important subject.

Nevada tourism is, of course, highly dependent on affordable and efficient air
service. For the most part, deregulation of the airline industry has served Nevada’s
mtﬂ'or tourism markets well. With over 100,000 rooms to fill in Clark County alone,
and with thousands more in the pipeline, Nevada’s economy cannot survive without
sufficient air service.

In a completely competitive marketplace, Nevada’s status as a premier inter-
national tourist destination should ensure that we are adequately served by com-
mercial airlines. Too often, however, remaining barriers to competition constrain our
ability to provide access to Nevada from numerous important potential markets, and
I believe the Chairman’s bill goes a long way to removing these impediments.

First, I fully support the Chairman’s efiorts to eliminate the artificial and out-
dated “perimeter rule” for Washin%t:n National Airport. While the perimeter rule
may benefit communities inside its boundaries, it clearly discriminates against those
of us outside the perimeter. There is simply no reason to arbitrarily deny ac-
cess to Washington National to markets such as Las Vegas, and while I would pre-
fer a complete repeal of the perimeter rule, I support the Chairman’s proposal to
create a mechanism to provide exemptions to the rule as a reasonable compromise.

Second, the Chairman’s legislation addresses an extremely important and trou-
bling issue with his proposal related to predatory pricing. In Nevada, we have had
some experience with the predatory pricing problem in relation to our new entrant
carrier, Reno Air, who will testify here later today. Back in 1993, Reno Air at-
tempted to begin service between Reno and Minneapolis, Northwest Airlines mai':r
hub. At the time, Northwest offered no Reno/Minneapolis service, but Reno Air be-
lieved the market had some potential. As soon as Reno Air announced its plans to
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enter that marke&uhowever, Northwest not only matched Reno Air's planned Reno/
Minneapolis schedule and fares, but also announced plans to “overlay” a large por-
tion of o Airs route structure. Northwest’s actions were clearly predatory, de-
signed to take advantage of its' much ter financial atmnmupunish Reno Air
for attemp to enter Minneapolis. tary Peiia, then r{lof Transpor-
tation, to intervene, and Northwest eventually backed off. Unfortunately,
however, the Secre 's actions came too late, and Reno Air, faced with substantial
losses, withdrew its Minneapolis service. The Chairman, in his legislation, correctly
emphasizes the need for quick, decisive action by the DOT in cases of predatory
pricing, and, while I believe the DOT does take allegations of predatory pricing sen-
ously, 1 think the Chairman’s predatory pricing proposal is appropriate.

Third, I am in general ment with the Chairman’s desire to eliminate the
anti-competitive impacts in the four slot controlled airports. As witnesses be-
fore this Committee have testified over the years, federal slot controls at these air-
grts create significant barriers to entry to some of the most important markets in

e nation, and the result is less service and higher prices. Reno Air has had some
experience with this issue as well, and I am very grateful for the Department of
Transfomtion’s willingness to grant Reno Air exemptions from the slot rules, as
recently as last Friday, to allow the airline to serve O’Hare. Service to O’Hare is
an essential ingredient in Reno Air’s success, since it provides access to both the
important Midwest markets, as well as connecting flights to East Coast markets.

pite the success for several airlines of the DOT's slot exemption process, the
problem still exists, particularly for Washington National. While I am somewhat
concerned by the Chairman’s proposal to arbitrarily withdraw slots from incumbent
carriers, I do believe we should take action to give new entrants greater access to
the slot controlled airports. For example, I think we could take a closer look at the
utilization of slots by incumbents, and the “use it or lose it” rules. While I am reluc-
tant to take slots away from carriers if they are beinalﬁxlly utilized, I suspect that
there is a fair amount of “gaming” of slots to meet the current “use it or lose it”
rules. Reallocating under used slots to new entrants would provide new entrants ac-
ctta‘ss to tthese airports, while not necessarily lowering the incumbents total number
of operations.

. Chairman, I support the general goals of your legislation, and look forward
to continuing to work with you on this important subject.

The CHAIRMAN. Thank you very much, Senator Bryan.

We will have our next panel, which is Mr. Patrick Mtxghy, Dep-
uty Assistant Secretary for Aviation and International Affairs, De-
partment of Transportation; and Mr. Gerald Dillingham, who is the
Assistant Director, Transportation Issues, Resources, éommunity,
gndolif:%onomic Development Division of the U.S. General Account-
in, ce.

am very sad to note that Mr. Anderson, who had been sched-
uled to testify here, has been taken seriouslﬁ ill and, obviously, our
sincere thoughts go out to him, And, Mr. Dillingham, I hope you
will convey our sincere best wishes to Mr. Anderson in this terrble
time. I thank you for being here.

Mr. Mmf-ph , we will begin with you. Thank you to both of the
witnesses for being here. ‘

STATEMENT OF PATRICK V. MURPHY, DEPUTY ASSISTANT
SECRETARY FOR AVIATION AND INTERNATIONAL AFFAIRS,
DEPARTMENT OF TRANSPORTATION

Mr. PATRICK MURPHY. Thank you, Mr. Chairman, members of
the committee. The Department appreciates this opportunity to dis-
cuss domestic airline competition today.

At the outset, let me state what we have said this year in testi-
mony in both Houses of Congress—name‘liy, that the Department
continues to view that domestic airline deregulation has been a
success; it has brought more competition, lower fares, and better
service to the vast majority of our citizens. It has made our airlines
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the most efficient and innovative in the world. It has served as the
model for aviation liberalization that is now spreading rapidly
worldwide. And itthas_seen safety increase and noise levels decline.

Nevertheless, Mr. Chairman, not all cities and regions of the
country have shared equally in the full benefits of deregulation.
And the Department is sensitive to its obligation to address im-
pediments to competition and service where we can identify them.

The key competitive problem we identified in our multi-volume
study of domestic airline competition in 1990 was high fares at hub
cité:s dominated by one carrier. And that problem remains with us
today.

The expansion of competition from new entrants has slowed al-
most to a standstill. Only one low-fare new entrant has started op-
eration over the past 16 months, and no new application has been
filed in 1997 to begin low-fare scheduled service. Although, Mr.
Chairman, I will have to amend that, since last evening we did re-
ceive an application for a new low-fare airline to begin service from
Portland, OR.

Of great concern to us over this 16-month period has been an in-
creasing number of allegations of anti-competitive practices aimed
at new competition, particularly at major network hubs. In addi-
tion to possible anti-competitive behavior, the Department believes
that fares higher than appropriate may also be due to airport ac-
cess restrictions such as slot controls, marketing barriers, and com-
puter reservation systems that favor network carriers.

We also recogmize that small- and medium-sized community
issues are of concern to Members of Congress. Not unexpectedly
many smaller communities have benefited under deregulation an
have seen their service increase. But others have experienced de-
clines in the quali'gl or quantity of service. The Department has
been at work over the past year in dealing with small community
issues, as well as competition problems.

Last week, we reported to Congress on our progress in address-
ing competitive issues this past year. The rerort spelled out four
areas of activity. The first involves access to slots at our four high-
density airports in New York, Chicago, and Washington. In 1994,
Congress gave us the power to grant exemptions to the slot rule.
In response to a GAO recommendation that DOT be more proactive
in granting slot exemptions, the Department announced its inten-
tions earlier this year to be more active and take competition into
account when deciding on exemption requests from new entrants.

As of today, we have received six requests for 109 slot exemp-
tions at Chicago O’Hare and seven requests for 55 slots at New
York’s LaGuardia Airport. After carefully considering the benefits
and costs of adding service, last Friday we ruled on the first eight
requests, and granted 10 slot exemptions to two new entrants at
O’Hare and 21 slot exemptions to three new entrants at
LaGuardia.

We will address the newer slot requests in the future. I must em-
phasize, however, that the number of new operations we can au-
thorize thro exemptions is limited because of the impact they
can have on flight delays.

In addition to exemptions from the slot rule, the Department has
begun a process of evaluating how effectively slots are currently
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being used at each of our four slotted airports. There is reason to
believe that air carrier slots are not always being put to their full
and best/'use.The New York Port Authority has testified that slots
at LaGuardia are not being effectively used and, as a consequence,
some of their facilities are underutilized.

As we undertake this investigation, we will keep in mind the
GAO recommendation to reallocate slots to improve competition, as
well as the interest in reallocation expressed in draft legislation by
you, Mr. Chairman, and by other members of the committee.

A second competitive area has been addressed through
rulemakings involving computer reservation systems. We have pro-

osed four new rules for computer reservation systems owners.

ith respect to anti-competitive practices, we have heard many
complaints that large airlines are trying to drive out new competi-
tors by matching or undercutting much lower fares offered by low-
cost airlines, and by selling far more seats at these low fares than
are being offered by the new entrants.

In those instances where low-fare competition has left the mar-
ket, average fares generally increase above those charged prior to
the new entry, and low-fare bargains virtually distﬁpear. Both
DOT and the Department of Justice have statutory authority to ad-
dress this behavior. We have been working closely with the Depart-
ment of Justice in developing an analysis of what constitutes pred-
atory conduct in air transportation under both Departments’ stat-
utes.

Finally, on the competition front, we have undertaken consumer
information activities, including the publication of a quarterly re-
gort on average airline fares paid in the top 1,000 city-pair mar-

ets. An important purpose of these reports is to provide civic lead-
ers and airport managers who are trying to gage the effect of com-
petition with information about how average fares at their cities
compare with fares for other markets and cities. Cities can use this
information as an aid in seeking out new competitors, and airlines
can use it to see where the opportunities for added competition are
greatest.

With regard to small community activities, Congress and the ad-
ministration have worked together to maintain the effectiveness
and efficiency of the Essential Air Service program. In fiscal year
1998, the program is funded at the 50 million level provided for b
the Rural Air Service Survival Act. We are planning to fund all
statutory Essential Air Service requirements established in 1987.
Restoration of service will help communities to regain traffic and
promote growth. We are already seeing renewed interest from air
carriers to participate in the Essential Air Service program.

In addition to the actions DOT has taken, other ideas to assist
domestic competition and small- and medium-sized community air
service have been suggested. With regard to domestic competition,
a number of ﬁro sals have surfaced, including complete elimi-
nation of the high-density rule, changes to the perimeter rule at
Washington National Airport, and elimination of the Wright
amendment which limits operations out of Dallas’ Love Field.

These decades-old restrictions have been either legislated or rec-
&Enized by Congress. They have, to some extent, evolved beyond

eir original intent to control aircraft operations. Environmental
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and regional development concerns emerged each time changes to
these restrictions are contemplated. We are of the view that it is
up to/'Congress/ and'local authorities to decide whether to modify
these longstanding arrangements, such as just occurred in the case
of Love Field.

We take this view while, at the same time, recognizing that air-
line dereiu.lation is premised on the concept of open competition
and the elimination of economic restrictions on the airline industry.
Several studies done outside DOT demonstrated that slot restric-
tions lead to higher fares and less competition.

With regard to air service at smaller cities, we have discussed
with congressional staffs the concept of legislative proposals that
would set up demonstration projects to provide upgraded air serv-
ice with some Federal support in the form of loans, loan guaran-
tees, grants, and direct subsidies. The Department has had experi-
ence in a number of areas with demonstration projects. We find
{;hey can be most useful when conducted on a limited and selective

asis.

Thank you, Mr. Chairman, for providing us with an opportunity
to comment today.

[The prepared statement of Mr. Patrick Murphy follows:]

PREPARED STATEMENT OF PATRICK V. MURPHY, DEPUTY ASSISTANT SECRETARY FOR
AVIATION AND INTERNATIONAL AFFAIRS, DEPARTMENT OF TRANSPORTATION

Thank you Mr. Chairman and Members of the Committee. I appreciate the oppor-
tunity to discuss domestic airline competition and service issues.

At the outset, let me state what we have said this year in testimony in both
Houses; namely, that the Department continues to view domestic airline deregula-
tion as a success that has brought more competition, lower fares and better service
to the vast majority of our citizens, has made our airlines the most efficient and
innovative in the world, has served as the model for the aviation liberalization that
iiin rapidly spreading world wide, and has seen safety increase and noise levels de-

cline.

Nevertheless, not all cities and regions of the country have shared equally in the
full benefits of deregulation, and the department is sensitive to its obligation to ad-
dress impediments to competition and service where we can identify them.

The key competitive problem we identified in our multi-volume study of domestic
airline competition in 1990—high fares at hub cities dominated by one carrier—re-
mains with us today. For several years we were encouraged that a market response
to this problem in form of new competition from low-fare Koint-to-point carriers
was providing the necessary competitive discipline to eventually solve this problem.
Since the beginning of 1993 there had been a steady stream of new entrants, many
of which were using the low-fare approach pioneered by southwest airlines. In an
April 1996 study we estimated that almost 40% of domestic passengers traveled in
markets with low fare competition, saving consumers an estimated $6.3 billion an-
nually in airline fares.

However, beginning in May of 1996 when one of the most successful new entrant
airlines, Valujet, had a tragic crash, the expansion of competition from new entrants
has slowed almost to a standstill. bnly one low-fare new entrant has started oper-
ations over the past 16 months and no new applications have been filed in 1997 to
begin low fare scheduled service. Of great concern to us over this 16-month period
has been an increasing number of allegations of anticompetitive practices aimed at
new competition, particularly at major network hubs. In addition to possible anti-
competitive behavior, the Department believes that fares hiﬁher than are appro-

riate may also be due to airport access restrictions such as slot controls and mar-
eting barriers such as computer reservation systems that favor network carriers.

We also recognize that small and medium sized community issues are a concern
to Members of Congress. Not unexpectedly, many smaller communities have bene-
fited under deregulation and have seen their service increase. But others have expe-
rienced declines in the quality or quantity of service. In most instances, the degree
of change has corresponded to the disparity between service and demand at the time
of deregulation: communities with hixl:ervioe levels but low passenger counts have
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experienced the largest losses in service while others have fared quite well. It is dif-
ficult to attribute service changes after deregulation to any one single factor—fares,
carrier/replacements, population shifts, overall economy, etc.—because so many ele-
ments have changed simultaneously. In general, service at small communities shift-
ed from infrequent, multi-stop service with jet and large turboprop aircraft to more
fmﬁeent and, typically, nonstop service with smaller commuter aircraft.

Department has been at work over the past year in dealing with small com-
munity issues as well as competition problems. week, we reported to Congress
on our pro?ess in addressing competitive issues over the past year. The report
spelled out four areas of activity.

Ch'l;x:ggnt gmmeul tol ;gt;ts C:g. the four high tt‘ihensit.y airtgom utn Newl}ork,

an n. In ngress gave us the power to grant exemptions
to the slot rule. In response to a GAO recommendation that DOT be more proactive
in granting slot exemptions, the Department announced its intentions early this
year to be more active and take competition into account when deciding on exem
tion requests from new entrants. As of today, we have received 6 requests for 1
slot exemptions at Chicago O’hare and 7 ests for 55 slots at New York’s
LaGuardia Airport. After carefully considering the benefits and costs of adding serv-
ice, last Friday we ruled on the first 8 requests and granted 10 slot exemptions to
two new entrants at O'Hare and 21 slot exemptions to three new entrants at
LaGuardia. We will address the newer slot requests in the future. I must emphasize
that the number of new operations we can authorize through exemptions is limited
because of the impact they can have on flight delays.

In addition to exemptions from the slot rule, the Department has begun a process
of evaluating how effectively slots are currentiy being used at each of the four slot-
ted airports. There is reason to believe that air carrier slots are not always being
put to their full and best use. The New York Port Authority has testified that slots
at LaGuardia are not being effectively used and, as a consequence, some of their
facilities are underutilized. As we undertake this investigation, we will keep in mind
the GAO recommendation to reallocate slots to improve comﬁt:tion, as well as the
interest in reallocation expressed in draft legislation by you, Mr. Chairman, and by
other Members of Congress.

A second competitive activity has been addressed through rulemakings involving
computer reservation systems. We have proposed four new rules for computer res-
ervation system owners. One proposed rule involved the online preference used by
the CRS owners, which gives connections between major carriers and their code-
share partners a better display position. The proposed rule would require each sys-
tem to offer a display without an online preference.

A second proposed rule involves the use of elapsed time in calculating the order
in which to display airline service on a computer screen. Several smaller carriers
had complained their flights were being given unfair treatment. The proposed rule
would prohibit computer flight listing Hlmﬁrams that neither use elapsed time as a
significant factor nor give single-plane flights preference over connections.

A third proposed rule would require each system to use display criteria which are
rationally related to consumer preference, on the theory that such a requirement
would keep systems from offering unreasonable displays.

Finally, we proposed a rule that would Prohibit a “parity clause” that forces each
airline to buy as high a level of service from a system as it does from any other
system, although we also suggested that a system’s use of parity clauses against air-
lines owning or marketing a competing C K;-:em could promote CRS competition.
Several small airlines had complained about this practice.

We have reviewed the public comment on the rulemakings in these four areas and
expect to make decisions shortly on any final rules. We have also recently begun
a complete examination of all the existinf rules regulatinﬁ( computer reservation
systems. We published an advance notice of proposed rulemaking last month asking
for comments on whether and how computer reservation system rules should be
changed. Given the substantial impact of computer reservation systems on competi-
tion, we plan to make completion of this re-examination a high priority.

With respect to anticompetitive practices, we have heard many complaints that
large airlines are tging to drive out new competitors by matching or undercutting
much lower fares oflered by low-cost airlines and by selling far more seats at these
low fares than are being offered by the new entrants. In those instances where low-
fare competition has left a market, average fares generally increase above those
charged l5)1'101' to new entry, and low-fare bargains virtually disappear.

Both DOT and the Department of Justice have statutory authority to address this
behavior. Justice enforces the Sherman Act, which prohibits glredatory practices and
other attempts to monopolize. DOT has the authority to prohibit business practices
that constitute unfair methods of competition. DOT’s autharity is broader than the
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Justice Department’s, since DOT may prohibit conduct that does not violate the
antitrust laws, as long as the conduct is similar to conduct that the antitrust laws
do prohibit. W¢ have been working closely with the Department of Justice in devel-
oping an analysis of what constitutes predatory conduct in air transportation under
both our statutes.

As the result of detailed investigations over the past year, the Department be-
lieves it now has the understanding necessary to develop clear t‘goh(:y idance for
the industry, and to pursue individual enforcement action when that gui is not
followed. We are in the ss of developing policy guidelines for dissemination.
Those guidelines have taken some time to t;wepare since they must strike the dif-
ficult balance of proscribing unfair competition while doing nothing to stifle honest
competition that accrues to the benefit of the public.

Finally, on the competition front, we have undertaken consumer information ac-
tivities including the publication of a quarterly report on average airline fares paid
in the top 1000 city-pair markets. An important purpose of the re‘?om is to provide
civic leaders and airport managers who are tlyil:ﬁ to gauge the efiect of competition
with information about how average fares at their cities compare with fares for
other markets and cities. Cities can use this information as an aid in seeking out
new competitors and airlines can use it to see where the opportunities for added
competition are the greatest. We have also published in the Federal Register a re-
quest for comment on a consumer union petition for a rule that would require car-
riers to disclose to consumers the most recent average fares and lowest fares
charged by the carrier for the route and class of service ested.

With regard to small community activities, Congress and the Administration have
worked together to maintain the effectiveness and efficiency of the essential air
service e‘i)rol;'mm. In fiscal year 1998, the p: is funded at a $50 million level
provided for by the Rural Air Service Survival Act. We are planning to fund all stat-
utory essential air service requirements established in 1987. Restoration of service
will helt?: communities to reﬁgn traffic and promote growth. We have nearly com-

leted the process ofl:ghgra i g service levels. Equally important is the fact that
ongress removed the scheduled sunset date of September 30, 1998. We are already
seeing renewed interest from air carriers to participate in the program.

The Department has also been active in using slot exemption authority for the
benefits of small rural communities. In 1994, the Department granted exemp-
tions to a commuter carrier to serve seven small communities in the midwest to
O'Hare. Earlier this year the Department granted an additional 20 exemptions for
a carrier to serve five more small communities to O'Hare.

In addition to the actions DOT has been taking, other ideas to assist domestic
eompgtition and small and medium sized community air service have been sug-

sted.
8eWit.h mﬁard to domestic eomtﬁetition, a number of proposals have surfaced includ-
ing'wComp ete elimination of the high density rule, changes to the perimeter rule
at Washington National Airport, and elimination of the wright amendment, which
limits operations out of Dallas’ Love Field. These decades’ old restrictions have been
either legislated or recognized by Congress. They have to some extent evolved be-
yond their original intent to control aircraft operations. Environmental and regional
development concerns emerge each time changes to these restrictions are con-
templated. We are of the view that it is up to Congress and local authorities to de-
cide whether to modify these long-standing arrangements, such as just occurred in
the case of Love Field. We take this view while at the same time izing that
airline deregulation is premised on the concept of open competition and the elimi-
nation of economic restrictions on the airline industry. Several studies done outside
dot have demonstrated that slot restrictions lead to higher fares and less competi-
tion.

With regard to air service at smaller cities, we have discussed with congressional
staffs the concept of legislative proposals that would set up demonstration proj];cts
to provide upgraded service, with some Federal support in the form of loans, loan
guarantees, grants and direct subsidies. The Department has had experience in a
number of areas with demonstration projects. We find they can be most useful when
conducted on a limited and selective basis.

In this context, the new generation of 50-seat regional jets will significantly
change the air service landscalpe, especially at small- and medium-sized commu-
nities. But it is too early to tell what the smallest market size will be that will at-
tract these aircraft. However, assuming that carriers would typically not enter a
market with fewer than three round trips a day, and assuming a breakeven load
factorof 501 > , markets as small as 75 passengers a day in each direction may
be able to : . add maintain 50-seat jets.

Thank ;! ... Chairman for providing us an opportunity to testify.
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The CHAIRMAN. Thank you very much.
Mr. Dillingham; welcome.

STATEMENT OF GERALD DILLINGHAM, ASSISTANT DIRECTOR,
TRANSPORTATION ISSUES, RESOURCES, COMMUNITY, AND
ECONOMIC DEVELOPMENT DIVISION, US. GENERAL AC-
COUNTING OFFICE; ACCOMPANIED BY DR. MARNIE SHAUL,
ASSISTANT DIRECTOR, AVIATION COMPETITION WORK, U.S.
GENERAL ACCOUNTING OFFICE

Mr. DILLINGHAM. Mr. Chairman, members of the subcommittee—
members of the committee. With me this afternoon is Dr. Marnie
Shaul. She’s GAO’s assistant director in charge of aviation competi-
tion work.

As has been mentioned several times this afternoon, over the
past decade, we’ve conducted numerous studies related to competi-
tion in the airline industry and we appreciate the opportunity to
be here today to share the results of some of that work with you.

Overall, our work has consistently shown that airline deregula-
tion has led to lower fares and better services for most air trav-
elers. This is due largely to increased competition spurred by the
entry of new airlines into the industry and established airlines into
new markets.

It is also the case that some airports, located primarily in the
east and upper midwest, have not shared equally in the benefits
of deregulation. We found that a combination of factors has limited
entry at these airports and adversely affected fares and services for
consumers using them.

These factors include slower economic growth in these regions,
the dominance of routes to and from these airports by one or two
traditional hub and spoke airlines, and operating barriers such as
limited takeoff and landing slots and restricted gate leases at key
hub airports. .

Additionally, marketing strategies such as building consumer
loyalty through frequent flyer programs have fortified airline domi-
nance at these airports.

Since a variety of factors have contributed to the problems that
these communities experience, it is unlikely that a single action
will be able to solve these problems. It will likely require a range
of Federal, regional, local, and private sector initiatives.

I would now like briefly to discuss some of these initiatives that
are under way at these various levels.

At the Federal level, we have recommended that DOT create a
pool of slots by periodically withdrawing some slots that were
Erandfathered to the major incumbents at the four slot-controlled,

igh-density airports and redistributing them in a fashion that in-
creases competition. This redistribution should take into account
the investment made by the incumbent airlines at these airports.

We also suggested that if DOT chooses not to create a slot pool,
the Congress might consider revising the legislative criteria gov-
erning DOT’s granting of additional slots. This revision would be
mindful of balancing the benefits of increased competition with the
possible costs from increased congestion and community concerns
about aircraft noise.
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We have also suggested that the Congress might also wish to
consider/ granting the authority to allow exemptions on a
case-by-case basis to the perimeter rule at National Airport when
the proposed service will substantially increase competition.

In response to our report, DOT stated that it shares our concerns
about the dominant position of some established carriers in some
markets and indicated that it planned to be more accommodating
to new entrant requests for slots, and I think we just heard some
of the results of that.

DOT also said they would place more weight than previously on
competition as a factor for granting slot exemptions to new en-
trants. Additionally, DOT has announced that it has taken other
steps to enhance competition including beginnin& the process of
evaluating how effectively slots are being used at the four slot-con-
trolled airports and formulating a policy that will identify anti-com-
getitive behavior that could be used as a basis for enforcement ac-

ions.

Although DOT did not act on our recommendation regarding the
reallocation of slots, the chairman’s draft legislation incorporates
such a concept.

The act also seeks to improve competition through modifying the
perimeter rule at Washington National Airport and requiring DOT
to respond in a more timely manner to complaints of anti-competi-
tive behavior.

The efforts of community leaders in the Southeast and Appa-
lachia are examples of regional and private sector efforts to address
air service concerns. They have agreed to periodically convene na-
tional air service roundtables to bring together Federal, State, and
local officials as well as airline, airport, and business representa-
tives to explore potential solutions to air service problems.

Some businesses located in communities dominated by one or two
carriers with high fares or with infrequent service have formed a
coalition that has held two conferences this year in Washington to
discuss problems and solutions. Attendees at one of these Wash-
ington conferences endorsed several initiatives to increase competi-
tion similar to those in the proposed legislation.

From the private sector, economic forces appear to be creating
opportunities for air carriers to use 50- to 70-seat regional jets. Re-
gional jets can improve the quality of air service on existing routes
when carriers substitute them for turbo props and can provide new
services for routes that turbo props cannot economically serve.

Mr. Chairman, in the final analysis, deregulation of the airline
industry has been a positive development for many but also has re-
sulted in some negative, unanticipated consequences for some. The
problem is multi-faceted; it will require a multi-faceted solution.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Anderson follows:]

PREPARED STATEMENT OF JOHN H. ANDERSON, JR., DIRECTOR, TRANSPORTATION
IssUES, RESOURCES, COMMUNITY, AND ECONOMIC DEVELOPMENT DIvisiON, US.
GENERAL ACCOUNTING OFFICE

Mr. Chairman and Members of the Committee: We appreciate the opportunity to
testify on the air service problems that some communities have experienced since
the nﬁulation of the airline industry in 1978. Airline deregulation has led to
lower airfares and better service for most air travelers, largely because of increased
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competition spurred by the entry of new airlines into the industry and established
airlines into; new mar{ets. As we nesorhed in April 1996, however, some airports—
particularly ‘those serving small and medium-sized communities in the East and
upper Midwest—have not experienced such entry and thus have experienced higher
fares and less convenient service since deregulation.! In an October 1996 report and
testimonies earlier this year, we reported that certain industry practices, such as
restrictive gate-leasing arrangements at a number of key hub airports in these re-
ions, have contributed to these problems.2 We concluded that the full benefits of
eregulation have yet to be realized because of problems with access to certain air-
R:hm and the cumulative effect of certain marketing stratefies employed by estab-
ed airlines. Our testimony today summarizes findings from our prior work on
oﬁthating barriers and recent actions taken by the Department of sportation
( ) in connection with those findings. We will also discuss how the draft Aviation
Cong tition Enhancement Act of 1997 and other initiatives seek to address those
problems.

summary: :
e A combination of factors continues to limit entr{iat airports serving small- and
medium-sized communities in the East and upper Midwest. These factors include
the dominance of routes to and from those airports by one or two traditional hub-
and-spoke airlines3 and operating barriers, such as slot controls* and long-term ex-
clusive—use gate leases at hub airports. In contrast, the more wide-spread entry of
new airlines at airports in the West and Southwest since deregulation—and the re-
sulting geographic differences in fare and service trends—has stemmed largely from
the greater economic growth in those regions as well as from the absence of domi-
nant market positions of incumbent airlines and barriers to entry.

o We have found that little progress has been achieved in lowering the barriers
to entry since we first re on them in 1990.5 Slot controls continue to block
entry at key airports in the East and upper Midwest. We recommended that DOT
take actions to promote competition in regions that have not experienced lower fares
as a result of airline deregulation by creating a pool of available slots by periodically
withdrawing some grandiathered slots from the major incumbents and redistrib-
uting them in a fashion that increases competition. Moreover, we suggested that,
absent action by DOT, the Congress may wish to consider revising the legislative
criteria that govern DOT’s grantitgrslots to new entrants. We also suggested that
the Congress consider granting DOT the authority to allow exemptions on a case-
by-case basis to the perimeter rule® at National Airport when the proposed service
will substantially increase competition.

o In response to our recommendations, DOT indicated that it would revise its re-
strictive interpretation of the legislative criteria governing the granting of new slots.
On October 24, 1997, DOT announced its decision on some of the Bendinﬁorequests
for slot exemptions and set forth its new policy on slot exemptions. DOT also is eval-
uating how effectively slots are being used and it is fo izing a policy that will
identﬁ'y anticompetitive behavior as a precursor for formal enforcement action.

o The proposed Aviation Competition Enhancement Act of 1997 addresses three
barriers to competition: slot controls, the perimeter rule, and predatory behavior by
air carriers.

o Increasing competition and improving air service at airports serving small- and
medium-sized communities that have net benefited from fare reductions and/or im-
proved service since deregulation will likely entail a range of federal, regional, local,
and private-sector initiatives. Recent national and regional conferences are exam-
ples of efforts to pool available resources to focus on improving the airfares and

1Airline tion: Changes in Airfares, Service, and Safety at Small-, Medium-Sized, and
Comnmbem (GAomCEﬁ?-es-'rs, Apr. 19, 1996). v o
2 Airline Deregulation: Barriers to Entry Continue to Limit Competition in Several Key Do-
mestic Markets (GAO/RCED-97-4, Oct. 18, 1996); Airline Der?uhtion: Addressing the Air
Service Problems of Some Communities (GAO/I‘—RéED—Q’I—lB’I, une 25, 19972 and Domestic
Aviation: Barriers to EntlY Continue to Limit Benefits of Airline Deregulation GAO/T-RCED-
97-120, May 13, 1997). Related GAO Pmducta are listed at the end of this statement.
3These airlines include the nation’s seven largest: American Airlines, Continental Airlines,
Delta Air Lines, Northwest Airlines, TWA, United Airlines, and US Airways.
4To minimize congestion and reduce flight delays, the Federal Aviation Administration has
since 1969 set limits on the number of operations (takeoffs or landings) that can occur duri
certain periods of the day at four congested airports Chicago O’Hare, Washington National, an
New York Kenn and LaGuardia. The authority to conduct a single operation during those
periods is commonly referred to as a “slot.”
8 Airline tion Barriers to Entry Continue to Limit Competition in Several Key Domes-
tic.Markeu (GAQ ED—O‘;_IO-4, O:t..Nle, 133’6‘). LaGuardi 4 Wash National
es governing operations at New '8 uardia an ashington’s National airports
prohibit ﬂ%ol:ta to and from thosee airports that exceed a certain distance.
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quality of air service to such communities. Other steps—such as im access
to gates-—may,also be needed to further ameliorate current co ve problems.

AIRLINE BARRIERS TO ENTRY PERSIST AND PREDOMINANTLY AFFRCT COMPETITION IN
THE EAST AND UPPER MIDWEST

Our April 1996 report found that since deregulation, fares have fallen and service
has iin‘xfmved for most large-community airports. Our report also found that sub-
stant onal differences exist in fare and service trends, particularl
small- and medium-sized community airports. A primary reason for these ﬂ -
ferences has been the greater degree of economic growth that has occurred over the
gast two decades in larger communities and in the West and Southwest. In par-

cular, we noted that most low-fare airlines that be, interstate air service after
dereguiation, such as Southwest Airlines? and Ame West, had decided to enter
airports serving communities of all sizes in the West and Southwest because of
those communities’ robust economic growth. BX contrast, low-fare carriers gen-
erally avoided serving small- and medium-sized community airports in the East and
upper Midwest, in part because of the slower growth, harsher weather, and greater
mg:rt congestion in those regions.

r review of the trends in fares between 1979 and 1994 for a sample of 112
small-, medium-sized, and large-community airports® identified 15 airports at which
fares, adjusted for inﬁation, had declined by over 20 percent and 8 airports at which
fares had increased by over 20 percent. Each of the I%Gairpom where fares declined
was located in the West or Southwest, and low-fare airlines accounted for at least
10 percent of the passenger boardings at all but one of those airports in 1994.° On
the other hand, each of the eight airports where fares had increased by over 20 per-
cent since deregulation was located in the Southeast and Appalachia.

Our April 1996 report also revealed similar findings concerning the trends in serv-
ice quantity and quality at the 112 ai?ort.s. Large communities in general, and
communities of all sizes in the West and Southwest, had experienced a substantial
increase in the number of departures and available seats as well as improvements
in such service quality indicators as the number of available nonstop destinations
and the amount of jet service. However, without the cross-subsidy present under
regulation, fares were expected to increase somewhat at alr?rts small- and
medium-sized communities, and carriers were expected to su atitute”tt"ll:%opm‘f serv-
ice for jet. Over time, smaller and medium-sized communities in the East and upper
Midwest had generally experienced a decline in the °$.lantity and quality of air serv-
ice. In particular, these communities had experienced a sharp decrease in the num-
ber of available nonstop destinations and in the amount of jet service relative to tur-
bog::ip service. This decrease occurred largely because established airlines had re-
duced jet service from these airports since deregulation and deployed turboprops to
link the communities to those airlines’ major hubs.

. We subsequently refomd in October 1996 that operating barriers at key hub air-
ports in the East and upper Midwest, combined with certain marketing strategies
of the established carriers, fortified established carriers’ dominance of those hub air-
ports and routes linking those hubs with nearby small- and medium-sized commu-
:1]'3' airports. In the upper Midwest, there is limited competition in part because two

irlines control 1.'nea.r3l 90 percent of the takeoff and landing slots at O'Hare, and
one airline controls the vast majority of gates at the airports in Minneapolis and
Detroit under long-term, exclusive-use leases. Similarly, in the Southeast and Appa-
lachia, one airline controls the vast maf};rit{] of gates under exclusive-use leases at
Cincinnati, Charlotte, and Pittsburgh. Finally, in the Northeast, a few established
airlines control most of the slots at National, f.aGuardia, and Kennedy. As a result,
the ability of nonincumbents to enter these key airports and serve nearby small-
and medium-sized communities is very limited.

Particularly for several key markets in the upper Midwest and East, the relative
significance of those operating barriers in limiting competition and eontribut.ingto
higher airfares has grown over time. As a result, our October 1996 report, which

7Before deregulation, Southwest provided intrastate air service within Texas.

8Our sample of 112 airports included 49 airports serving small communities, 38 serving me-
dium-sized communities, and 25 serving large communities. In 1984, these airports accounted
for about two-thirds of all domestic airline departures and passenger enplanements in the
United States. We defined small communities as those with a me(m&vhun statistical area popu-
lation of 300,000 or less, medium-sized communities as those with a metropolitan statistical
area population of 300,001 to 600,000, and large communities as those with a metropolitan sta-
tistical area population of 1.5 milhon or more.. .

90f the 16 airports, 5 serve small communities, 5 serve medium-sized communities, and 5
serve large communities.
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specifically addressed the effects of slot and perimeter rules, recommended that
ltake action to|lower those barriers, and highlighted areas for potential congres-
sional action.

Slots

To reduce congestion, FAA has since 1969 limited the number of takeoffs and
landings that can occur at O'Hare, National, LaGuardia, and Kennedy. By allowing
new airlines to form and established airlines to enter new markets, deregulation in-
creased the demand for access to these airports. Such increased demand complicated
FM’s efforts to allocate takeoff and landing slots equitably among the airlines. To
minimize the government’s role in the allocation of slots, DOT in 1985 began to
allow airlines to buy and sell them to one another. Under this “Buy/Sell Rule,” DOT
“ dfathered” slots to the holders of record as of December 16, 1985. Emphasizing

at it still owned the slots, however, DOT randomly assigned each slot a priority
number and reserved the right to withdraw slots from the incumbents at any time.
In addition, to mitigate the anticompetitive effects of {:ndfathering, DOT retained
about 5 percent of slots at O’Hare, Naticnal, and LaGuardia and in early 1986
distributed them in a random lottery to airlines having few or no slots at those air-

ports.

In August 1990, we reported that a few established carriers had built upon the
favorable positions they inherited as a result of grandfathering to such an extent
that they could limit access to routes beginninﬁeor ending at any of the slot-con-
trolled airports.1® We also reported that while the lottery was successful in placing
slots in the hands of some entrants and smaller incumbents, the effect on entry over
the long term was disappointing, in part because many of the lottery winners subse-
quently went out of business or merged with an established carrier.

Recognizing the need for new entry at the slot-controlled airports, the Congress
in 1994 created an exemption provision to allow additional slots for entry at O’Hare,
LaGuardia, and Kennedy when DOT “finds it to be in the public interest and the
circumstances to be exceptional.”!! In October 1996, we asr:gorted that the level of
control over slots by a few established airlines had incre even further (see app.
1). We found that the exemption authority, which in effect allows DOT to issue new
slots, resulted in little new entry because DOT had interpreted the “exceptional cir-
cumstances” criterion very narrowly. DOT had approved applications only to provide
service in markets not receiving nonstop service. We found no congressional guid-
ance, however, to supgm this interpretation. As a result, little new entry occurred
at these airports, which is crucial to establishing new service in the heavily traveled
eastern and midwestern markets.

In our 1990 report, we outlined the pros and cons of various policy options to pro-
mote airline competition. These options included keeping the Buy/Sell Rule but peri-
odically withdrawing a portion of slots that were grandiathered to the major incum-
bents and reallocating them lg lottery. Because the situation had continued to wors-
en, we recommended in our October 1996 report that DOT redistribute some of the
grandfathered slots to increase competition, taking into account the investments
made by those airlines at each of the slot-controlled airports. We also said that if
DOT did not choose to do so, the Congress may wish to consider revising the legisla-
tive criteria that govern DOT’s exceptional circumstances provision so that DOT
could consider competitive benefits as a key criterion in deciding whether or not to
grant slots to new entrants.

Perimeter Rules

At LaGuardia and National airports, perimeter rules prohibit incoming and out-
going flights that exceed 1,500 and 1,250 miles, respectively. The perimeter rules
were deslved to promote Kennedy and Dulles airports as the long-haul airports for
the New York and Washi n metropolitan areas. However, the rules limit the
ability of airlines based in West to compete because those airlines are not al-
lowed to serve LaGuardia and National airports from markets where they are
strongest. By contrast, because of their proximity to LaGuardia and National, each
:if ptll'iehsegen largest established carriers is able to serve those airports from its prin-

ub.

19 Airline Competition: Industry Operating and Marketing Practices Limit Market Entry
(GAO/RCED-90-147, Aux. 29, 1990).

1 FAA Authorization Act of 1994, P.L. 103-305, section 206. The number of flights at Na-
tiogal Ai is further limited by federal law to address local concerns about noise. As a result
&f tl_leul. ditional limits, the Congress chose not to extend DOTs exemption authority to include

ationa
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While the limit at LaGuardia was established by the Port Authority of New York
& New Jersey, National’s perimeter rule is federal law. 12 Thus, in our October 1996
report, we suggested that the Congress consider granting DOT the authority to
w exemptions to the perimeter rule at National when proposed service will sub-
stantially increase comgetition. We did not recommend the rule be abolished
because removing it could have unintended negative consequences, such as reducing
the amount of service to smaller communities in the Northeast and Southeast. This
could happen if mayor slot holders at National were to shift their service from
smaller communities to take advantage of more profitable, longer-haul routes. As a
result, we concluded that a more prudent course to increasing competition at Na-
tional would be to examine pro new services on a case-by-case basis.
Long-Term, Exclusive-Use Gate Leases
Our reports have also identified restrictive gate leases as another barrier to estab-
ishing new or expanded service at some airports. These leases t an airline to
hold exclusive ts to use most of an airport’s gates over a long period of time,
commonly 20 years. Such long-term, exclusive-use gate leases prevent nonincum-
bents from securing necessary airport facilities on equal terms with incumbent air-
lines. To gain access to an airport in which most gates are exclusively leased, a non-
incumbent must sublet gates from the incumbent airlines—often at nonpreferred
times and at a higher cost than the incumbent pays. Since our 1990 report, some
airports, such as Angeles International, have attempted to regain more control
of their facilities by signing less restrictive, shorter-term leases once the exclusive-
use leases expired. Nevertheless, our October 1996 report identified several airports
in which entry was limited because most of the gates were under long-term, exclu-
sive-use leases with one airline.

Although the development, maintenance, and expansion of airport facilities is es-
sentially a local responsibility, most airports are operated under federal restrictions
that are tied to the receipt of federal grant money from FAA. In our 1990 report,
we suggested that one way to alleviate the barrier created by exclusive-use gate
leases would be for FAA to add a grant restriction that ensures that some gates at
an airport would be available to nonincumbents. Because many airports have taken
steps since then to sign less restrictive gate leases, we concluded in our 1996 report
that such a broad grant restriction was not necessary. However, to address the re-
maining problem areas, we recommended that when disbursing airport improve-
ment grant moneys, FAA give priority to those airports that do not lease the vast
majority of their gates to one airline under long-term, exclusive-use terms.

DOT’S RECENT ANNOUNCEMENTS INDICATE WILLINGNESS TO INCREASE COMPETITION

In response to our October 1996 report, DOT stated in January of this year that
it shared our concerns that barriers to entry limit competition in the airline indus-
try. The agency indicated that it would include competitive benefits as a factor when
determining whether to 1Frant slots to new entrants under the exceptional cir-
cumstances criterion. DOT also committed to giving careful consideration to our rec-
ommendation that it create a pool of available slots and periodically reallocate them,
but that it might choose to pursue alternative means to enhancing competition. On
October 3, 1997, DOT announced that it would soon publicly issue a number of ini-
tiatives aimed at enhancing competition. Two of those initiatives related to identi-
fied problems: providing access to high-densiti airports through slot exemptions and
investigating ations of anticompetitive behavior.

As of mid-October, DOT had 174 requests for slot exemptions, most of which were
for slots at O'Hare and LaGuardia airports. On Friday, October 24, 1997, DOT
issued its decision on some of the requests for slot exemptions and set forth its new

licy on slot exemptions, which has been expanded to take into account the need
or increased competition at the slot-controlled airports. Because some in govern-
ment and academia believe that slots at some airports may be underutili DOT
is also waluati* how effectively slots are being used at these airports.

Finally, DOT has expressed concern about potentially over- sive attempts by
some established carriers to thwart new entry. According to DOT, over the past 16
months, there has been an increasing number of allegations of anticompetitive prac-
tices, such as predatory conduct, aimed at new competition, particularly at major
network hubs. DOT is formulating a policy that will more clearly delineate what is
acceptable and unacceptable behavior in the area of competition between major car-
ries at their hubs and smaller, low-cost competitors. This policy is to indicate those
factors DOT will consider in pursuing remedies through formal enforcement actions.

13The Metropolitan Washington Airports Act of 1986 (P.L. 99-591, sec. 6012).
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AVIATION COMPETITION ENHANCEMENT ACT OF 1987 WOULD ADDRESS
IDENTIFIED ISSUES

The pmdgoled Aviation Competition Enhancement Act of 1997 has been drafted to
mote domestic competition. The legislation ts three of the barriers to com-
petition: slot controls, perimeter rule, and p: ry behavior by air carriers.

The bill would create a mechanism by which DOT would increase access to the
slot-controlled airports. Under the legislation, where slots are not available
from DOT, the Department would be ired to periodically withdraw a small d‘;or.
tion of the slots that were grandfathered to incumbent airlines and reallocate them
among new entrant and limited incumbent air carriers.!® Slots would not be with-
drawn if they were already being used to serve certain small- or medium-sized air-
ports. This provision of the pros::ed bill is consistent with the spirit of our rec-
ommendation on slots and provides a good starting point for the debate about how
such a process should be used and its potential impact. Our recommendation recog-
nized sensitivities with withdrawing and ocating slots from one airline
another by stating that such a process should take into account the investments
made by the established airlines. The proposed bill does not specify details about
how should implement this process. use of the sensitivities in making any
reallocations, DOT would need to carefully consider balancing the goals of increas-
inmmpetitwn with fair treatment of affected parties.

bill also addresses the perimeter rule by requiring the Secretary of Transpor-
tation to grant exemptions to the existing 1,250 mile limit at Washington National
Airport under certain circumstances. There are legitimate concerns about whether
or not exemptions to the rule would negatively affect the noise, congestion, and safe-
ty at Washington National, as well as air service to and from different cominunities
within the perimeter. The bill addresses these concerns by specifying that only stage
3 aircraft (aircraft that meet FAA’s most stringent noise standards) can be used and
that exemptions would not be allowed to affect the number of hourly commercial op-
erations at National Airport. The bill further specifies that the Secretary certify that
whenever exemptions to the rule are ﬁ:anted, noise, congestion, and safety will not
deteriorate relative to their 1997 levels. The Secretary must similarly certify that
air service to communities within the existing perimeter will not worsen.

Finally, the bill also contains a provision intended to limit the time that DOT has
to respond to complaints of predatory behavior. As we noted previously, because of
its concerns in this area, D lans to announce a ﬁlicagmt will more clearly de-
E:tgte the factors it will consider in pursuing remedies ugh formal enforcement

ns.

RANGE OF INITIATIVES WILL LIKELY BE NEEDED TO ADDRESS AIR SERVICE PROBLEMS

Because a variety of factors has contributed to higher fares and poorer service
that some small- and medium-sized communities in the East and upper Midwest
have experienced since deregulation, a coordinated effort involvin%federal, regional,
local, and private-sector initiatives may be needed. In addition to DOT’s planned ac-
tions and the proposed legislation, several public and private initiatives that are
currently under way, as well as other potential options, are discussed below. If suc-
cessful, these initiatives would complement, and potentially encourage, the increas-
ing use of small jets by the commuter affiliates of established airlines—a trend that
has the potential for increasing competition and improving the quality of service for
some communities.

Regional, State, and Local Initiatives

Recognizing that federal actions alone would not remedy their regions’ air service
&nblems, several airport directors and community chamber of commerce officials in

e Southeast and Appalachian regions recently initiated a coordinated effort to im-
prove air service in their regions. As a result of this effort, several members of Con-
gress from the Southeast and Appalachian regions in turn organized a bipartisan
caucus named “Special Places of Kindred Economic Situation” (SPOKES). Among
other things, SP is designed to ensure sustained consumer education and co-
ordinate federal, state, local, and private efforts to address the air service problems
of communities adversely affected since deregulation. Two SPOKES-led initiatives
under way include establishing and develogi% a Website on the Internet and con-
vening periodic “national air service roundtables” to bring together federal, state,

13The proposed bill specifies that generally not more than 10 nt of incumbents’ grand-
fathered slota could be withdrawn initially and not more than & peroent every 2 years there.
after. It generally defines a limited in

t carrier as one holding no more than 12 slots at
an airport.
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and local officials and airline, airport, and business representatives to explore poten-
tial solutions to air,service problems. On February 7, 1997, the first roundtable was
held'in' Chattanooga.

A key conclusion of the February 1997 roundtable was that greater regional,
state, and local efforts were needed to promote economic growth and attract estab-
lished and new airlines alike to serve small- and medium-sized markets in the East
and upper Midwest. Suggested initiatives included (1) creating regonal trade asso-
ciations composed of state and local officials, airport directors, and business execu-
tives; (2) offering local financial incentives to nonincumbents, such as guaranteeing
a_specified amount of revenue or providing promotional support; and (3) commu-
nities’ aggressive marketing efforts to airlines to spur economic growth.
Private-Sector Initiatives

To grow and prosper, businesses need convenient, affordable air service. As a re-
sult, businesses located in the affected communities have increasingly attempted to
address their communities’ air service problems. Perhaps the most visible of these
efforts has been the formation of the Business Travel Contractors Corporation
(BTCC) by 45 corporations, including ler Motors, Procter & Gamble, and Black
& Decker. These corporations formed BTCC because they were concerned about the
hiﬁh fares they were paying in markets dominated by one established airline. BTCC
held national conferences in Washington, D.C., in April and October 1997 to exam-
ine this problem and explore potential market-based initiatives. At BTCC’s October
conference, attendees endorsed the concepts of (1) holding periodic slot lotteries to
provide new entrant carriers with access to slot controlled airports, (2) allowing new
entrants and other small carriers to serve points beyond Washington National's pe-
rimeter rule, and (3) requiring DOT to issue a policy addressing anticompetitive
practices, and specifying the time frames within which all complaints will be acted
upon.

Regional Jets

In addition to public and private-sector initiatives, the increasing use of 50- to 70-
seat regional jets is improving the quality of air service for a growing number of
communities. Responding to consumers’ preference to fly jets rather than turboprops
for greater comfort, convenience, and a perceived higher level of safety, commuter
affiliates of established airlines are increasingly using regional jets to (1) replace
turboprops on routes between established airlines’ hubs and small- and medium-
sized communities and (2) initiate nonstop service on routes that are either uneco-
nomical or too great a distance for commuter carriers to serve with slower, higher-
cost, and shorter-range turboprops.

Because regional jets can generally fly several hundred miles farther than
turboprops, commuter carriers will be able to link more cities to established airlines’
hubs. To the extent that this occurs, it could increase competition in many small-
and medium-sized communities by providing consumers with more service options.

Mr. Chairman, this concludes our prepared statement. We would be glad to re-
spond to any questions that you or any member of the Subcommittee may have.

APPENDIX I
Percentage of Domestic Air Carrier Slots Held by
Selected Groups
Airport/Holding eatity 1986 | 1991 | 199
0'Hare:
American and United 66 83 87
Other established airlines 8| 13 9
Financial institutions 0 3 2
Post-deregulation airlines 6 1 1
Shawmut Band, American, and Delta a| | 1
Other established airlines 9 18] 13
Other financial institutions of 19 6
Post-deregulation airlines 9 3 17
LaGuardia:
American, Delta, and US Airways 27| 43| o4
Other established airlines 8] 39| WM
Financial institutions 0 1 20
Post-deregulation airlines 151 12 2
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Percentage of Domestic Air Camrier Slots Held by

Selected Groups—Continued
Airport/Holding eatity 1986 | 1991 | 1996
Netional:
American, Delts, and US Airways 25 43 59
Other established sirlines 8| 42| 2
Financial institutions 0 11 19
Post-deregulation airlines 17 8 3

Notes: Numbers not dd to 100 percent due to rounding. Some airlines that heid siots have gone beakrupt, and as a resuk, finencial
institutions have acquired siots.
Source: GAO's analysis of data from FAA.

The CHAIRMAN. Thank you very much.

Mr. Murphy, in August 1990, the General Accounting Office sug-
gested that several options could open up the slot market and pro-
mote new entry. In its October 1996 re;i:)rt, GAO again stated that
“little new entry has taken place at the high-density airports.”

What actions has DOT taken since 1990 to implement the rec-
ommendations made by the GAO that would increase competition.

Mr. PATRICK MURPHY. Mr. Chairman, the activity I would point
to are the veg few slot exemptions we granted after legislation in
1994, which allowed us to grant exemptions when we found there
were extraordinary circumstances. We did that for some essential
air service communities and for, I believe, one or two new entry
carriers.

But we used that authority very sparingly because of the word
“extraordinary” in the legislation. When GAO recommended to us
last fall that we be more essive, we took them up on that re-
quest and I think that our decision on Friday, where we granted
31 slot exemptions, demonstrated that we’re serious about that and
we intend to deal with the remaining applications in the near fu-
ture.

The CHAIRMAN. And yet, you refuse to take a position on the pe-
rimeter rule?

Mr. PATRICK MURPHY. Our position on the perimeter rule, as it
was on the Wright amendment, is that that's a matter, we think
for the Congress and the local community to decide.

The CHAIRMAN. Mr. Dillingham, GAO stated that the perimeter
rule is a barrier to competition. How would modifying the perim-
eter rule enhance competition?

Mr. DILLINGHAM. Mr. Chairman, I think I'd like to say, first, that
thﬁ perimeter rule is only one barrier to competition and there are
others.

But if the perimeter rule was in fact modified, it would provide
an o%portunity for more service from National—non-stop service. It
would also perhaps provide an opportunity for a low-cost service
and bring more passen%frs and more travelers into the system.

The CHAIRMAN. Thank you.

Senator Ford.

Senator FORD. I was just trying to retain a thought here, Mr.
Chairman. I'll write it down.

Thank you, Mr. Chairman.

Mr. Murphy, in response to questions followini:he May 13 hear-
ing, DOT stated that a reallocation had “a number of drawbacks.”
DOT also stated that, “Taking slots from incumbents will eliminate

]
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service and this would have to be weighted against potential com-
petitive benefits.” (DOT also said that, “it is not clear that a large
withdrawal is called for given the fact that each city involved has
an ]ﬁ:éemative service at airports that are not slotted—slots-con-
trolled.” 4

Do you still agree that takinF slots from one group of carriers
and giving them to another will eliminate service to a number of
markets that could be disruptive?

Mr. PATRICK MURPHY. I do agree with that statement, Mr.
Chair—Senator.

Senator FORD. I like that. That's all right, we’ll get it back.
[Laughter.]

We'll get it back.

Mr. PATRICK MURPHY. We intend, Senator, to conduct in the com-
ing months a full analysis of how slots are being used to deter-
mine—if there was some reallocation—where the impacts would
fall. But clearly, this—in some ways—would be a zero sum game.
That is, slots would come from some markets to be added to others.
There would be winners and losers.

Senator FORD. As there are today?

Mr. PATRICK MURPHY. Yes, sir.

Senator FORD. Now, has the Department or GAO, Mr.
Dillingham, done a risk analysis to determine which carriers and
communities are most likely to lose slots and service to the slot-
controlled airports?

Mr. DILLINGHAM. No, sir, we have not done such a risk analysis.

Senator FORD. Mr. Murpfx , do you know?

Mr. PATRICK MURPHY. No, Senator, and that’s what we intend to
do in the coming months.

Senator FORD. So it’s important for us to have this information
to find out who will be hurt and who will be helped and how it
spreads. Does DOT today tell carriers where they can use each of
the slots they now hold? Would you need to regulate the use of
s:lotsbul)l ‘?rotect small and medium communities as proposed under
this bill?

Mr. PATRICK MURPHY. We do not tell carriers where to use their
slots today. Should there be a reallocation, there would have to be
some restrictions on the way those slots are distributed or they
would end up being bought and sold and back to the original own-
ers.

Senator FORD. So, if you 7et a slot today, are we goi&ito say to
these carriers that now hold them, “We're going to e your 9
a.m., slot, we're going to take your 12 noon slot, and we’re %(gns
to take your 5 p.m. slot and give it to a new carrier.” Is that kin
of what we'’re thinking about here?

Mr. PATRICK MURPHY. Yes, Senator. If we did a reallocation, we
would have to take them from different time blocks and the car-
riers who lose them would then have to rearrange their schedule
and determine which markets would lose air service.

Senator FORD. Are you telling me all those that are coming into
Cincinnati that I drive 2 hours to get to an airplane to fly to Cin-
cinnati, if they take a slot away that—from—that would come Cin-
cinnati to Nashville, they’d take another slot and maybe put it into
Atlanta and come up here and I would be denied the ability to fly
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in there as a kind of a feeder system and I would lose out on the
flight here?
r. PATRICK MURPHY. Yes, sir. That could happen.

Senator FORD. Another reason I should be against this bill.
[Laughter.]

There’s an economic impact here that bothers me, and I'm not
sure I understand all of it, but we went through protracted effort
here to try to work out Dulles, National, and BWI. We built the
toll road or road out—FAA did—to Dulles, and that was the east-
west coast and international and we did everything to put that air-
port together and improve it.

And then when we went to all the trouble to work out the Metro-
politan Washington Airport Authority, they invested a whole lot of
money. And when they built or rebuilt National, the major airlines
there as I understand it have signed a contract with National to
underwrite bond issues and to pay for that.

Now, if we take a slot away, who is still responsible for under-
writing that—the major airlines that are there, or this new entrant
that we are so anxious to give a slot? Will they now underwrite the
bond issue?

_Mr. PATRICK MURPHY. I don’t know the answer to that question,
sir.

Senator FORD. Well, my judgment is that a new airline—a small
airline—would not have the financial ability to write it and Metro-
politan Washington Airport Authority would be crazy as hell to get
them to sign in place of Delta or American or Continental or US
Airways. You wouldn’t do that, would you?

O]h, never mind. I'll answer it for you. No, you wouldn’t. [Laugh-
ter.

Mr. PATRICK MURPHY. Thank you, Senator.

Senator FORD. Yeah. So we've got a real economic problem here
that goes well beyond slots because people have invested time and
money in the whole area. This is just not one the perimeter rule
fits into, and it’s all based on we invested $2 billion in three air-
ports and they’re working well.

Southwest is not up here valmping up and down to get slots at
National. They’re going to BWI. They’re not in the high-density air-

rts. They’re not in the ones that are going to have to underwrite

onds, you know? And so they're low cost.

But we’ve got the majors that are here, and now we're trying to
drive them out. It just doesn’t make sense to me. I've got the cau-
tion] over there and I know it may mean two things, so——{Laugh-
ter.

Mr. Dillingham, real quick, given DOT’s action last Friday, do
you still believe that DOT is interpreting its authority as it relates
to the ability to issue slots exemptions too narrowly?

Mr. DILLINGHAM. No, sir. I mean, they clearly—

anator FoRrD. That's good enough, that's good enough. [Laugh-
ter.

Thank you, Mr. Chairman.

The CHAIRMAN. Would you like to finish your answer, Mr. Mur-

phy?
Kir. DILLINGHAM. I was just—
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Sianator Forp. That was a good answer, Mr. Chairman! [Laugh-
ter.

Mr. Dillingham, do I—

Mr. DILLINGHAM. Do I have to get into this, Mr. Chairman?

Senator FORD. Oh, no you don't, either, no! [Laughter.]

Mr. DILLINGHAM. I'm fine. [Laughter.]

The CHAIRMAN. Senator Gorton.

Senator GORTON. Mr. Murphy, a recent Salomon Brothers report
stated that market share analysis shows that at the 50 largest U.S.
airports there is “an unprecedented degree of concentration in the
airline industry.” Do you agree with that?

Mr. PATRICK MURPHY. I don’t disagree with that. We tend to look
at competition in terms of city pairs and not airports, but I don’t
disagree with that, Senator, no.

Senator GORTON. But there are a number of those 50 largest air-
ports into which market entry is still relatively free, are there not?

If you started a new airline, at many of those airports, you could
find slots, landing times, and so on.

Mr. PATRICK MURPHY. Most of those airports. But for four air-
ports, they are all open, Senator.

Senator GORTON. Now let’s take a comparison. You know, right
here, we have one slot-controlled airport and two that are not. Are
prices for passengers distinctly more competitive for flights out of
Dulles and BWI than they are out of National?

Mr. PATRICK MURPHY. It's my understanding that prices are dis-
tinctly more competitive out of BWI, where a number of low-fare
carriers have chosen to operate. -

Senator GORTON. But not out of Dulles?

Mr. PATRICK MURPHY. National has the highest fares in the re-
gion, so Dulles would fall in the middle.

Senator GORTON. Now, how about—in New York, you have two
with controls and one without. Is there any price distinction be-
tween Newark and the two slot-controlled airports?

Mr. PATRICK MURPHY. Yes, there is, Senator. LaGuardia is the
highest-fared airport in the New York region, Newark would be the
lowest-fared airport, and JFK would fall in the middle.

Senator GORTON. So I guess it would be fair to say that however
much competition we want with respect to airlines, it’s going to be
hard to create that competition when a new entrant can’t get into
a particular airport or it can only get into it at a particularly ex-
pensive level. Is that not correct?

Mr. PATRICK MURPHY. Yes, it is. Our preference would be, Sen-
ator, of course, that all of the airports in a perfect world would be
wide open to all of the airlines. :

Senator GORTON. But we’re never going to have that, are we?

Mr. PATRICK MURPHY. No, we’re not, sir.

Senator GORTON. And so what we're attempting to do is to see
if we can bring at least a degree more competition into those
crowded airports. Is that right?

Mr. PATRICK MURPHY. We would like to see that, yes, sir.

Senator GORTON. And isn’t the control of any airport, the control
of the landing slots at any airport that’s, say, in excess of 50 per-
cent by a single airline, automatically non-competitive?



43

Mr. PATRICK MURPHY. We have many hub airports around the
country’where' onelcarrier has more than a 50 percent market
share whether or not there are slots involved. We find that where
that happens, the fares are higher. We would like to set some
guidelines in the future for what is the appropriate form of com-
petition at those hub ailxqéts, because some of the new low-fare
carriers tell us it is very difficult to go in and compete at those air-
ports because of business practices of the dominant hubbing car-
riers.

Senator GORTON. That brings me to my next question. I assume
that you're familiar with the situation in Mobile, that as soon as
Valujet announced that it was pulling out, Delta jacked its rates
up very substantially?

Mr. PATRICK MURPHY. I'm very familiar with that, Senator, yes.

Senator GORTON. You doing anything about that?

Mr. PATRICK MURPHY. We have not done anything about that ex-
cept that we have used that as one of the examples that we and
the Justice Department have analyzed as we are attempting to de-
velop these written guidelines for what is the appropriate kinds of
competition.

That involves service from a dominated hub—Atlanta—to a
spoke point and a low-fare airline and is the kind of behavior that
we are concerned about.

The CHAIRMAN. And haven’t—excuse me to interrupt. Haven't
you seen a number of other practices the exact same way, like out
of Chicago?

fl\%r. PATRICK MURPHY. We have seen quite a few other examples
of that.

Senator GORTON. Well, now, has DOT ever actually taken action
against that kind of practice?

Mr. PATRICK MURPHY. We have never taken a formal action. No
formal action has been taken since airline deregulation in 1978
against that kind of behavior.

e have jawboned informally with carriers on a number of occa-
sions. I was tallying up last night—we have had 14 visits from low-
fare carriers in the last 2 or 3 years complaining about behavior
of the major carriers. .

In about half of those instances, we have either done a formal
investigation or jawboned the major carrier. But we have never
taken a formal action or set down a formal investigation. We have
also referred several of these to the Justice Department, and they
have looked at them informallf.

Senator GORTON. And how long on average does it take—does it
require you to take even informal action?

Mr. PATRICK MURPHY. A full, informal look at these has taken
close to a year. In one instance, we collected 13 boxes of material
and computer tapes to analyze the pricin% practice of the major
carrier. We are using that information in developing these guide-
lines that we've talked about.

Senator GORTON. Well, now, let’s take those particular 13 boxes.
As a result, did you take any informal action that had any positive
impact on passenger fares and flight availability?

Mr. PATRICK MURPHY. We took no formal action. I think the
major carriers are aware of our and the Justice Department’s inter-
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est in this, Whether our interest has had any effect on their behav-
ior, I'do/ not know, but 'we intend to use all of that information to
set down these guidelines. Then, with those guidelines, should we
see behavior that we think is inappropriate, we would set the mat-
ter down for a formal investigation before an administrative law
judge.

nator GORTON. One more question. I understand that at the
Business Travel Contractors Corporation’s airline competition sum-
mit, you were reported to have said that the Department, working
in conjunction with the Justice Department, is nearly ready to dis-
cipline at least one major airline for predatory practices directed at
a smaller competitor. Has either department followed through yet
on your prediction and if not, why not, and when?

Mr. PATRICK MURPHY. I think that prediction is not &recisely
what I had said, Senator. We used the information we gathered in
that full investigation and what I was trying to suggest or predict
is based on that. We would soon be issuing our guidelines, and in
the future, should we see such similar behavior with those guide-
lines in place, we would a%ainst a major carrier.

Senator GORTON. So discipline against at least one major airline
is not imminent?

Mr. PATRICK MURPHY. No, it is not imminent.

Senator GORTON. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. It strikes me,
I would just say to our witnesses, that this really is an absolutely
hugely important debate and that some may look upon it as ar-
cane—perimeter rules, tglreempt.ory pricing, predatory pricing, etc.

But it’s really about the future and the nature of our country.

Mr. Dillingham, the GAO did a study in 1996 and you indicated
that medium and large airports—well, you basically said that the
West and the Southwest have benefited from deregulation. Com-
munities in the Southeast and along the Appalachian corridor have
suffered most.

What I get—the point I guess I want to make is that this isn’t
just sort of about putting legislation together. This is really about
the future of States. I can remember up until derigulation that
American and Eastern and United regularly serviced the airports
of West Virginia. And, you know, West Virginia isn’t as big as a
lot of other States, but those of us who represent it feel pretty
strong}g' about it.

It's fighting desperately now, and successfully for the first time,
to kind of re-establish itself. Its unemployment rate is the lowest
it’s been in 25 years or more.

But what has not changed and what’s not improved—in fact,
what’s gotten worse—is the service into that State. And it’s come
to the point now where—other than the announcement of a couple
of weeks ago of American Eagle on direct jet involving Chicago and
Charleston, which is just one city—there is only one jet that flies
in and out of West Virginia, period, during the course of a day, and
that comes fr 1 Pittsburgh.

I'm ah ‘ rassed to have to say that, just as I was embar-
rassed ana ockea when United, Eastern, and American were all
gone from w t Virginia within a month of deregulation. So one is
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led a little bit, and my capitalist credentials are at least reason-
able, to/thinks=—<{Laughter.]

To think that what we’re really talking about here—altho US
Airways has stayed with us. I mean, thank God for them. They've
stayed with us. They are the only jet service in and out. They are
the only people that give us commuter service—that airlines are
goininto go where they can make the most money. And airlines—
you know, that’s what most people would do, whether they’re sell-
1ni2read, O’Henry can%;' bars, or air service.

d that places like West Virginia, which are the majority of this
country, I think—you know, the rural. Even New York State’s—
half New York Cilgy and the rest of it's all rural and all suffering.
New York City isn't.

There has to be an equitz—l mean, the position of the Congress
it seems to me, should be that we have to try and create some kin
of a uniform transportation system.

The interstate highway system, interestingly, doesn’t sort of go
around West Virginia because it’s small and doesn’t have enormous
resources—well, actually, we have Bob Byrd, which is a very large
resource. [Laughter.]

This started back in the fifties, and in a sense, ‘Fhilosophically do
you not think there ought to be in the airline industry some sense
of national, if not &ariz—at least areas of the country being able
to shout at each other from the haves to the have-nots? I mean, is
that not a desirable %oal for public policy in transportation?

Mr. DILLINGHAM. I think, philosophically, I could not disagree
with that, and I am counting on DOT, as they start to evaluate
how slots are given out and how service is provided to the whole
country, that there is a sort of balancing of the need for competi-
tion as well as the need for a national airways system.

Senator ROCKEFELLER. You know, the National Science Founda-
tion traditionally gave most of their money to the major univer-
sities to do studies and research, and some of us prevailed upon
them to start something called EPSCOR, which is designed to put
a section of their money into good second-level universities that are
not up there with Stanford and Harvard, but where there is good
work that is going on.

That was a specific statement in terms of research and develop-
ment, which is also a form of informational transportation, to level
the playing field at least into a rolling hills situation.

I guess 1 just really fear, Mr. Chairman, that—I work very, very
hard in economic development in West Virginia. I spend a lot of my
time on it. I spend probably more time on it than I do on some
issues around here. I have to, and I like to—that all of it means

nothing.

It ;I‘F comes to naught when Dupont, for example, says to us they
have to get 1,000 people down to Houston every month for training,
this, that, and the other thing, and we cannot get them down there,
or that a Japanese companz iooking at us say we have to be able
to this and this vis-a-vis Chicago and Los Angeles, whatever, and
we cannot do it. _

In other words, the whole effort of trying to get States like West
Virginia and other rural States going will fail, will be smashed
down, unless we level out this policy in some form, which means
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we cannot do certain things some people want us to do, and we
have to/doi certain things that are not being done.

That is all I want to say for the moment, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Rockefeller.

Senator Burns.

Senator BURNS. I have just a couple of questions.

Mr. Murphy, in the DOT 1990 Competition Task Force report,
the Department pointed out that after 5 years only 10 percent of
the slots that were allocated to a competitive carrier were held by
that carrier—the rest of them had been sold or traded or put into
mergers or some way or another. Given this experience, what is dif-
ferent today about that situation?

Mr. MURPHY. The slots today still operate under the buy-sell
rule, where the carriers are free to move them around. As that
stu(fy suggested, they are not moving around very much at this
time. That is, the situation has come close to equilibrium. At most
of these airports the carriers who own the slots are holding onto
them. They lease them out for a short time period if they have
some surplus, but the slots have tended to stabilize.

Senator BURNS. But what we are talking about in this piece of
legislation—you are talking about mandatory release of 10 percent
of your slots. Has anything changed in the airline industry now
from 1990 that would save those people who would have access to
those slots? Would they be any more susceptible for success than
they were in 1990?

Mr. MuURPHY. I think the bill reflects the concern that new en-
trants, the newer airlines who bring the price competition to the
industry, are having no success in getting into these airports, that
the buy-sell rule is not working because the slots are not sold to
those carriers at any price, and, therefore, this is an attempt to
bring some of those very competitive, low-cost airlines into these
airports.

Senator BURNS. In dealing with when one airline pulls out and
Kou have only a single carrier—and you said in the dialog that you

ad with Senator Gorton—did you look at Billings, MT to Denver?

Mr. MURrPHY. Denver, not being a slotted airport, we did not look
at it in the context of slots. We did look at all of the city pairs in
the country in terms of competition when we did that study.

Senator BURNS. You know, when you represent a constituency
sort of like Senator Rockefeller’s, we are at the end of the line.
Nothing starts until the next morning. They just get there and sit
there all night and go back, and that is the last we see of them
until that night again.

I have some serious reservations whether that serves—even
though Senator Rockefeller is comin% at it from a different point
of view. I have a question as to, would that serve my State in the
reallocation of 10 percent of the slots, especially in the West, where
we have very few slotted airports?

I was really surprised, and you mi{:t enlighten me on this—of
the 50 top airports, only four do not have slots available now for
a competitive airline. Is that a correct statement?

Mr. MURPHY. If I understand that, of the top 50 airports only
four do not have the opportunity to have service into the slotted
airports. That sounds accurate, and the fact that—it is the perim-



47

eter rule, I presume, would be the reason why all 50 do not have
operations/into slotted airports.

Senator BURNS. Well, I will have to let that soak through this
thick head. That is all the questions I had. Thank you, Mr. Chair-
man.

The CHAIRMAN. Thank you, Senator Burns.

Senator Bryan.

Senator BRYAN. Thank you very much, Mr. Chairman.

Mr. Murphy, let me ask you a question. I thought I understood
Senator Warner—after reciting the history of how we got here from
where we were in 1978—one of his arguments was, if this legisla-
tion passes or we change the perimeter rule, that somehow it will
undermine the basis for financing improvements in airports.

I must say, I do not understand that. Let me ask Kou if you can
help me on tjnat, or do you agree with that part of his a ent?

r. MURPHY. I am not sure I fully understand the Senator’s
point, either, although Senator Ford did make the point that car-
riers at the airport now own many of the instruments. The Senator
may be referring to the fact that as we bring in other airlines out-
side the perimeter they would not have been involved in the origi-
nal investment planning for the airport. That would be speculaté:f.

Senator BRYAN. Would it be true—and I realize you are not tak-
ing a position on the perimeter, but if the perimeter rule were pro-
vided additional flexibility, the exemption as Senator McCain is
proposing, does that in any way threaten any of the airport im-
provements that are currently underway?

Mr. MURPHY. In my opinion, I find it hard to see how a limited
exemption from the perimeter rule would undermine the viability
of these airports.

Senator BRYAN. Mr. Murphy, let me thank you. You have been
helpful to Reno Air in terms of providing the exemption for the
slots at Chicago. That has been critical. You folks have also been
helpful—I wish you had been a little bit more timely in terms of
responding to a predatory practice that was visited upon Reno Air
several years ago.

Let me ask you, with respect to predatory practices you have the
ability to take formal action. You have not, over the years, done so.
W!;at is the formal action that you could take if you chose to do
807

Mr. MURPHY. Senator, under the statute—the Federal Aviation
Act—the DeBartment of Transportation has broader authority than
the Justice Department. Whenever we find there are unfair prac-
tices or deceptive practices we can move against a carrier in order
to cease whatever behavior it is.

Senator BRYAN. So cease and desist authority is available?

Mr. MURPHY. Yes, it is.

Senator BRYAN. I do not know all the circumstances, and my
time does not allow, but what has been the rationale for not takin
more essive action to cease and desist? You have been helpful,
as I indicated. I want to thank you.

Unfortunately, the help came a little bit late, as you know, and
indeed, the overlay that was done made it impossible for Reno Air
to continue the service that they were providing from Minneapolis
to Reno, service that previously had not been provided by North-
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west, and they ultimately did not have the staying power. But
what is/the rationale for not being more essive and simply say-
ing, “Look, cease and desist,” if you find there is indeed such a
predatory practice?

Mr. MURPHY. Senator, until about 2 years ago we found that our
informal jaw-boning behavior was normally sufficient to modify the
behavior of some la:glel carriers. In the last 2 years or so we have
not been as succes with jaw-boning, and that is why we are
looking now at a more formal approach to some of this behavior.

Senator BRYAN. You know this well, but when you look at the
slots held by airlines that entered the market after deregulation in
these four markets, in 1986 at O’Hare you had six by post deregu-
lation airlines; in 1996, one. Now, that may be prior to the action
you took this I‘?ast Friday. At Kennedy it was 9 in 1986, now it is
7 in 1996; at National 17, today it is 3.
bl’That is a trend line that I am sure you would agree is very trou-

ing.

Now, let me ask you, with respect to the slots, there is the ability
to provide additional slots, is there not, and if not, which airports
do you not have the ability to provide additional slots?

Mr. MurprHY. When Congress gave us the exemption authority to
authorize service above the slot rule, we received that power for
three airports—O’Hare, LaGuardia, and Kennedy. We did not re-
ceive that authority for National Airport, so we are able to do these
exemlptions as we did on Friday, only for those three, not on Na-
tional.

Senator BRYAN. And as you examine National, are you satisfied
that there is no potential capacity to expand the slots? I recognize
that you did not get the authority, but when you look at the traffic
pattern and compare it vis-a-vis Kennedy, LaGuardia, and O’Hare,
is there the ability, if Confress chose to do so, without impairing
safety, to provide additional slots?

Mr. MURPHY. We believe there is. We did a study on the slot rule

in May 1995. We studied all four airports, and we projected that
if the slot rule were eliminated at all four airports, National would
receive the largest increase in service. We projected a 20-percent
increase in operations at National Airport with no impact on safe-
ty.
ySenat'.or BRYAN. With no impact on safety.
And finally—the light is about to go on—with respect to these
slot allocations, some of the carriers paid nothing for these slots
initially. Some have later paid something. In looking at the slot uti-
lization, is there a pattern that you can ascertain that some car-
riers who have slots are really underutilizing them, so that, in ef-
fect, they are tlaling to protect the slot but not provide the full
range of service that slot would provide?

r. MURPHY. That is a concern that was brought to our attention
by the Port Authority of New York, which claimed that more and
more slots are being flown with commuter aircraft and that now
approximately, I believe, one-third of all the slots at LaGuardia are
flown by commuter aircraft. Enplanement levels at LaGuardia are
down several million passengers per year, and there is a concern
that carriers are holding onto these slots and putting commuter
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flights in their place. That is why I said that we want to do a study
of how/the slots are being used today.

Senator BRYAN. And do you have the authority—if you, in fact,
can validate that practice, which you suspect—under existing law
to say to such carrier we are taking that slot away, that this 1s ob-
viously a subterfuge and you are not fully utilizing that, and assign
it to another carrier?

Mr. MURPHY. I do not believe we could do that. We do have some
authoritr to do some redistribution, but if we found there was a
wholesa e—babysittin% is the term used—a babysitting of these
slots, I think we would report back to Congress on what we found.

Senator BRYAN. You are saying to us, just so I am clear for the
record, you do not believe that even if you found the practice to
exist, that you would have the authority to take corrective action
by, in effect, reallocating that slot to, say, a startup carrier?

Mr. MURPHY. I think that if we were going to do a wholesale re-
allocation, Senator, we would want to come back to this committee
and let you know what we have found, because this would be a
very serious move on our part.

Senator BRYAN. Mr. Chairman, I do not want to abuse the time,
but I want to be clear that when I was talking about a wholesale,
I did not use the word wholesale revision. My question is, if you
found under the current system that some slots, not all, were sub-
ject to this practice of babysitting, as you have characterized it, and
only with respect to those slots, do you currently have the author-
ity to divest those slots to the allocated carrier and reassign them,
or would you require legislative authority from us to do so?

Mr. MURPHY. [ think if we found the problem was limited enou,
we could amend the rules without legislation, but if we found the
problem is systemic we would come back and, as I said, talk to the
committee ut legislation. But we can, through the rulemaking
process, do some reallocating of slots.

Senator BRYAN. Mr. Chairman, thank you.

The CHAIRMAN. Thank you, Senator Bryan. Senator Wyden.

Senator WYDEN. Thank you, Mr. Chairman.

My friend from Nevada was talking about wholesale reallocation,
and I really wanted to start by saying, if we did not have this jerry-
built system on the books right now and we were starting over, and
you were asked how to promote competition in rural areas, what
would you recommend, Mr. Dillingham?

Mr. DILLINGHAM. That is a very broad question, Senator Wyden.

I think that basically all airlines at the fundamental level should
be given an opportunity to compete, that there should not be any
artificial barriers to competition, and where there are operating
barriers, or sort of management practices that act as barriers, they
need to be addressed. We need to, as someone said earlier, start
with a level playing field.
thSe;nator WYDEN. Mr. Murphy, do you want to add anything to

at’

Mr. MurPHY. No. I think I am satisfied with that answer, Sen-
ator.

Senator WYDEN. I will tell you—and it is a broad question, but,
frankly, I think we are at the point where we do need some sys-
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temic answers. I think all of these proposals, frankly, bump up
against the laws of the market.

I mean, the laws of the market are inexorable, and that is that
there are not ging to be, under this kind of a system, a lot of folks
trilpping over themselves to go into areas where they cannot make
a lot of money. So I am still evaluating, for ti::m’poses of the chair-
man’s bill, my position, but I will tell you that I think it is time
to look at whether more comprehensive changes are needed.

Now, for purposes of today and helping me as it relates to our
area, Mr. Dillingham, what 1is your sense about what will happen
to rural communities and service around rural communities around
the hub if you auction off slots at a high density airport? Have you
all looked at that?

Mr. DILLINGHAM. We have not looked at that, but there is sort
of a general notion that is associated with that. I think, again, it
was mentioned earlier that when we make changes as are be
suggested, there will be winners and losers, and as far as some o
the smaller, middle-sized communities, it is going to be a combina-
tion of what the Congress can do as well as what the community
itself can do in terms of generating interest in serving that commu-

nity.

genator WYDEN. Part of this also looks like something of an in-
tramural battle between the big interests, Chicago to New York
and the Eastern Seaboard, and the question that I asked you that
I gather the GAO has looked at specifically is more likely to be
what our constituents approach us on.

So I would hope that you all would, as we go forward with con-
sideration of this legislation, take a look at it, because I very much
want to know what is going to happen to services to rural areas
around the hub if you auction off these slots, and I think we need
that information to tackle this issue.

A last question for pur;iloses of this round, my State does not

have that many direct ﬂii‘lﬁs to high density airports. We have a
lot of rural communities.

at do you recommend for a State like
Oxﬁgon to get more service?
r.

DILLINGHAM. The DOT witness talked about the essential air
service for rural areas, and we mentioned in our statement, again,
that there has to be an incentive for airlines to serve these commu-
nities as well. So the combination of essential air services as well
as what the business community and the local area can put to-
gether with the local authorities is going to be at least part of the
answer to receiving services.

Senator WYDEN. I guess my sense is, that on that end of the tele-
scope the question of a Government program is going to be pre
limited, and as we look at this system we have to come up wi
something that is Foing to design more market incentives along the
line of systemic reform to get this done.

Suffice it to say, we have done a lot of work with you all and we
will want to continue that, and look forward to working with you
on some of these questions.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Wyden.

I just want to mention, when we reauthorized the aviation bill
last year that Senator Ford and I and many others worked on, in-



51

cluding you, that we did double funding for essential air service up
to $50 million,|Andif that is not enough, then I think a lot of us
would be agreeable to more, but at the same time, I think that peo-
ple are going to go where there is the money.

How much obligation do we have to provide rural services, which
Senator Rockefeller describes in such articulate fashion, and how
much are we going to take out of that? I think $50 million was a
significant increase.

enator FORD. We found a way to pay for it, Mr. Chairman, with
the overflight fees that we are not now charging, and I think we
have reallocated those a little bit.

Mr. Dillingham said—just 60 seconds—Louisville is a medium-
sized airport, and they do not have the kind of flights that we
would like to have there, so they went out and encouraged the
business community to buy advance tickets in the tens of thou-
sands of blocks, if you come in here and fly to so-and-so, which was
an incentive to get an airline in and to move, and one of them
worked and another one did not. They still did not make it.

But the second one is doing well now and increasing the flights,
and having a little business background, Mr. Chairman, one thin

thers me considerably. We have these major airlines at National,
for instance—and we excluded National because of noise and envi-
ronmental problems and all that, at the insistence of the coopera-
tion of the three airports, and so the major airlines when they went
into the new National facility underwrote by long-term contracts
bond issues, et cetera, and fees, pay all the increased fees and all
that sort of thing.

If we go in and take slots away from them, or eliminate their
ability to make money, are we not, in fact, vitiating that contract?

You all look at each other and you know, I have looked at us
doing that, too, and they have made their jud 'ment and predicated
their future based upon what we have done. And now we are turn-
ing around to take the slots away at 10 and noon or 3 or 5, what-
ever might be the good ones, and they make less money, yet theK
have still signed a contract. Are we not vitiating the contract wit
National?

Mr. DILLINGHAM. Senator Ford, I think that what we are recom-
mending involves very few slots. We are talking about a situation
where we do not envision the kind of l1()ercernl:age we are talking
about and the modifications we are talking about as being some-
{,hing that would, in fact, eviscerate the contracts that have been

et. :

Senator FORD. It just seems to me, though, that you are taking
away the possibility of making funding which their contracts
signed with National was predicated on, that type of future, and
then something that they have no control over, and that is us, and
then we make this judgment to cause them to give up slots, which
are maybe good slots, reasonably good slots, whatever, and their
possibility of income declines, and yet they are still required under
the contract to pay National.

A: wehwould say down in West Kentucky, something about that
ain’t right.

Mr. MURPHY. The only thing I would add, Senator, is that the
carriers who hold these slots know that they are not a property,



52

that there is the potential even in our rules for some taking of
those back, sothat there is some risk that they bore.

The CHAIRMAN. They belong to the taxpayers, and they are used
by the airlines.

Senator FORD. But we are requiring them in your bill, Mr. Chair-
man, to bid on it, and they are going to pay for them, and then that
goes into the trust fund.

The CHAIRMAN. Most of them have not been paid for that they
have now.

Senator FORD. But many of the airlines have used those slots as
assets. We have been letting them buy and sell back and forth for
a long time, and a lot of airlines have invested a great deal of
money. They have used that as assets to increase their ability to
borrow because it is an asset. They have paid for it, and then when
you lose that asset under this, on the basis that they knew it was
coming, well, that is something that disturbs me. I do not know
how to get around that, but it bothers me that you have made a

juslﬁ:'nent.
e CHAIRMAN. This legislation does not withdraw the ones that
were paid for.

Senator FORD. I understand that, but you are going to withdraw
some that are now being used.

The CHAIRMAN. Part of the problem was described by the witness
about the babysitting of these slots as well.

Senator FORD. I understand that, and they are giving them to
commuters that are going out into the smaller communities, and
they are not generating the type of customers that the Port of New
York thinks they ought to have.

The CHAIRMAN. So something ought to be done about it.

Senator FORD. Absolutely, but are you going to eliminate the
commuters? Hell, that is what I live on, are commuters. I do not
have the big airlines to fly with out of my community. We are lucky
to get a 19-passenger sometimes. It is a Baron.

The CHAIRMAN. Let me just say—well, Senator Rockefeller.

Senator ROCKEFELLER. I will be very, very brief. First of all, let
me just say very sincerely I think you both have been wonderful
witnesses. Both of you have been very, very good. You are obvi-
ously fair and obviously trying to come at this with a balanced
point of view, and I respect that. To be a little bit maudlin about
it—I mean, you're really good examples of really good public serv-
ants, and I congratulate you for that.

Nevertheless, you have both in f'our testimony talked about win-
ners and losers. I am looking, as I indicated, at only U.S. Airways,
‘and that is a very good plus for West Virginia, but only of those
that used to be there, they remain.

If they lose—some of their slots are withdrawn for one reason or
another, or if an(body’s slots are withdrawn for one reason or an-
other, is it not likely that on the food chain that it will be the
smaller communities that will be the first to lose and suffer?

Mr. MURPHY. Senator, as one who has toured the airports in your
State and discussed air service problems with most of your commu-
nities, yes, one would have to make the judgment that the smallest
routes, the thinnest routes, would be the first ones the carriers
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would give up if they were to lose slots, and West Virginia certainly
has/some thin‘airroutes operating into the Washington area.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much. I would like to thank the
witnesses.

Our next panel is Mr. David Ralston, chairman of the board of
directors, Metropolitan Washington Airports Authority; Mr.
Charles Goodwin, vice president, International Trade and Trans-
portation, Rochester Chamber of Commerce; and Mr. Thomas Tait,
executive director, Nevada Commission on Tourism.

All three of you are welcome here. I would like to tell the next
panel, we will probably not be able to do the next l?anel because
the hour is going to gl:'ow too late. I guess we will have to recon-
veni the hearing within the next couple of days, or early next
week.

Senator FORD. Excuse me, Mr. Chairman, but the other wit-
ﬁessgs, are they local and would not have to travel back, or travel

ere?

The CHAIRMAN. Let us see, it is U.S. Air, Arlington—well, one is
from Chicago and another one from Reno. We will do the best we
can. I do not see how we can get through all the opening state-
ments and all the questions, but we will try it.

__Mr. Ralston, before we begin, you still have reserved parking for
Co;ltg'ress and judges and diplomats at Washington National Air-

Mr. RALSTON. That is correct, Mr. Chairman.

The CHAIRMAN. You very cleverly changed the signs to just say
reserved, is that rvifht?

Mr. RALSTON. Without agreeing with your characterization, Mr.
Chairman, we still have it, and it does indicate reserved.

The CHAIRMAN. Please begin with your statement.

STATEMENT OF DAVID RALSTON, JR., CHAIRMAN OF THE
BOARD OF DIRECTORS, METROPOLITAN WASHINGTON AIR-
PORTS AUTHORITY; ACCOMPANIED BY JAMES A. WILDING,
GENERAL MANAGER AND CEO

Mr. RALSTON. Thank fyou, Mr. Chairman. My name is David Ral-
ston. I am chairman of the board of directors of the Airports Au-
thority, and we appreciate, Mr. Chairman and members of the com-
mittee, the opportunity to appear here today and testify on these
important matters.

note that with me is Mr. James A. Wilding, our general man-
ager and CEOQ, certainly known to the committee. We commend the
Chair for your commitment to maintaining the limit on the number
of operations at National Airport at its present number of 62 per
hour overall and 37 air carrier :é)erations er hour.

It is a critical goal, recognized by the General Accounting Office
in the 1996 report previously mentioned, and is a core element of
the position of the Airports Authority on the proposal that has been
submitted by you to the Congress.

We have submitted written comments, and my remarks will be
limited to the major points in the written testimony.

I begin by noting that the Airports Authority, in conjunction with
Baltimore-Washington International Airport, well serves the needs
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of the Washington Metropolitan Region. I emphasize the regonal
market/ for thel Washington Metropolitan Area because, with re-
spect to aviation competition in our area, we submit that that is
the correct competitive focus in light of the service from three })rox-
imate airports offering a wide variety of service ortions and fares.

I note that low fare services are growing nicely at Dulles, are
very strong at BWI, and do provide some price discipline in the
overall market. For examgle, Delta Express, recently introduced in
the last several months, has been thriving with respect to service
to limited points in Florida, and prior to the unfortunate tragedy
in Florida, ValuJet—now AirTran—was serving the market very
well at over 100,000 passengers a month at Dulles.

I think it is significant to observe that in the wake of that trag-
edy we did not lose that traffic, as it was picked up by low carrier
options of other airlines. And with ValuJet/AirTran return to the
market, they have returned to approximately a 50,000 passenger
per month level at Dulles.

I note that Atlantic Coast Airlines will be introducin%‘regional jet
service in the near future. I cannot assure Senator Rockefeller that
it will be to Charleston, but we will be having regional jet service,
which is a major improvement in our service to the market.

I also note that our market is changing and developit:i. Twenty
K‘ears ago, National carried the majority of air traffic in the region.

oday, it is rather evenly balanced between National, Dulles, and
BWI, and Dulles is now well-located with respect to a major seg-
ment of our market. Indeed, it is more proximate to the major wo:
centers of Tysons Corner, Reston, Herndon, and the Route 28 cor-
ridor in Virginia than is National Airport.

Significantly, in 1996 only 34 percent of the passengers origi-
nating at National Airport were from the District of Columbia, and
i))nll 5 percent were from the District of Columbia originating at

ulles.

The current slot and perimeter rules are the product of long and
difficult negotiations spanning the course of 20 years, involving the
Congress, the airlines, the Department of Transportation, and the
Washington community designed to avoid overuse of National Air-

0

port.

We submit that within the framework established by these oper-
ational rules we, in conjunction with BWI, provide the Washington
market with a wide menu of service and fare choices, relatively few
flight delays, and balanced groundside transportation that works
well and has resulted in a relatively favorable community environ-
ment for our airports.

Are improvements possible? Of course, but in the main the serv-
ice and fare choices appear to be responsive to market demand.

As indicated in our written comments, the Airports Authority
does have concerns about the proposed legislation. We are con-
cerned that the current language on the slot rule should accom-
rlish the chairman’s expressed intent of maintaining the existing
imit on operations, and we will offer language to clanify that issue.

I Yoint out, Mr. Chairman, we are not questioning the intent of
the legislation as you have most recently expressed it. We want to
assure that the bill's language accomplishes the goal of maintain-
ing the current limit.
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As to the ]proposed slot rule changes, while we believe that the
issue/of reallocationof slots is a matter of national aviation policy
and thus properly reserved to the Congress and to the Department
of Transportation, we are concerned that the reallocation will re-
sult in strong pressures from communities and airlines to expand
the number of slots to prevent the reallocation from causing a net
loss in overall service to their communities. We consider that a
very real risk, and if that were to be a proposal, we would have
to vigorously oppose it with respect to National Airport.

I again recognize that the current bill would maintain the limit
on National Airport.

It should be clearly recognized by the committee that reallocation
of air carrier slots, while simultaneously continuing the current
number of total air carrier operations at 37 and commuter oper-
ations at 13 per hour, will result in a decreased number of oper-
ations from National to some communities with existing service
and thus may result in a decline in the overall level of service to
those communities from National and possibly from the region.

We are concerned that a likely response to that outcome will be
a demand for increased operations at National, as I mentioned, and
we would have to oppose such a proposal.

As to the perimeter rule, the key advantage of the present rule
is its uniformity, and we believe, therefore, its fairness. All cities
the same distance from Washington are treated the same, and it
is a distance virtually all carriers can serve with existing equip-
ment. It is a standard that is well-known, applies equally to all,
and can be relied upon within the industry.

We do not favor exemptions to the perimeter rule at National be-
cause we believe that one or two flights to the west coast from Na-
tional will not have a material impact on competition in the overall
Washington market. To the contrary, it could create a protected
nonstop market for the favored carrier in the exempted market.
More important, such exemptions will inevitably lead to competi-
tive demands for further exemptions.

Mr. Chairman, I see my time is up, and would end my remarks,
but I am certainfy available for questions.

[The prepared statement of Mr. Ralston follows:]

PREPARED STATEMENT OF DAVID RALSTON, JR., CHAIRMAN OF THE BOARD OF
DIRECTORS, METROPOLITAN WASHINGTON AIRPORTS AUTHORITY

Good afternoon, Mr. Chairman and Members of the Committee, I am David Ral-
ston, Chairman of the Metropolitan Washington Airports Authority. I am pleased
to have the opportunity to participate in this hearing, and commend the Chairman
for his efforts to facilitate more economical and efficient air travel for citizens all
across the country. The Airports Authority believes, with you, that domestic airline
competition is an important contributor to better service and lower fares for the ma-
Jjority of consumers in communities of all sizes.

As most Committee Members are aware, until 1987 Washington National and
Washington Dulles International Airports were operated by the Federal Aviation
Administration (FAA). They were then the only two commercial airports operated
by the Federal government. In 1987 the two Airports were leased to the Authority
under a 50 year lease.

Budget constraints had, for many years prior to 1987, prevented the Department
of Transportation (Department or and the FAA from improving the facilities
at the rts, which were sorely in need of modernization and expansion to meet
the region’s increasing demand for air transportation services. Since 1987, the Met-
r:solitan Washington Airports Authority has worked diligently on a $2 billion ca;
ital improvements program that has already made major improvements to both Dul-
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les and National Airports. The metropolitan Washington area is fortunate to have
two air carrier airports to serve it. Both are needed and both are being well used.
Dulles 'Airport has’ growninto a mﬂ:xl-vintemational airport, and is currently the
third largest East Coast gateway to pe, as well as one of the East Coast’s lead-
ing air cargo centers. Meanwhile, National is fulfilling its role as a short and me-
dium haul airport. These facilities now serve more than 28 million passengers per
ar, and are a critical link in the air trmﬂgwrtation system of this country. Nota-
ly, in August 1997 monthly passenger traffic at Dulles exceeded traffic at National
for the first time.

From a business perspective, our ormance has been very solid. Our ital
Development Program, initiated in 1988, remains within bu even as co c-
tion continues. Our financial management has been conservative and realistic, and
the market has recognized the strength of our management. Our revenue bond
issues, which now total over $1.6 billion, have been sold at very competitive interest
rates. Moreover, our bond rating is as high as any stand-alone airport in the coun-
try—Moody’s rates us Aa3, and Stan & Poor’s and Fitch rate us AA—. Only
six stand-alone airports in the Nation have credit ratings equal to ours.

The Airports Authorri‘il:y recognizes that our airports provide the two primary avia-
tion gateways to the Nation’s capital for passengers from across the country and
around the world. To us, there is no division between the national interest and the
local interest. In fact, we serve more passengers from outside the region and from
with it Authority decisions are made with regard to the best interests of airport
users, and therefore serve the national interest as much as local concerns.

Let me now address the issues underlyinglethe Tﬂro?sed legislation, namely the
“High Density Rule” and the “Perimeter Rule.” The High Density Rule limits
hour the number of scheduled aircraft arrivals and departures at National Airpo
The Perimeter Rule limits the length of nonstop flights by air carriers at National
to 1,250 miles. Much debate has occurred over many years concerning whether the
Federal government should continue to apply these two rules at National Airport
when most other airports are not similarly restricted.

The Authority believes that the nature of, and the demand for, service at National

irport and the presence of Dulles Airport as an integral part of the region’s airport
system, makes continued application of both rules consistent with Congressional ef-
forts to protect the national interest. In fact, both rules have been in place at Na-
tional Airport for over three decades, where they are a critical of the operating
environment. The two rules have helped to achieve a balanced air service pattern
at National and Dulles airports, as well as Baltimore Washington International Air-
gg:t (BWI), a balance that we believe would not have been achieved had they not

n in place. The High Density Rule limit of 37 scheduled air carrier operations
(take-offs and landings) per hour at National assures a level of demand that the air
traffic control system can handle. The Perimeter Rule allows stable and reasonable
service patterns to develog at both airports.

Additionally, the rules have helped us to plan for and build the major facility im-

rovements at National and Dulles Airports with the confidence that our framework
or projecting air traffic and passenger demand is sound. As you know, we dedicated
the new terminal at National Airport last July. We are proud of it and hope it will
serve the Nation’s capital for many years. The size of the new terminal was influ-
enced by the regulations we are discussing today. In our planning, we assumed the
continuation of the High Density Rule, and to some extent the Perimeter Rule, for
the foreseeable future. Both rules also influence the use and exsamion at Dulles
Airport, including the recently expanded the Dulles Terminal and the nearly com-
pleted midfield terminal.

Both the High Density Rule and the Perimeter Rule plag'ed a significant role in
the enactment of the legislation tmnsferrinithe Airports from the federal govern-
ment to the Authority. legislation, which fixed the number of slots for air car-
riers at National, and set the nonstop perimeter at 1,260 miles, represents an
agreecill-upon balance of Federal, state and community interests, which has served
us well.

High Density Rule

With regard to the Aviation Competition Enhancement Act of 1997, we applaud
and strongly commend the Chairman’s position in support of maintaining cur-
rent Hij nsity Rule at Washington National Airport, and we whole-
he ly that the cap of 37 hourly operations should not be changed. With the ex-
traordinary convenience of National Airport, virtually every carrier is anxious to
serve it with as many flights as possible. Despite the benefits of the new terminal,
however, we have to recognize National’s limits. Without the High Density Rule, our
operations at National could become chaotic, subject to chronic delays not present
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.i: g:tinnal today, and we would probably experience higher levels of aircraft noise
n.

Therefore, we agree with'what we understand to be the Chairman’s intent—that

there be no increase in slots at National Airport. To underscore that point we are

language, that if added to the bill, would remove any ambiguity about the
ty of provisions that would allow the Secretary of Transportation to in-
crease slots. Those provisions should clearly state that they do not ag{z to National
Airport. We feel strongly about this. Indeed, if the legislation coul interpreted
as allowing an increase in slots at Washington National, we would have to be in
opg:‘i?m to these new provisions on slots at National Airport.

i , at National the High Density Rule has been much more than an air
traffic control metering device. For nearly 30 years, DOT FAA Adminis-
trators, and Congress itself have relied upon the High Density Rule to influence
traffic flow at National Airport, not only because of air traffic congestion and con-
cerns about en route flow control, but also because of: (1) the need to allocate the
air traffic among the region’s airports; (2) the need to limit the exposure of the heav-
i pulated community around National to aircraft noise; and (3) the need to bring
stat ility to National so that much-needed capital improvements could be brought to

In 1981, the comprehensive Metropolitan Washington Airports Policy was issued

DOT after a decade of debate vel.;ich included, among other things, the High

nsity Rule, the nighttime noise fevel regulation, the Perimeter Rule and the limi-
tation on aircraft size.

The Density Rule limits on National have been successful in shifting air
traffic to s and BWI, both of which have grown dramatically since the Depart-
ment of Transportation reduced the number of air carrier slots at National to 37
in 1981. At that time National served approximately 16 million annual passengers
while Dulles served fewer than 3 million and BWI fewer than 4 million. It was rec-
ognized then that National, given its limitations and environmental problems, could
not continue to be the airport for this region, particularl{'smce ample, but
unysed, capacity exi at Dulles and BWI. The slot limits at National were ad-
justed to fncnunge the use of these airports, and we believe that policy has been

Today, National serves 16.6 to 16 million annual lfauengers while Dulles and
BWI have each grown to serve approximately 13 million passengers and both are
continuing to grow. Both have airfield and terminal capacity to handle the
growth and neither has the close in, noise sensitive land uses that are associated
with National. At the same time, as we have said, the stability produced by the slot
limits have allowed the Airports Authority to plan intelligent ‘{ to use National's
limited space by building a new terminal, parking facilities and roadways that are
designed to meet the traffic demand. Again, the results have been successful; the
new facilities have provided an efficient reiatively uncongested airport in a very
small area, which could easily be congested or even face gridlock from significant
increases in air traffic.

We commend the Chairman for recognizing the importance of the High Density
Rule in pmvidingl:ﬂective control over ground congestion as well as flight delays,
again recommending the clarification of language to carry out the intent that there
be no increases in slots at National Airport. The number of airplanes operating per
hour affects not only the airfield, but other facilities, such as terminal curbside ac-
cess, pu‘kinf and roadway requirements. The Airports Authority has designed the
airport facilities to minimize congestion and to provide a high level of service to
travelers. A substantial increase in flight activity at National could diminish the
benefits to travelers that our new terminal, roads and parking facilities are de-
signed to provide. A substantial increase in flight activnl}y at National could also
cause flight del:xe, which is not a common problem at Nat
problem before adoption of the High Density lgule.

From an environmental standpoint, the limit on air carrier slots in the Metropoli-
tan Washington Ahipom Act of 1986 represents a carefully crafted compromise
among governmental, airline, safety, and community interests, and rovides those

» 'Y
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ional today, but was a

in the egommunitiea affected by a noise with an assurance that the level of air-
craft actli‘\:iity will remain stable, and noise levels will decrease as quieter aircraft
service.

. Chairman, we are pleased that you !eeo%ne:‘zle the importance of the High Den-
sity Rule at National, and that you have cra your legislation with an aim to-
wards lea the overall number of slots at National Airport unaffected. The Air-
ports Authority has supported FAA efforts to impose strict “use or lose” require-
ments to prevent incumbent airlines from merely holding slots. That approach is
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g:mi?tel:z.‘ with our belief that there should not be any increase in the overall num-
r of 8

The proposed legislation ‘'would reallocate some slots in favor of new entrant and
limited incumbent air carriers. The Airports Authority has taken no position on the
reallocation of slots, as opposed to an exemption to create new slots. The Authori
does urge caution, however, with regard to the proposed reallocation of slots. Our
concern is that the debate over the reallocation of slots and availability of service
within the context of the slot rule will inevitably lead to a debate over number
of slots, and in turn to a debate over the very existence of slots. The Airports Au-
thority has urqed DOT to consider the stability achieved at National Airport by the
Department’s 1981 Metropolitan Washington Airports Policy and the transfer of the

irports when it has ‘periodical]y considered carrier requests for reallocation of slots
under the High Density Rule.

Perimeter Rule

As for the Perimeter Rule, some history may also be helpful in describing the
Authority’s ;osition. As you know, the Perimeter Rule is enacted by federal statute,
section 6012 of the Metropolitan Washinxton Airports Act of 1986. The rule pro-
l}dgti:) tnonstop flights between National Airport and cities more than 1,250 miles

The Perimeter Rule was originally devised by the airlines in the 1960s, agreed
to under a grant of antitrust immunity, as one of several measures to limit increas-
ing congestion at National. It first limited nonstop flights to points within 650 miles,
?lus seven more distant “grandfather” cities that were already receiving service. The
ederal government, as operator of National and Dulles, always supported the rule
as an essential division of traffic between the two airports.

In the early 1980s, the restriction was adopted as an FAA rule. The nonstop flight
limit of 660 miles was changed to 1,000 miles without any “grandfather” exceptions.
The 1,000 mile limit included all of the previousl dfathered cities. Ultima
Congress incorporated a 1,250 mile Perimeter Rule into the Metropolitan W
mﬁo’ n Airports Act of 1986.

alg important markets lie beyond the 1,250 perimeter: Denver, Phoenix, Salt
Lake City, nix Los AFeles, Francisco, and Seattle, to name a few.
are all served b; one-swf) ights from National, typically through hubs, or by direct,
nonstop ﬂ}ght.s rom Dulles.

Many of these markets could be served nonstop from National with newer types
of aircraft, and most would generate enough traffic to support flights from National.
This is where the Perimeter Rule intersects with the High Density Rule. Any non-
stop flight from National to a new point means an existing flight from National
must be canceled, with the resulting decline in service to the existing markets.
g‘:{d‘;&dﬂ existing law, new flights to western points from National cannot simply

Therefore, a ch in the Perimeter Rule would mean a degradation in service
fatterns for the markets currently served at National. Also, if one carrier provides
ong haul, nonstop service from National, other carriers, for obvious competitive rea-
sons, will likely conclude that they need to match that service, with the result that
operations currently at Dulles would shift to National.

We recognize the legislation calls only for a limited modification of the Perimeter
Rule. As responsible airport operators, however, we always remain vigilant that any
exception to the rule could, in fact, lead to additional modifications, and possibly to
eventual repeal. It is difficult, in our experience, to tamper with a measure such
as this, and not have one change lead to another, and then another.

Even more important is the way in which the Perimeter Rule is 8o intrinsically

rt
e

related to the Hﬁh Density Rule. An expansion of the perimeter at National Ai
would undoubtedly generate concomitant pressure to ease the High Density to
provide more slots to serve the new markets. There will inevitably be strong de-
mands that slots be increased to accommodate the new, long-range flights, rather
than ending existing service to closer points.

We understand that there are concerns about competitiveness among the airlines
serving Washinfton. There are not, however, any restrictions at Washington Dulles,
where we are pleased to provide very ample capacity to serve the Washington mar-
ket. Several low-fare airlines are, in fact, effectively serving the Washington market
via Dulles, and we welcome more. The Nation’s capital, unlike most cities, has sev-
eral choices for air travel, with a full service airport covering nearly 11,000 acres
in Washington Dulles, which remains completely unrestricted and is linked to the
city’s inner core by a dedicated access highway, and a small, approximately 900 acre
specialized short-haul facility in National, which offers the convenience of a down-
town location but which has its limitations that must be acknowledged.
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We urge the Members of this Committee to consider the importance of both the
High Density Rule| and the Perimeter Rule, and the way in which they work in tan-
dem at National nndDulleoAirpuu.whenconxidﬂ'mthe proposed legislation.

Again, we ap, ate the Chairman’s hard work attention to airline competi-
tion issues, commend the Committee’s diligence and contribution in this regard
as well. Mr. Chairman, that concludes my prepared statement. I will be pleased to
answer any questions you might have.

The CHAIRMAN. Thank you very much, Mr. Ralston. Thank you
for being here today.

STATEMENT OF CHARLES GOODWIN, VICE PRESIDENT, INTER-
NATIONAL TRADE AND TRANSPORTATION, ROCHESTER
CHAMBER OF COMMERCE

Mr. GooDWIN. Mr. Chairman, thank you for Iﬂ\mg us the oppor-
tunity to present the position for Rochester, . Congresswoman
Slaughter, who was here earlier, has mentioned that hester is
a major international business center. Last year we hit $14 billion
that generated from the Rochester nine-county area. That is more
than the totals of 40 of the 50 States in America.

We have had a lot of success in Rochester, but we are confronted
with a very serious problem, and that is high air fares. The Roch-
ester community, although it is served by six major airlines, has
very little competition on key routes that go from the Rochester
area, and as a result our city pays the eighth highest per-mile cost
for air service in the countr{.

In an article in the Buffalo News, which I enclosed with my com-
ments, Buffalo is rated sixth highest, and we are saying that the
entire up-State New York region is not being served well because
of the high cost of air fare into our community.

I have several quotes here on costs that were paid for air service
from Rochester last week by businessmen. Round trip to Chicago,
over $1,000. To Atlanta, GA, $915. Pittsburgh, $600, Cleveland,
$648. Because of time, I will limit it, but I am saying that many
of those costs exceed $1.30 per mile.

We have consultants that tell us that airlines can maintain prof-
itable operations for 10 to 12 cents a mile. Whether it is 20 or 30
cents, I think you can see that the rate being paid by Rochester
area travelers is significantly higher than it might otherwise be.

As a result, we have many Rochester-area firms who have com-
gletely capped their travel expenses or reduced it drastically. We

ave others who are holding meetings outside of the Rochester
area. We have many Rochester travelers who now drive to Toronto
and to Cleveland to take advantage of lower air costs. We have
some Rochester firms that have moved divisions outside of our city
into other cities where air fares are more competitive.

We are basically saying that the Rochester community is served
well by the airlines that do serve, but they are paying a very dear

rice for these services. There are many factors but, again, in the
nterests of time, the yield per flight profits on flights originating
in Rochester are much higher than the yield per flight profits ratio
of flights originating from most other cities our size.

It 1s our feeling that the Rochester community understands that
the airlines are entitled to reasonable profits, but what we are ba-
sically saying is, we have gone to the airlines and we have asked
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t!xlem if they could reduce their fares, and we have been met with
silencel

There is not enough competition on these routes where we really
have any alternatives, so we are proposing to the committee that
you look very carefully at possibly limiting the amount of profits
that these airlines can make, g:rticularly in areas where the eco-
nomic and tourism business is being negatively impacted.

They are entitled to cover their expenses and make a fair profit,
but the outrageous profits that are being made out of the Rochester
market by some carriers I think you should take a very careful look
at.

In conclusion, we also feel that the airline slot situation is cer-
tainly a controversial point. We feel that if this would help to bring
other low cost carriers into the Rochester, NY market, it is some-
th%c'g that this committee should look very carefully at.

e feel that anything that will allow competition to be more
keen in our area may help us to reduce cost, because if you go out
to the airlines, the]y are going to take whatever they can from this
market, and with limited competition we pay a very dear price for
th%i,r serviccle. " ok M:

e greatly appreciate the opportunity to speak to you, sir, Mr.
Chairman, and to the other members of the committeg Thank you
for your time.

['ghe prepared statement of Mr. Goodwin follows:]

PREPARED STATEMENT OF CHARLES GOODWIN, VICE PRESIDENT, INTERNATIONAL
TRADE AND TRANSPORTATION, ROCHESTER CHAMBER OF COMMERCE

I wish to thank Committee Chairman John McCain and the other members of the

Commer:e, Science and Transportation Committee for allowing me to make this
resentation.

P I would like to preface my comments today by telling you a little about Rochester,

New York and the upstate New York riagion, which 1 represent.

Rochester is the home of Eastman Kodak Company, Bausch & Lomb and many
other major multinational corporations. We are a “world-class” center for optics and
imaging and one of the leading international business centers in the United States

ith over $14 billion worth of exports generated by our region in 1996, Rochester
is the leadinf,'ﬁ:r capita, exporting city in America.

With all o se successes, our community is still confronted by a major problem;
mﬁ&h cost of flying into and out of our city.

ester, New York is served by six major airlines . . . US Airways, United,
American, Northwest, Continental and Delta. Due to the limited number of ﬂi@m
which originate in Rochester, passengers flying out of our city pay some of the high-
est airfares in the country. According to a recent article in Buffalo News, our
sister city of Buffalo is rated #6 in overall airline ticket costs and, using the same
criteria, ester would come in in 8th place.

Some examples of the high Rochester airfares we pay include:

Costs Wil *
Rochester, NY to:
Chicago, IL $1,052 $1.00
Atianta, GA 915 61
Cleveland, OH 648 131
Pittsburgh, PA 600 13
Albany, NY 453 148
Boston, MA 453 n
Washington, DC 561 102
Philadelphia, PA 563 109

*(Our consuitants toll us that siiines can male @ paelit at .10-.12 cests, por mile)
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Due to the limited competition in our market, business executives are forced to
pay these exorbitant airfares, and these costs, in turn, are passed along to their
company’s customers:

As a result of these airfares, we have many Rochester area travelers who are now
tdllxiv‘ngi tti::ither Toronto or Cleveland to take advantage of lower fares available in

ese

We have Rochester area businesses who are not holding their sales meetin]gs in
other cities because airfares into and out of these other locations are at much lower

rates.

We have Rochester area companies who have either drastically reduced or
“capped” thoir business travel. We have others who have relocated certain oper-
ns er cities . . . su astman m w recen
ations to oth ti ch as the East Kodak Co y which tly
moved its U.S. and Canadian customer operations center to Atlanta, Georgia. Addi-
tio; , 1 am aware of several other Rochester area firms which are now consid-

er%g relocation of some of their travel-sensitive departments to other cities.

e have spoken to the major airlines which serve our community and have point-
ed out the excessive airfares being paid by Rochester travelers. Our requests for
rate reductions have been met with silence and these airlines have continued to
charge these high fares which exploit the upstate market.

One month ago, we circulated a petition to attract additional airlines to our com-
munity and, in two days, several hundred Rochester businessmen signed these docu-
ments in hopes of attracting Southwest Airlines, America West and Air Ontario to
the greater ester market.

d Thtir:dm other pricing factors which Rochester area customers simply do not un-
erstand.

o Why are 80% of the revenues of United Airlines generated by only 7% of their
travelers . . . the corporate communit;

e Why are major discounts offered to people staying over on Saturday nights
when most corporate travel is done during the week?

e Why do airlines force executives, flying in the same plane, to sometimes pay
five times as much as tourists who happened to make their reservations three
weeks earlier?

e If carriers such as United and American, who serve the Rochester-Chicago
rqute’l, have load factors exceeding 70%, why are the fares to this destination so

e Many flights between Rochester and destinations such as Albany and Newark,
New Jersey are served by commuter planes. Even with lower equipment costs, lower
fuel costs, lower loading fees, lower pilot salaries, etc., there are no discounts for
seats sold on these flights. Wh

e Mileago flown has little bearing on airline ticket charges. The airlines know
what a hotel room costs, a dinner, a breakfast, and they add these factors into their
pﬁci'xll'g for all direct flights to key cities.

e The yield per flight profits ratio on flights originating from Rochester is much

igher than the yield per flight profits ratio of flights originating from other cities
where costs of flying are actually much higher.

Airline profits, for all US. airlines during the year 1997 are projected to come in
at over $4 billion.

We feel that airlines serving the Rochester communitg' are entitled to an honest
profit for the services which they provide, but they should be reasonable.

If airlines cannot develop fair pricing policies which allow them to make reason-
able profits over and above their costs, then maybe the U.S. government should step
in and limit the maximum profits penetrated by an airline serving a selected mar-

et.

We know that Rochester area travelers are paying exorbitant airfares to help sub-
sidize less profitable routes flown by the same airlines in more competitive markets.
Why should we shoulder these costs?

n this pricing adversely affects the economy of a region . . . both business
interests and tourism . . . it is time for someone to step in and “level the playing
field,” and we hope that you will.

We encourage the Commerce, Science and Transportation Committee to look into
these practices and see if air service—particularly in the Rochester, New York
area—is being used for these purposes. If we are, indeed, being used to subsidize
other less profitable routes operated by the same airlines, then limits should be
placed on what they are allowed to charge—over and above their actual costs.

On a related issue, if opening the airline slots at high density airports in the
Northeast and Midwest would help cities such as Rochester bring in more competi-
tive airline services, then the Rochester Chamber of Commerce and its 4,000 mem-

48-280 99-3
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l:;: ?re strongly in favor of the provision of the Airline Competition Enhancement
of 1997.

We'hope -that 'this ‘Committee will look into these issues and act responsively so
that business and tourism industries here in the geater Rochester area as well as
those ill our neighboring upstate cities of Buffalo, Syracuse and Albany will no
longer be forced to pay more than their fair share for airline services.

GREATER ROCHESTER INTERNATIONAL AIRPORT
MEMORANDUM

TO: Charles M. Geodwin, Vice President Greater Rochester Metro Chamber of
Commerce

FROM: Terrence O. Slaybaugh, Director of Aviation
DATE: October 24, 1997

RE: Air Fares at G.R.IA.

As you know GRIA has analyzed the air fare market in Rochester and determined
that air fares are excessively high in a number of markets including the number
one market, the New York metro area. Qur consultants estimate that GRIA is losing
400 to 600,000 pauenﬁrs a year to ground transportation, primarily cars, because
of air fare prices. This has a very negative impact on all businesses associated with
the air passenger business, particularly the tourist industry which depends heavily
on air travel business.

A recent article in the Buffalo-News cited Buffalo as the 6th highest air fare mar-
ket in the nation based on a federal report issued by the Defrtment of Transpor-
tation. Using the same methodology as cited in the article Rochester would have the
8th highest fares in the nation. Like Buffalo, Rochester is the only market in the
top ten highest markets that is not a hub or an airport that carriers must obtain
a slot to serve. Both factors normally account for higher ticket cost.

The study understates the high air fare impact on the business traveler by aver-
aging fares between the major hubs, high fare markets, and tourist destinations,

nerally moderate fare markets. Business travelers tend to patronize the short

aul destinations for business, with two thirds or more of our travelers in Rochester

business travelers, companies are shouldering most of the cost of the higher fares.
A recent story shared with me by two Kodak consultants based in Atlanta required
them to fly to Detroit and then drive seven hours to Rochester for a meeting on
short notice. The fare from Atlanta to Rochester was $620 while from Atlanta to
Detroit was $200. One only has to wonder when a company will relocate out of
Rochester to a city that has more favorable air service.

T've attached the article from the Buffalo-News, I hope the information is useful.

GREATER ROCHESTER VISITORS ASSOCIATION, INC.
Rochester, NY, October 23, 1997. -
Mr. CHARLES GOODWIN, Vice President,
International Trade and Transportation,
Greater Rochester Metro Chamber of Commerce,
Rochester, NY.

DEAR CHARLIE: Competitive airfares and service are fundamental to this commu-
nity’s effort to attract meeting, conventions and leisure tourists. The current airfare
structure puts our efforts at a extreme disadvantage to other cities seeking to at-
tract the same business as Rochester. Additionally, high airfares also diminish the
attendance at conventions and meetings which are already booked into the commu-

nity.
ly have enclosed a copy of our testimony at the Joint Public Hearing on High Costs
of Airfare held in Albany this past June. It outlines and provides details of how this
issue affects our industry.
Please let me know how we can further support your efforts regarding this issue.
Very truly yours,
IRWIN J. METZGER,
Presi.



63

PREPARED STATEMENT OF GREGORY P. MARSHALL, GREATER ROCHESTER VISITORS
ASSOCIATION, INC.

Good mmn&elg name is Greg Marshall. I'm Vice President and Director of
Marketing for reater Rochester Visitors Association, the organization respon-
sible for attracting visitors to Rochester and Monroe County and taking care of their
needs once they’ve made a decision to visit.

Visitor business is a big part of Rochester’s economy and an area of economic de-
velopment potential that holds ﬁ“t romise for our community’s future as well as
many other communities across New York State.

In 1996, nearly one-half million individuals traveled to Rochester for the gurpose
of attending a meeting, convention or tradeshow. This does not include the 720,000
corporate visitors who came on business, or the 240,000 leisure visitors who came
to sightsee and the area’s great attractions. In all, 1,450,000 visitors came to
Monroe County in 1996 and left behind $202 million dollars in direct, first tier
spending. In addition, they paid $15.4 million in sales tax.

It’s good money—but money that can easily be on its way to some other city, re-
gion or state if we are not competitive in the travel marketplace.

For today, I would like to limit my comments to the meetings and conventions
segment of the travel industry. It's an area we can most easily measure and one
that our org.nization’s sales stafl has day to day personal contact with leading to
first hand, top of the mind awareness of how important a factor affordable and con-
venient air service is to our competitive position.

ester’s meeting and convention product—our hotels and convention facilities,
our :npbenl and our services, are competitive on a national level—our air service an
affo ility are not.

Accessibility, defined in our business as the ease and related costs of getting to
and from a site, is one of the top four factors affecting our ability to compete for

ing and convention business. The others are accommodations (including meet-
ing ities), overall affordability, and the affinity or logic of meeting in Rochester
versus one of our one-hundred and fourteen (114) competitive cities across the
United States and Canada.

The meeting and convention industry is distinctive. The selection process dictates
that decisions made about convention sites today by national organizations are for

ings 4-7 years in advance.

In other wo the status (capacity and costs) and reputation of today’s air serv-
ice to New York's cities is affecting the visitor business we are able to attract in
the years 2000-2005. Conversely, meetings and conventions that were booked five
to seven years ago, but meeting this year are experiencing incredible “fare and serv-
ice .
Yesterday, I asked our senior convention sales manager for her thoughts. She
cited a recent examxle, the Military Chaplains Conference, a national meeting in
Rochester this past April. In follow-up discussions, they stated that their convention
was_excellent, but nearly 25% below what they ex d in attendance and that
hardly any of the sidouses who traditionally travel to the conference (and spend
more than the delegates) were able to attend—all because of air costs.

All of this is further compounded by the challenges of the marketplace and the
extraordinary competition for meeting and convention business. Seat capacity, con-
venient flight times, and air fares are determined by demand patterns. So, if capac-
ity appears to warrant smaller equipment based on past years’ his(t)obl(')y, we are in
bif trouble when we book the American Optical Society and have 3,000 people who
all want to arrive on a Wednesday, afternoon in mid-October. Since there may not
have been a major national convention in the historical data period of the previous
few years, air lift capability is limited. Not only do those who make their reserva-
tions early still pay high fares and likely ride in small equipment, but they displace
corporate travelers who’s frustration shows as they arrive for that important busi-
ness engagement.

you proceed with your evaluation and hearings, I urlse you to consider the ben-
efits of the meeting and convention business to all of New York State. It brings
money as well as individuals who may start or expand businesses here, or once they
see our beautiful state, be more willing to relocate. At the same time, the challenges
are unique. It's unlikely to be pattern predictable, and the changes that come as
a result of your work will affect site selection decisions and visitor business well into
the next millennium. I urge you to make sure that the health of the meeting and
convention segment of New York State’s economic future is a significant part of your
final determination.

I am available for questions now, or for reference at a later date.

Thank you.



The CHAIRMAN. Thank you.
Mr. Tait, wel¢come:

STATEMENT OF THOMAS TAIT, EXECUTIVE DIRECTOR, NE-
VADA COMMISSION ON TOURISM, ON BEHALF OF THE WEST-
ERN STATES TOURISM POLICY COUNCIL

Mr. TArT. Thank you, Mr. Chairman. I am Thomas Tait, execu-
tive director of the Nevada Commission on Tourism, chairman of
the Western States Tourism Policy Council. I am amaring today
on behalf of the States of Nevada, California, and Arizona, all of
whom strongly suﬁport the tenets of the proposed legislation.

I do not know how I could put more convincingly the argument
that was echoed by yourself, Mr. Chairman, Senator Bryan, and
Senator Gorton, so in the interest of time I will not try to reiterate
the comments that were made by the three of you.

Suffice it to say the Western States Tourism Policy Council came
into being because western tourism issues have not been given the
attention they deserved. Tourism is a major contributor to the
?uality of life and social, cultural, economic, and environmental
abric of the western United States. Within our region, nearly 2
million people earn their livit:ﬁs from travel and tourism, and over
$120 billion is contributed to the region’s economy each year.

In that regard, the comments that were made by the last panel
with respect to a western misconception about the top 50 airports
having access to all—excuse me, all but four of the top 50 airports
havinﬁ access to high density slot-controlled airports in the western
United States, the airports of Seattle, Portland, San Francisco, Las
Vegas, Los Angeles, Phoenix, Denver, Salt e, San Diego, Sac-
ramento, Reno, and San Jose, none have access to Washington air-
port without making a stop before getting into the perimeter bar-
rier.

The barrier has set up a restriction that inhibits business trav-
elers from p]annin% their meetings in the western United States as
easily as they could plan them in the cities of Cincinnati, Chicago,
and other areas within the perimeter beltway, if you will, and we
feel very strongly that the increased competition that would be
brought by the easing of the perimeter rule or dropping of it alto-
gether would be healthy for the western United States.

We believe very strongly that the competition engendered by low
carrier air fares or air carriers coming in from the West and ema-
nating from the East would be of benefit to all of the tourist leisure
travelers and business travelers that would be going into all of the
major cities in the western United States, and we give our unquali-
fied support for this legislation.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Tait follows:]

PREPARED STATEMENT OF THOMAS TAIT, EXECUTIVE DIRECTOR, NEVADA COMMISSION
ON TOURISM, ON BEHALF OF THE WESTERN STATES TOURISM PoLIiCY COUNCIL

Good afternoon, Mr. Chairman and members of the committee. My name is Thom-
as Tait, and I am the Executive Director of the Nevada Commission on Tourism.
Today, I am not only appearing on behalf of Governor Bob Miller and the nine mem-
ber commission, but also on alf of the tourism interests in the states of Cali-
fornia and Arizona, in my capacity as chairman of the Western States Tourism Pol-
icy Council, the organization of state tourism directors for nine western states. 1
have served as the chairman of that organization for the past two years.
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The Western States Tourism Policy Council came into being because western tour-
ism issues had not been given the attention they deserve. Tourism is a major con-
tributor/to the quality (of life and social, cultural, economic and environmental fabric
of the western states. Within our region, nearly two million people earn their livings
from travel and tourism, and over $120 billion is contributed to the region’s econ-
omy. We believed that by focusing attention on areas of crucial need in a unified
voice, more interest would be extended to understanding and resolving the chal-
lenges we confront. Public land’s access, fee implementation, protection of the envi-
ronment, marketing of underutilized parks and recreation and development
of i cture are just a few of the issue areas we have undertaken. We have
also developed comprehensive advocacy positions in support of modifications to the
Visa Waiver Pilot oimm and the Passenger Services

'l‘od.tﬁ,rl offer our observations on the Aviation Competition Enhancement Act of
1997t. . Chairman, . thew me to gompl%?}o;int you ::d lth?sleotmm’ ‘t{:ae staff for t.hl;
at care ve reparation of this pro| ation. It very concise]
g:fu forth 5:: sﬁstance anl:l {racticality of aml:ngx s g4 86-

the slot allocation and perim
eter rule practices in place at Washington’s National Airport since 1969 nmfe 19

mﬁctwe ly.
e benefactors of this action are the consumers from areas that are beyond the
1,250 mile range not currently allowed non-stop service from National Airport. This,

r. Chairman and members of the committee, aggﬁes to both western and Wash-
ington-based consumers—those that must now make a mmimum of one, and likely
two stops to reach their destination.

Washington is a viable market for business and leisure travelers into Las Vegas,
Phoenix, San Diego, San Jose, Seattle and other western cities. Customers from
those cities would make appreciable use of non-stop service into National. Western-
based air carriers would unquestionably rise to the opportunity to service this mar-
ket if restrictions were eased, thereby engendering increased competition—competi-
tion resulting in arrival/departure times that are market generated and fare reduc-
tions. The beneficiaries of these timely changes again, would be consumers, who for
too long have been burdened with unfair regulations solely based on the geography
of their residence.

District of Columbia is the headquarters for a majority of US business and
professional associations, o izations which schedule meetings of their member-
ship throughout the United States. Often, we in the convention supﬁly business are
frustrated use these organizations choose cities for their smaller meetinq‘ahor
conferences that are within the “hub barrier” created by the perimeter rule. This
we are told, is the direct result of staff convenience—the association’s meeting and
support staff who need to travel to selected venues for site selection and pre-conven-
tion meeting support. Non-stop service to convention cities in the West would vir-
tually eliminate any travel inconveniences. .

Leisure travelers based in the West and in the Washington area would also ben-
efit from the easing of restrictions called for in the amendment. Not only would

rice conscious travelers have more opportunity to make use of National as an out-
und resource, but non-stop in-bound service would also be highly marketable in
jor western cities.
short, Mr. Chairman, we strongly advocate this amendment, and will offer
whatever support we can to see it enacted. Thank you very much for the oppor-
tunity to appear before you this afternoon.

Senator FoRD [presiding]. I thank you for the compliment, since
the chairman is gone. He trusts me, and I would never let him
worry about that trust, so I will be very careful in trying to chair
the rest of this hearing until he has an opportunity to come back.

Mr. Goodwin, you reminded me of the time I was Governor. We
had a fellow named Nixon that was President, and he had wage
and price controls, and hell, I could not even raise my law enforce-
ment people’s salary in Kentucky to try to have more crime control
and put more people, so we had wage and price controls.

I do not imagine Xerox, Kodak, and others up there would like
for you to have wage and price controls. Am I correct?

r. GOODWIN. It depends upon what you are speaking about,
Senator.

Senator FORD. Sure. It is just like, if it fits you, that is fine, but

if it hurts me, that is all right.
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Mr. GooDWIN. I think they might be interested in price controls
on certain areas where people are making inordinately high profit.

Senator FORD. Well, you know, my friend, I have never been
around anybody that ob‘i'ected to Xou making any money. They just
wanted to make as much as you do.

And so the very fact to come here and say that you wanted to
limit the individual or company’s ability to make money is kind of
an affront, in my opinion, to the good old American way, the capi-
talist way, you know. You come from a business community, and
I am not sure they would do that, or would understand that.

By saying you are goir:ig to limit their profit, what is fair for the
goose is fair for the er, so you do not like what one is doing,
so you want to curtail them, but this other is all right to make a
profit. I just do not understand that statement, but that is all
right. There are a lot of things I do not understand coming from
that part of the country. [Laughter.]

Would you be willing to take corporate slots? Would you be will-
ing to tal{e corporate slots away from National so that you could
get some more service in Rochester?

Mr. GOODWIN. I really wouldn’t want to comment on that be-
cause I'm not sure. I'm not sure. I don’t know thé answer.

Senator FORD. Well, you knew the answer to limiting the profit
on airlines. That was pretty damn quick. But—how about limitinog
corporate slots at National—corporate slots—and we have a go
many corporate slots at National. Would you be willing to take
some?of those away in order to get more airline service into Roch-
ester? :

Mr. GoobpwiN. I don’t know, sir. I don’t know, Senator.

Senator FOrRD. Well, would you support the bill if you found out
that they can take slots away, Rochester would lose some service?

Mr. GooDWIN. I think that what we would like to see is——

Senator FORD. No, I asked you a question. I am not a lawyer. I
am on the jury.

Mr. GoobWIN. I would hope that Rochester would not lose any
service.

Senator FORD. Yeah, but you wouldn't be for the bill if Rochester
found out that taking some slots away would reduce some of the
service you now have.

Mr. GooDWIN. No.

Senator FoRD. OK, that is fine, I just do not believe the Roch-
ester Chamber of Commerce would support the mayor if he decided
to shut down 10 percent of the businesses in the city in favor of
new companies coming in. So that is kind of what we are getting
here as I see it.

But, nevertheless, we all have our opinions and then we use
Henry Clay and we compromise.

Mr. Ralston, if the Metropolitan Washington Airports Authority
knew that the perimeter rule and the number of slots would be
changed, would you have planned the new airport the way you
have planned it?

Mr. RALSTON. Senator, certainly the perimeter rule and the slot
rule as it exists were key elements of our entire development plan,
I would have to say, both at National and at Dulles because we
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have developed an airport, both a terminal as well as a groundside
program, reflecting the existence of those rules.

And at Dulles, it has been essentially our growth airport. It is
our growth airport plan by virtue of the continued existence of the
perimeter rule. Whether there’d be precise and small change as a
result of this, I can’t say. Clearly, without the perimeter rule, the
assumption would have to be that there would be a change in serv-
ice patterns—certainly with an increase in slots, a significant
change in service patterns with the result of a required substantial
growth in National Airport.

Senator FOrRD. Would you have any concern, then, if we changed
the pattern as it relates to slots and to the perimeter rule as it re-
lates to those who have signed contracts as I talked earlier, which
disturbs me? Maybe I am the only one, but it appears that might—
we in some way would be vitiating that contract or at least putting
an additional burden on those who have signed a contract to help
you underwrite the new bill—the new airport, the growth of your
airports, the future new airline landing fees which they’d be re-
quired to pay, etc.

You have any concern about that?

Mr. RALSTON. I think, certainly, the carriers would have exactly
that concern, and we would to a greater or lesser degree share that
concern. I would—Senator, I'd point out really it's a different,
sliﬁztly different approach for slots versus perimeter.

I’'ve indicated in my testimony on slots, if it's a reallocation
issue, while we have concerns, we view that as being a matter for
the Congress, provided that the total slots do not increase at Na-
tional. On perimeter, certainly that has been an element of our
planning. It has been disclosed, both rules, in our offering state-
ment to our bondholders. There's no question about that. We have
to assume that some of our bondholders have purchased based on
information in those offering statements.

The carriers, under the agreement that most have signed with
us, are ultimately underwriters of our bonds. If they refused to sign
that agreement, they pay higher rates and charges. So there’s no
question that they are essentially guarantors, ultimately, of our fi-
nancial ability to pay the debt service.

The ultimate financial impact of a change in those rules is hard
for me to be able to tell you without expert study, but it clearly is
an element of everything that we have developed in terms of those
contracts and our bond offerings.

Senator FORD. Stability is a great thing, and it is more important
now than ever before, I suspect, because of the investment and the
cost and so forth. So I am very concerned about where we'’re going,
and I thouitlt that we had worked awfully hard to kind of put
things together and things were working very well.

Let me ask you another question. When we talk about the perim-
eter rule, is not there a limit to the size of an airplane that would
land at National?

I thought a 757 was the largest that you would allow to land at
National, where you would have larger airplanes land at Dulles. Is
that correct?
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Mr. RALSTON. Technically, Senator, we don’t control that; that,
obviously, iscan (FAACissue. I don’t believe that anything
than a 757 currently lands at National Airport.

Senator FORD. Well, hey, I learned from my son-in-law “never
ask a question unless you know the answer.” And the answer is
that 757s are as large as can land at National. And so, therefore—
under present rules.

Mr. RALSTON. Under present rules, that would be correct.

Senator FoRD. Yes, sir.

Mr. RALSTON. That would be correct.

Senator FORD. So, the rules would have to be—we are trying to
change rules everywhere. We are trying to lower companies’ profits,
trying to take slots away from you, we are—you know, it is just a
topsy-turvy world.

And I do not want to be a part of it. I think we are doing the
wrong, wrong thing.

Mr. RALSTON. Senator, let me touch on your stability point. That
certainly has been a key element for us. Our bond rating, as we
mentioned in our written comments, is as good as any stand-alone
airport in the country, of which we are very proud.

d stability is an important element of our ability to be able to
maint?in that bond rating and get the low interest rates we do as
a result.

Senator FORD. And, of course, Mr. Ralston, you said that the slot
rule is a prerogative of Congress. Well, perimeter rule is, too, when
you get right down to it. We could change that.

Mr. RALSTON. Yes, sir, that’s true.

Senator FORD. And so, then, we become the culprit if we change
and upset the apple cart and cause you to have problems and
’ maibe a lowering of your bond issue, and that sort of thing. I think
we have to be very, very careful in where we are going.

Mr. Tait, I'd have loved to have gotten to you. I've never won
much money and very little, particularly in your State. I've found
Reno has been more—I've been luckier in Reno than I have in Las
Vegas, so I'd be more apt to help Reno than I would Las Vegas.
[Laughter.]

So I do not know whether that helps you or hurts you, anyway,
but nevertheless, I will turn it over to my good friend, Senator
Rockefeller.

Senator ROCKEFELLER. For the purpose of further making the
point that I was making before, I want to ask Mr. Tait a question.
You would agree, would you not, that the air traffic control system
es?.entially establishes airlines as being within the context of public
policy.

Mr. TAIT. Yes. ,

Senator ROCKEFELLER. It is not like selling film or somethin
you're within the context of public policy. You do not have an exist-
ence, or airlines do not, without the infrastructure publicly paid for
of the air traffic control system.

Mr. TAIT. Agreed.

Senator ROCKEFELLER. You have come here to testify that you
like the chairman’s bill and that you think it is going in the right
direction, as Senator Bryan did.



69

I have said that West Virlginia is at the—not having grown in

pulation, but only in the last 4 years we have grown in popu-
ation. That has been about a thousand people a year—we are very
proud of that.

You are growing at about 1,000 people every—

Mr. TArT. Day.

Senator ROCKEFELLER [continuing]. Or hour.

Mr. TArT. Two weeks.

Senator ROCKEFELLER. Two weeks. And, so, I can understand
if—when you come here, geographically, as the fastest growing
State in the Nation and say that you want to be able to have more
and better service because you have more and more people.

Does that necessarili mean, however, that the people—that the
more people that you have there now and the more people who—
which the gamit:ﬁ industry attracts to Nevada are, in fact, any
more important than a like number of people of aggregated Appa-
lachian States from rural areas that have been—showing a tremen-
dous decline in service but who still need to do the same kinds of
things in terms of getting from place to place in this country that
your people do?

Your people are not more important than our people, are they?

Mr. TAIT. No, they’re not, Senator, and they made, I think, a fair-
ly careful point of stating early on that I was here on behalf of a
large number of States, all of whom have given their support of
this and all of whom have the same common interest in seei1e1§
competition improved and seeing the perimeter barriers reduc
and seeing the slots eliminated.

Senator ROCKEFELLER. And did not we establish earlier that it
was primarily, with some exceptions I am sure—the Western
States that were benefiting more by deregulation?

Mr. TAIT. The Western States have seen increases in the pric-
ing—or not increases but——

enator ROCKEFELLER. Decreases.

Mr. TAIT [continuing]. Increased savings in the pricing that other
States have not. However, there has been substantive inconven-
iences that have come along with those minor cost reductions.

The time that it takes to get into high-density airports from the
West is enormous by standards of communities that are based on
the far side of the Mississippi.

Senator ROCKEFELLER. Well, I understand that, and in the case
of the Appalachian areas that I mi%ht be speaking for, we have suf-
fered not or{;y the price increases but the service decreases at the
same time. You have suffered the first but not the second.

So my question to you is should public policy being made by the
Congress—should there be an effort to reach out to try to make the
playing field level as a first requirement before we go on to more
sophisticated fine tuning of the system?

Mr. Tarr. I think it's incumbent upon Congress to understand
the growth and development of the communities that make up the
different industry sections in the United States. Tourism is clearly
the No. 1, No. 2, or No. 3 industry in the 13 Western States.

Senator ROCKEFELLER. As it is, incidentally, in all Appalachian
States that I know of. It is No. 1 in West Virginia and has been
for 25 years.
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Mr. TAIT. No. 1 in a State of smaller population and smaller at-
traction levels and smaller infrastructure may not be the same as
No./1/in/d State like California, Arizona, or Nevada.

Senator ROCKEFELLER. Which is why i, in turn, expanded beyond
my base of West Virginia to talk about similar Appalachian. I was
trying to make a population similarity so as to be able to ask you
this public policy point.

Mr. TAIT. I believe that it's clear that if a State or a region has
a high ropensi% toward development of an industry as the States
of the Western United States have clearly shown, then it’s incum-
bent upon Congress to take a look at that and begin the process
of prioritizing a higher level of standard and a higher level of serv-
ice to those areas which clearly demonstrate a need.

Senator ROCKEFELLER. And when you say “clearly demonstrate,”
what does that mean to you? I mean—have you lived in Nevada
all of your life?

Mr. TAIT. No. I was born and raised in San Francisco, but the
last 28 years in Nevada.

Senator ROCKEFELLER. Ever been east, other than today?
[Laughter.]

Mr. TAIT. No, I've—I was vice president of marketing of the Na-
tional District Atbomeys Association in Alexandria.

Senator ROCKEFELLER. OK. Well—

I think I'll just go back to my original statement——{Laughter.]

That public—you are too well traveled for me to e with.

But that public policy in this question has to be—this is not like,
you know, trade policy with Japan or China. This is a question of
the American people, through the public policy of air traffic control,
saying that we're looking for a fair standard.

And I think, frankly, that the comparison I made earlier to the
interstate highway system is a very, very good one——

Mr. TAIT. Mm-hmm.

Senator ROCKEFELLER [continuing]. And one that the air indus-
try ought to look at, or the public policy aspect of the air industry
ought to look at also.

d that is that the interstate highway system makes no distinc-
tion between populous and unpopulous States because it assumes
that—like the telephone, universal service, and hence the Uni-
versal Service Fund—in order for people in New York to be able
to do business with g.eople in Billings, MT and vice versa, there has
to be an equity which is at the base of the gub]ic policy philosophy.
And I think that is simply the point I would make to you.

I don’t begrudge you your growth. I like that very much. I am
happy that it’s coming to Nevada. I wish we had the same. Some
of us are workinF very, very hard to try to get it to be, if not at
the Nevada level, at least something which is entirely different
from our history.

All I'm saying is that, without a public policy rationale of fair-
ness, we will never be able to do that.

Mr. TAIT. One final point on that, then, Senator. I would hope
that you'd take a look at the investment level of the private sector
and the commitment of the public sector in creating public poli
il;d those regions as one of the bases by which you base your stand-
ards.
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Senator ROCKEFELLER. I think that is fair, and it is one of the

reasons that the Republican Governor and the i’:nior Senator from
West Virginia, who is a Democrat, are going to be holding, actually,
a series of air summits as we consider doing things which will be
very difficult for West Virginia to do; that is, what we call
transparks—building dual 11,000-foot runways with enormous
areas around them for manufacturing, distribution, and the rest of
it, things which you never have to worry about in Nevada because
you are mostly flat. We are only 4 percent flat—everything else is
a mountain.

So, we are doing our best, Mr. Tait.

Mr. TArr. Thank you, sir.

Senator ROCKEFELLER. We just wanted you to think about us.

Senator GORTON [PRESIDING). I thank this panel very much for
z‘vhat it had to say here, and I guess we are finished with questions
or you.

Our last panel is Mr. Nagin, Mr. Babbitt, Mr. Faberman, Mr.
Murphﬁan Mr. Rowen.

Mr. Murphy and Mr. Rowen, you're the two from far away. Do
you have aircraft to catch to go home this evening? Are you on
close deadlines or does it not matter to you?

Mr. MURPHY. I am not on a close deadline.

Senator GORTON. OK. Who else—is another one of you from far
off, from Chicago, I think?

Mr. RoweN. No, sir.

Senator GORTON. OK. Then, under those circumstances, we’ll
ta}zﬁ ﬁmr testimony in the order that your names appear and start
wi r.

Nagin.

STATEMENT OF LAWRENCE M. NAGIN, EXECUTIVE VICE
PRESIDENT FOR CORPORATE AFFAIRS AND GENERAL
COUNSEL, US AIRWAYS

Mr. NAGIN. Thank you, Mr. Chairman and members of the Com-
merce Committee. Good afternoon. My name is Larry Nagin. I am
the executive vice president for corporate affairs and general coun-
sel of US Airways. On behalf of US Airways, I appreciate the op-
portunity to testify before you today.

A primary goal of the proposed bill is to increase nonstop service
from small- and medium-sized communities to high-density air-
ports. If nothing else, the rurpose of my statement today is to con-
vey to you that this bill will have precisely the opposite effect.

distributing slots to new entrants will not produce the increase
in service to small- and medium-sized markets that its proponents
intend. Even worse than failing to achieve its goal, this bill would
inflict significant harm on incumbents such as US Airways, our
employees, and the communities we serve.

This bill, in fact, will reduce service to smaller communities. It
will cost jobs as a result of that loss of service, and it will jeop-
ardize the hundreds of millions of dollars in investments that US
Airways and airlines g‘}.xst like us have committed to the many com-
munities we serve with our networks.

Redistributing slots from US Airways to new entrants means
that we will have to reduce our current service to slot-controlled
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airports. Let me show you the markets that the aatem—US Air-
ways' system already serves from National and LaGuardia airports.

ere is an example of US Airways’ Washington, DC, nonstop
service. All of the hnes in red are service to small- and medium-
sized markets. Over 80 percent of our service into Washington Na-
tional is from smaller communities. And I submit, Senators, that
you have heard today a vast array of testimony of what would hap-
pendif there is a forced withdrawal of slots. Choices will have to be
made.

Unlike our more profitable routes from big cities or our hubs,
many of these smaller communities simply do not have enough peo-
ple flying to New York or to Washington alone to justify nonstop
service. Therefore, service to the smaller communities on our net-
work and the networks of other airlines is only possible because of
the ability to attract additional passengers connecting to other cit-
ies. :

Without the benefit of a network beyond LaGuardia and Na-
tional, new entrants will be unable to serve small- and medium-
sized communities and survive over the long run. However, thanks
to US Airways’ system, passengers from dozens of smaller commu-
xlx)iges have nonstop service to both LaGuardia and Washington,

If Congress confiscates and redistributes some of US Airwaf's’
slots, we will be forced to eliminate some of that service to smaller
communities. It's an economic reality that you've spent some con-
siderable amount of time discussing here today. Indeed, that is the
very type of service that the proposed bill seeks not only to protect,
but also to increase.

We present several reasons in our written testimony why slot re-
distribution is unwise and will be counterproductive. In particular,
the Department of Transportation’s previous attempt to redis-
tribute slots from incumbents to new entrants did not achieve its

goal.

GAO found that of the 152 slots withdrawn in 1986, just 3 short
years later, only 13 slots were still being used by new entrants.
Some lawyers would say we rest our case at that point.

Rather than redistributinﬁ our slots to new entrants, we believe
Congress should evaluate the alternatives. And you've also heard
a lot of good reasons whﬁ' alternatives should be examined.

For example, just look. Last week, the Department of Transpor-
tation created 31 new slots at high-density airports for new en-
trants. Before confiscating US Airways’ slots or any other air car-
rier similarly situated, Congress should evaluate whether DOT’s
recent slot action will achieve its desired effect. It is common sense
to make that determination.

Alternatively, in light of the artificial limit on the number of
slots at National Airport—and I think we should keep in mind that
the slot allocation at National, as we’ve heard from other witnesses
today, is an artificially constrained number—we ask, does it reall
make sense to dedicate 12 slots an hour, 12 slots an hour, or al-
most 20 percent of the slots at National, and 6 slots an hour, or
an averase of 5 percent of the slots at LaGuardia, for general avia-
tion? And indeed, Senator Ford, that was the question you were
asking from the gentleman from Rochester about corporate activity.
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Finally, new entrants and low-cost, low-fare carriers are free to
start service to Washington, DC or New York City right now, at
Dulles, Baltimore-Washington International Airport, or Newark.
There are alternative airports available to serve each city without
anl{eslot constraints.

t me make it very clear, Mr. Chairman and members of the
Committee—US Airways is not afraid of competition. We are not
trying to keep competition out of slot-controlled airports. We are
simply saying that our slots—US Airways’ slots if you will—should
not be confiscated. Our communities that we're serving today with
this vast network here into Washington National and the same
type of network with medium and small cities into LaGuardia
should not be penalized, and that indeed is what will happen if
slots are confiscated.

US Airways already provides convenient, nonstop service to doz-
ens of small communities and connecting service to over 100 small
communities across the country. We're not an upstart airline.
We've been doing this for over 50 years. We and our employees
have maintained our commitment to small communities, and we
appreciate, Senator Rockefeller, $our statement about US Airways
providing that service to West Virginia. We're still there and we
want to stay there. But it would be unfair to penalize us now with
a policy that we believe simply will not work. It will cost jobs. It
will cost service to communities. And, indeed, it will deter invest-
ment.

Thank you.

[The prepared statement of Mr. Nagin follows:]

PREPARED STATEMENT OF LAWRENCE M. NAGIN, EXECUTIVE VICE PRESIDENT
CORPORATE AFFAIRS AND GENERAL COUNSEL, US AIRWAYS

Mr. Chairman, Members of the Commerce Committee, on behalf of US Airways,
I appreciate the opportunity to offer this testimony\to present its views on issues
that are critical to the future of US Airways.

I. US AIRWAYS AT A CROSSROADS

The heart of US Airways’ route structure is along the East Coast, in the North-
east and Mid-Atlantic :‘elflons. This area is densely lsopnlat.ecl and characterized pre-
dominantly by short-haul trips. The skies over the Northeast are very congested and
the costs of weather-related and other delays can be very high. In addition, the re-
f:n has some of the highest landing fees in the country. For example, New York’s

Guardia Airport charges the highest landing fee in the country. US Airways has
struggled for years under the burden of these high costs and it has endured years
of stngﬁzri osses and downsizing.

Stephen Wolf and our current management team came to US Airways with a vi-
sion of reinvigorating the airline by growing rather than shrinking, and we sought
to preserve as much of US Airways’ “platform” as possible from which to build an
international network. Recently, this approach has resulted in several profitable
quarters for US Airways. Our goal is to see US Airways grow into a major inter-
national airline, even though we will be starting behind the other major airlines
that are already several years ahead of us on the path toward international growth.
We have no choice, however, because if the competition is growing then we must
grow to compete and that means becoming a lflo al carrier with more modern air-
craft, secure jobs, and competitive and cost-effective service for our customers and
the many communities we serve.

The key to unlocking the growth potential of this airline has been to put in place
a competitive cost structure that will enable US Airways to compete both with the
other major carriers and with the low-cost, low-fare carriers that have now spread
their service throughout the East Coast and the Mid-Atlantic. Over the last 18
months, our management team has been engaged in a candid dialogue with US Air-



74

ways’ employees over the choice facing our company—whether to grow into a global
ine orpto continue shrinking into a regional carrier. We have just reached a ten-
tative agreement with our pilots’ union—ALPA—to put in place a competitive cost
structure’ ‘and-'in’-exchdnge 'to guarantee growth and job security, among other
things, for our pilots. We are hopeful that the membership will ratify that
ment, and that we can reach similar ments with our other employee unions,
negotiations for which are now taking place or are contem&}ated for the near future.
key component of our tentative agreement will be the creation of a separate,
lower cost airline within US Airways to compete with our low-cost, low-fare rivals,
including those that are independent, such as Southwest, and those that operate as
part of other major carriers, such as Delta Express. We believe that this tentative
agreement will allow US Airways to oomsete vigorously with our rivals in all mar-
kets and to expand both domestically and internationally from our extensive route
network along the East Coast. Only when US Airways can compete successfully
both against other major airlines and against the low-cost, low-fare carriers can this
airline succeed and grow into a major global competitor.

Even in the face of years of losses, US Airways made substantial commitments
to its route structure and to its airports. Specifically, because LaGuardia and Na-
tional Airport in Washington, D.C., are so integral to us Airways’ route system, we
have spent millions to buy 265 take-ofl and landing slots at those two airports since
the Buy-Sell Rule was instituted. In addition to purchasing slots, US Airways has
invested hundreds of millions of dollars to develop facilities at those airports that
will support our network of flights usinﬁ those slots. For example, at LaGuardia,
US Airways is responsible for payingsgu debt service on $202 million in bonds to
build its terminal, which opened in September 1992. At National, the airport au-
thority has funded apprmumabel{J $1 billion in improvements primarily through
bond financing, and consequently US Airways’ costs have doubled to pay for the new
terminal, which opened this year.! Nonetheless, we have been a strong supporter
of the new terminal and investments to modernize the airport, and we have invested
heavily to market our routes to National. This huge investment in airports and fa-
cilities creates value and convenience for consumers b{lmaximizi the use of slots
in slot-controlled airports. US Airways’ investment in National and LaGuardia also
fulfills congressional objectives by sustaining service to small- and medium-sized
communities that would not otherwise have non-stop service to high density airports
and providing single carrier connecting service between numerous other small com-
munities where non-stop service is not feasible.

But all that we have been trying to build at US Airways, including our long-
standing commitment to providing non-stop service to smaller communities, will
put in jeopardy if we do not have the slots to maintain and ultimately to expand
our network. For that reason, we believe the proposal to take slots away from US
Airways and from other incumbents to be poor policy.

I1. REDISTRIBUTING INCUMBENTS’ SLOTS TO NEW ENTRANTS WILL REDUCE SERVICE TO
COMMUNITIES, HARM CONSUMERS AND COST JOBS

As Congess considers this legislation, it is critical that this Committee not under-
estimate the far-reaching consequences of confiscating slots or, if you will, opportu-
nities from carriers such as US Airways. The networks built by incumbent carriers

ield huge consumer benefits—including service to small communities—which will
put at real risk if slots are confiscated. One goal of the proposed bill is to increase
non-stop service from small- and medium-sized communities to high density airports
such as National and LaGuardia. The single most important point of ﬁ testimony
is to explain that this bill will have precisely the opposite effect. Redistributing slots
to new entrants will not produce the increase in service to small- and medium-sized
markets that its proponents intend. Even worse than failinﬁ to achieve its goal, this
bill would inflict significant harm on incumbents such as US Airways, our employ-
ees and the communities we serve. This bill will reduce service to smaller commu-
nities, it will cost jobs as a result of that loss of service and it will jeopardize the
hundreds of millions of dollars in investments that US Airways and other airlines
have committed to building their service and their network. The proposed bill would
undermine one dynamic of the airline industry that already works very well—our
networks serving the high density airports—in what will be a futile attempt to guar-
antee competition that only the market can provide in the long run.

10ther carriers at slot-controlled airports holding numerous slots have all invested heavily
in those operations. For example, Business Express Airlines, Inc., a carrier which recently
emerged from Chapter 11 bankruptcy protection, “*has made substantial investment in its 24
LaGuardia slots.” Answer of Business Airlines, Inc. opposing Spirit Airlines’ appli-
cation for an exemption under 49 U.S.C. § 41714.
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This effect would be particularly ironic because US Airways itself em-
bodies very commitment to serving small- and medium-sized markets that the
roposed bill seeks to encourage. Instead of undertaking such a short-sigh .ﬂm
, Congress should consider a variety of less drastic and less dangerous r-
natives that have a far greater likelihood of achieving an effective solution.

The Economics of Airline Networks

illing planes and flying passe safely is what the airline business is all
about. so-called “load factor”—the percentage of seats on an airplane filled by
paying ngers—is an immutable fact of airline economics. To survive, an airline
nmotﬁphmwithenwghpuse utodefr?'thecomofeach ight—the
plane, the fuel, the employees, the gﬁg landing fees, ground facilities, slots, etc.

On dell;aély t?lr-‘:velet'l n:latel, such .g'h between big ut;t.ieluh;g New zt:rk and Wash-
ington, D.C,, re are always enou ngers justi int-to-point service.
But obviously, that is not tm’:for every l:n'.t‘;%rg:mall egummumpo. As m]:o alternative,
airlines can fill their planes at collectmq points (known as hubs) to collect enou
s:ssengen—nnd to generate a sufficiently high load factor—to fly non-stop to hij

nsity ai such as LaGuardia or National. This has become known as the “hub
and spoke” system. US Airways has hubs at Pittsburgh and Charlotte, where we
collect passengers traveling from cities without enough traffic to fly to National or
LaGuardia non-stop. Other n‘r'ﬁior airlines, such as United, provide service to
LaGuardia and National primarily from their hubs, such as O'Hare for United.

There is another alternative that allows US Airways to serve many smaller com-
munities non-stop to National and LaGuardia and have that service be economically
viable. US Airways has invested hundreds of millions of dollars to build much of
its service pattern—its network—around National and LaGuardia. Our significant
presence at these two airports allows us to offer msengen convenient connections
through National or LaGuardia to over one hun other destinations in the U.S.
Therelore, for a small community that might not otherwise have enough passengers
traveling to National or LaGuardia to warrant non-stop service, US Airways can at-
tract other passengers that will connect through National or LaGuardia to the many
other cities on our network, making non-stop service to that small community eco-
nomically viable.

The composition of passengers traveling from Manchester, New Hampshire to Na-
tional provides a illustration. Just over half of the passengers from Manchester
are fl to National as their ultimate destination. Forty six percent (46%) north-
bound and fifty percent (50%) southbound, however, are connecting through Na-
tional to other destinations. As this example demonstrates, the ability to attract
passengers by offering many such connections through National or LaGuardia air-
Fortl to the rest of our network permits us to offer non-stop service to these airports
rom many smaller cities. The key to the network I have described is having suffi-
cient slots to offer the benefits of non-stop and connecting service to dozens of small-
er communities. Taking away slots threatens the entire structure, disrupts our serv-
ice pattern and eliminates service to the smaller communities that are most depend-
ent on the network.

US Airways Already Serves More Small Communities Than Any Other Airline at
National or l.aguardia

US Airways already provides non-stop jet service to more small- and medium-
sized communities from those two airports than all other airlines combined. This is
preciselﬁ the goal behind the proposed bill. The attached charts illustrate the dozens
of smaller markets US Airways currently serves non-stop from National and
LaGuardia. US Airways is unique in its commitment to serving these smaller com-
munities. US Airways’ system offers non-stop service to 34 small- and medium-sized
communities from National—this represents over 80% of the markets we serve non-
stgp from National. At LaGuardia the picture is similar—nearly 80% of the markets
US Airways serves non-stop are small- or medium-sized communities. Contrast US
Airways’ commitment to serving smaller markets with other airlines’ service to Na-
tional and LaGuardia and you will see that the percentages are flipped—71% of
omt:r carriers’ jet service from National and 66% from LaGuardia serve large mar-

i

el
US Airways has already made a significant financial commitment to pmviding
service from the smaller communities within our network non-stop to National an
LaGuardia. If Congress confiscates some of US Airways’ slots at those airports, we
will be forced to eliminate some of our service to smaller communities—the very
of service that the proposed bill seeks to increase. The loss of each slot affects
e viability of other points on the network. For example, if peak period morning
service to a small city is canceled, afternoon and midday service may no longer be
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viable, and the loss of connecting pasaens:u from that city will diminish the viabil-
ity of service to other small cities that depend on that connecting traffic to break
even, The withdrawal of slots erodes the viability of the network that makes service
to small communities viable. In short, the proposed bill will have precisely the oppo-
site of its intended effect.

Withdrawing Slots Will Force Airlines to Reduce Service to Small Communities

The proposed bill contemplates withdrawing a significant number of slots from in-
cumbents—up to 10% in the first year and 5% every two years thereafter. Pro-
ponents will counter that the bill would only take slots that are not used to serve
small- or medium-sized communities. The reality is that slots are fungible—no mat-
ter which slots are taken, US Airways and other airlines would have to eliminate
service to smaller communities. Slots represent the right for an aircraft to take off
or to land at a particular time of day—they are not dedicated to provide service to
any s&eciﬁc destination point. As has already been described, airline economics dic-
tate that taking National or LaGuardia slots away from incumbents like US Air-
ways inevitably would penalize smaller communities that currently have mm
service to National and LaGuardia on our network. In other words, service to -
and medium-sized communities will be jeopardized by any slot confiscation because
incumbent airlines will need to use their shrinking supply of slots for their more
rroﬁtable and efficient routes—for example, those to an m their hubs—thereby
eaving smaller communities that have less traffic in jeopardy of losing service. As
DOT has clearly and correctly anticipated, slot withdrawals from incumbents would
result in the disruption of service: “Service to small- and mid-sized cities would
E:sbab]y be most affected by such disruption. . . . Further, many of these [incum-

nt] carriers have created markets and service mﬁ:ttems at these airports which
could be eliminated if they are to lose a large numbers of slots.” (61 Fed. Reg. 8632,
8633—-34 (March 12, 1986).) Thus, the proposed bill would take the lifeblood of our
network—the slots at National and LaGuardia—that enable us to provide non-stop
service to the dozens of small communities on our network. ’

Redistributing Incumbents’ Slots Will Cost Jobs

To rewrite the slot rules and jeopardize our investments in National and
LaGuardia and in the dozens of smaller community airports on our network threat-
ens our viability and the thousands of jobs that depend on this airline. Ironically,
it also threatens our commitments to the smaller communities on our network that
benefit from US Airways’ non-stop service to National and LaGuardia. This threat
also undermines the foundation of the promise we are making to our employees to
build and expand US Airways into a global airline through the purchase of billions
of dollars in new aircraft and the growth of our service network.

Taking Slots Now Would be Grossly Unfair to Incumbents that Have Invested Mil-
lions in Airport Facilities in Reliance on the Buy-Sell Rule

US Airways’ investments in infrastructure at LaGuardia and National, as well as
in the other airports and local communities on our route network, have been ex-
pended in good faith reliance on DOT’s assertion that the 5% withdrawal and redis-
tribution of slots to new entrants in 1986 was a one-time event. DOT expressly an-
nounced that, thereafter, the “primary method for obtaining slots in the future is
to buy or lease them, and future new entrant carriers can utilize that method alo
with other operators.” (See 51 Fed. Reg. 8632, 8634 (March 12, 1986).) The pro
to redistribute slots from incumbents to new entrants will jeopardize the hun
of millions of dollars of airlines’ investment and would be a breach of faith with the
airlines and the cities they serve.

Even worse, by jeopardizing airlines’ past investments, the bill will discourage air-
lines from making similar investments in slot-controlled airports in the future. The
Antitrust Division of the Department of Justice (DOJ) has taken the position that
unjustified slot withdrawals would be unwise, reasoning that the ex; tion of
long-term possession of slots would give airlines the incentive to “invest” in the slots
they hold to maximize their value. If the airlines have eertaint{mthat they will be
able to realize a return on their investment over time, then airlines will make in-
vestments such as building and improving terminal and ground-handling facilities
(e.g., gates, lounges, etc.), purchasing appropriate equipment (e.g., Stage 3 aircraft),
advertising and integrating routes from a slot-constrained airport into a network
and the like. Changing the rules now will discourage airlines from making those in-
vestments in the future.
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IIL. SLOT REDISTRIBUTION TO NEW ENTRANTS CANNOT GUARANTEE LOW FARES

As'has'already been di confiscating incumbents’ slots will have the oppo-
site of its intended effect—it will reduce existing service to smaller communities. It
is also critical to understand that redistributing incumbents’ slots to new entrants
will not ultimately guarantee the long-term, competitive presence of new entrants—
only the market can generate successful competitors.

Government Intervention Into the Slot Market Has Failed in the Past

The FAA’s previous attempt to benefit new entrants by withdrawing slots from
incumbents and redistributing them to new entrants by lottery was a complete fail-
ure. In 1986, when the FAA first implemented the Buy-Sell Rule, it withdrew §%
of the air carrier slots at slot-controlled airports to create a pool of 152 slots that
were reallocated to new entrants through a lottery. By 1990, only 13 of these 152
slots were still being operated by the airlines that received them from the lottery.
Rather than ing a long-term commitment to serving these airports, new en-
trants turned around and sold 54 of the slots they had obtained from the lotte?r.
(Notably, over two-thirds of the slots at National were sold.) Thirty-six of the 1562
slots awarded to new entrants were returned because the new entrant failed to use
them. The inability or unwilli ss of new entrants to operate the slots they re-
ceived in the 1986 lottery made redistribution scheme a complete failure.

Indeed, this failure is all the more astonishing inasmuch as the new entrants and
limited incumbents understood that the 1986 withdraw-and-redistribute scheme was
a one-time event. DOT rejected '&mposals to make the 1986 withdrawal-based lot-
teries “periodic.” Instead, DOT stated that going forward, “the primary method for
obtaining slots in the future is to buy or lease them, and future new entrant carriers
can utilize that method alonlg with other operators.” (See 51 Fed. Reg. 8632, 8634
(March 12, 1986).) Accordingly, new entrants that sold or returned the redistributed
slots understood that the m&etplwe was to be their primary source of slots in the
future. Nonetheless, they did not operate most of the slots they were given, but in-
stead, they sold or returned a luge majority of the withdrawn slots. Another at-
temp} axtlo confiscate incumbents’ slots and redistribute them to new entrants will
o
ne ofmn;euons for this failure lies in the economic realities of the industry
I described earlier. It is simply not realistic to expect a new entrant to maintain
service to smaller cities without a hub at these cities or a network. Let me be blunt.
It is unrealistic to think that smaller cities with limited passenger traffic can enjoy
lower fares by having the government take slots from US Airways or from any other
carriers and give these slots to new entrants. For the same economic reasons that
US Airwa pends upon a network to provide viable service to smaller commu-
nities, and as experience so amply demonstrates, a new entrant without such a net-
work would likely soon abandon such service as well—leaving that city not with two
airlines offering oom“petinf service but possibly with no service at all. For this rea-
son, the proposed bill would have the opposite of its intended effect.

or example, weordingstg one consultant, new entrant and smaller airlines lost
$200 million in 1996. (See “Endangered Species,” The MBA Aviation Oracle
(July 1987).) Efforts by the government to intervene in the marketplace on behalf
of new entrants or limited incumbents to give them a competitive advantage or oth-
erwise to promote their operations have had a very poor record. Moreover, inasmuch
as there are only four slot-controlled airports in the United States, it is illogical to
claim that the cost of obtaining slots at such airports is a reason why many new
entrants have failed, despite the efforts at government assistance through prior lot-
teries or community subsidization of aircraft or routes. Instead, Congress should
recognize that other factors—such as flawed business plans, insufficient financing
and poor management structure—explain the discouraging track record for start-up
airlines.

Slots Alone Cannot Guarantee Low Fares for New Entrants

Obviously, the financial status of many new entrants calls into serious doubt
whether another slot redistribution from incumbents will guarantee that new en-
trants can succeed over the long term. Even for financially sound and stable new
entrants, however, the basic economic dynamics of the airline industry and other
factors at slot-controlled airports will seriously undermine new entrants’ ability to
charge rock-bottom fares. New entrants will face higher landing fees, gate lease
charges and other costs that will prevent them from offering the same low fares
they can from other less expensive airports. Indeed, low-cost, low-fare carriers, such
as thwest, have succeeded in lar%&nrtrlz avoiding the more congested, higher
cost airports such as National and uardia. For example, by using Baltimore-
Washington International Airport (BWI), not only does Southwest avoid the cost of
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slots and higher landing fees and facility rentals at National, but in addition it is
able to pursueits strategy of lmmmnzu;g “turn-times” (i.e., the time a plane stays
on the' ground), thus maximizing the efficient use of equipment and crews at less
congested airports.

Slot Redistribution Will Require Substantial Government Re-Regulation

For the current proposal to work in the face of the facts described above will take
massive government intervention and regulation of the new entrants’ use of the re-
distributed slots. In fact, it will substitute governmental decision-making for mar-
ketplace allocation. In essence, this proposal seeks to roll back deregulation and
change the rules upon which carriers have relied in good faith and invested hun-
dreds of millions of dollars to provide service to smaller communities. The Buy-Sell
Rule was created, consistent with the implementation of airline deregulation as
mandated by Congress, to allow the efficiencies of market forces to allocate slots—
a scarce resource—to their highest valued use. Government attem&t: to override
and interfere with the market not only destroy airlines’ reliance on market, but
also create incentives for new entrants that will undermine Congress’ original goals
as discussed below.

What is even worse about this proposal, government intervention will not and
cannot be limited to the simple but draconian measure of taking slots from incum-
bents and redistributing them to new entrants. Rather, because redistribution de-
stg*s the normal market incentives that allocate slots to their most valuable use,
DOT will be forced to supervise and to micromanage the use of redistributed slots
to ensure that new entrants use them as f)romised. For example, a start-up carrier
that receives peak-period slots at National for service to a very small city would be
using those slots for a use that is not the most profitable or the highest valued by
the market. Thus, there will be a strong financial incentive for the new entrant to
switch its service from that route to a more profitable one—one with greater pas-
senger demand. Similarly, and for the same reason, there will likely be other air-
lines willing to buy those slots from new entrants and put them to a more profit-
able, higher valued use. To ensure that redistributed slots are actually used for
their intended purpose—rather than succumbing to market forces—the government
':_lill have to continue to monitor and regulate the use of redistributed slots over
ime.

Therefore, unless DOT engages in a substantial level of re-regulation, new en-
trants that receive slots would be permitted to use—would even be rewarded for
using—gamesmanship to obtain them. But, of course, such government micro-
management would necessarily involve regulating route selections—the very artifi-
cial mechanisms abolished with deregulation and the elimination of the old Civil
Aecronautics Board (“CAB”)—and would directly conflict with the goals and direc-
tives of the Airline Deregulation Act. Moreover, even if the government were suc-
cessful in establishing a regulatory framework to ensure that new entrants used
their slots for the intended purpose over time, that in itself is no guarantee that
consumers will enjoy the benefits of lower fares on those routes.

IV. A MORE FAIR APPROACH

Confiscating an incumbent carrier'’s slots for redistribution to new entrants will
have far-reaching consequences that will undermine the very goals that the pro-
posed bill seeks to achieve. Before instituting such a draconian policy, Congress
should take note that the number of slots are artificially constrained—the very ex-
istence of slot-controlled airports reflects a policy decision by Congress to restrict ac-
cess to these high-demand airports. Congress could change that policy. To the extent
that the policy 18 perceived as outdated, Congress can always reconsider the benefits
of the decision to limit access to these airports. However, even if Congress recog-
nizes that the benefits of the high density rule outweigh the costs, then Congress
stiil can pursue less draconian alternatives to increase access for new entrants with-
out taking the extreme step of confiscating incumbents’ slots.

First, Congress should allow DOT to continue to exercise its authority to grant
slots for new entrants and limited incumbents. (49 U.S.C.A. §41714.) Indeed, Con-
gress has encoura:ﬁed DOT to use this authority recently and, just last week, DOT
exercised that authority to grant 31 slot exemptions to new entrant carriers. Fron-
tier received 6 slot exemptions at LaGuardia for Denver-LaGuardia service; ValuJet
received 11 slot exemptions at LaGuardia for Atlanta-LaGuardia service; AirTran
received 4 slot exemptions at LaGuardia for Knoxville, TN-LaGuardia service; Reno
Air received 2 slot exemptions at O’'Hare for Reno-O’Hare service; and Trans States
Airlines received 8 slot exemptions to provide service between Asheville, Chat-
tanooga, Roanoke and Tri-Cities and O'Hare. This last exemption was granted de-
spite DOT's recognition that Trans State did not meet all of the criteria DOT set
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forth to qualify for exceptional circumstances. Nonetheless, DOT granted the exemp-
tions to “advance an important Congressional gal, using slot exemptions to g;mote
:egn;;;x; to' ‘medium-sized communities.” (See DOT Order 97-10-16 at 9 (Oct. 24,

This extensive grant of 31 slot exemptions reflects a strong willingness by DOT
to use its authority to address the very concerns that now motivate Congress’ inter-
est in the pend.i% legislation. In fact, in its orders last week, DOT was 3\1“6 explicit
that it has decided to “define “exceptional circumstances” more broadly by
nizing the need for competitive service in a market, especially low-fare competitive
service.” (See DOT Order 97-10-17 at 3. (Oct. 24, 1997).) In deciding future slot ex-
emption requests, DOT indicated it will place “a premium upon the introduction of
(a) new nonstop services where none t and (b) new competitive services.” (See
DOT Order 97-10-17 at 4.) Particularly given DOT's recognition of Congress’ con-
cern and DOT's action to meet that concern,? it would be premature and an unnec-
essary gamble to confiscate slots from existing service without knowing whether
DOT’s action was successful.

Second, Congress should evaluate whether slots allocated for general aviation
(GA) use—for small, private aircraft, charter and military use—are the most effi-
cient use of the limited resources available at slot-controlled airports. The FAA con-
ducted an extensive evaluation of GA slots in its May, 1995 Report to Congress: A
Study of the High Density Rule. The FAA concluded that GA operations at National
“contribute to delays® while “providing benefits to a relatively small share of airport
users.” (See Report to Congress at 104.) On average, general aviation and “mr"
users at National perform 171 operations per day, equaling 18% of total airport op-
erations. At LaGuardia, these users perform, on ave , 48 operations per day and
they account for 5% of total airport operations. Given that the slot limits are already
artificially constrained, it would be difficult to justify taking slots away from air-
lines’ existing service to dozens of small communities while preserving so many slots
for corporate and personal use. Congress should weigh heavily the benefits to thou-
sands of passengers in small communities throughout the U.S. seeking access to our
nation’s capital against the possible inconvenience for—using FAA’s words—“a nar-
row portion of the porulation.' (See Report to Congress at 109.) Instead, reallocating
some of these slots for airline use—including new entrants—allows greater public
benefit from a scarce resource.

Third, Confress should take note that open and unrestricted access to other air-
m‘u near slot-controlled airports offers viable alternatives for many travelers.

ile airports such as LaGuardia and National may be more convenient for some
assengers, com&etitors have had great success at nearby airports, such as Dulles,

WI and Newark. Several new entrants have built very successful business plans
around exploiting these airports. For example, Southwest has found BWI to be an
excellent and eflicient alternative airport. BWI is less congested, rmit.t.in% much
faster and, therefore, cheaper turnaround times, and overall it Eeas significantly
lower costs than can be found at National. Efforts to promote the use of alternative
airports through innovative thinking, such as better mass transit plans, could pro-
vide beneficial and workable alternatives to disrupting existing airlines’ service to
small communities through confiscation of slots.

V. CONCLUSION

In sum, US Airways believes that the policy of confiscating slots to encourage
service to small- and medium-sized communities will not work and, even worse, will
eliminate non-stop service that US Airways already provides to many smaller com-
munities today. We believe there is no evidence that redistributing slots will result
in long-term service to new communities—in fact, all the evidence is to the contrary.
And, as we have set forth above, there are strong reasons to believe that this policy
will hurt small- and medium-sized cities already served by US Airways, jeo izing
the jobs and investments in these communities that depend on air service to Na-
tional and LaGuardia. It seems particularly short-sighted to push such a risky pol-
iclyo l":vdhen there are significant and less harmful alternatives that remain unex-
P

3]n its order, DOT announced that we are concurring with the concerns that have been raised
by members of Congress, numerous community groups, new entrant airlines, the General Ac-
counting Office and within the Department about the state of competition in the airline indus-
try.” DOT Order 97-10-17 at 3—4 (Oct. 24, 1997).
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Senator GORTON. Thank you.
Mr. Babbitt.

STATEMENT OF J. RANDOLPH BABBITT, PRESIDENT, AIR LINE
PILOTS ASSOCIATION

Mr. BABBITT. Yes, sir. Thank you. I am president of the Airline
Pilots Association and I very much appreciate the opportunity to
come before this committee today and give you our views.

In the interest of time and in the interest of your patience, I'm
going to somewhat abbreviate my remarks.

Sex:iator GORTON. Your whole testimony will be included in the
record.

Mr. BABBITT. Thank you, sir. I did want to share our concerns.
The proposal that we’re discussing Iaodatil is designed to enhance
competition in the domestic aviation for the benefit of air travelers
and communities. And I think that's a very worthwhile goal and a
worthwhile Government objective.

ALPA, however, believes that some of the bill’s provisions would
actually undermine, rather than advance, that objective.

These provisions would have the Government, rather than the
marketplace, determine the outcome of competition. Indeed, some
of the measures proposed would require substantial Government
invention—intervention into the marketplace, or to put it more
pointedly, we’re talking about re-regulation.

The net result of that—a reduction in benefits to the traveling
public and, one of our prime and foremost concerns for the seople
I represent, this appears to have the possibility of a very adverse
effect on existing airline jobs.

The Act proposes to establish a program that would allocate
takeoff and landinieslots at high-density airports to new entrant
and limited incumbent air carriers. The Secretary of Transpor-
tation, under this proposal, is to create new slots where possible,
but if not, the Secretary is directed to withdraw a substantial num-
ber of slots from major air carriers. The withdrawal of these slots
would then be auctioned off to the new entrant or limited incum-
bent carriers, and ALPA strongly believes that the slot withdrawal
proposal should absolutely not be adopted.

Withdrawing slots from the network carrier and then allocating
them to a new entrant or a limited incumbent would, in all likeli-
hood, be providing non-hub, point-to-point service that would most
likely reduce rather than actually enhance the net economic benefit
generated by these slots.

And because, under the slot allocation procedures of thz(rroposed
legislation the Department of Transportation is supposed to give
gnority to ap‘s}icants who propose new service to small or medium

ub airports that do not have service to the high-density airport at
issue, the result of this proposed auction process would simply be
to move slots from high-volume to low-volume markets, a result
that is flatly at odds with the free market forces and the advance-
ment of public interest.

The proposed slot reallocation process would also have a ve
negative net effect on the consequence of airline employees as well.
There are hundreds, literally, of slots that would subject here
for withd: , 1d the number of jobs—pilot jobs, flight attendant
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jobs, mechanics’ jobs, gate agents among them—that all depend on
the  services based on those slots—it would be very difficult to
measure the overall effect precisely. But it obviously could be quite
large. And the current holders of those slots are air carriers where
employee wages and working conditions have been established
through collective bargaining.

I might add that the transition, the very difficult transition, from
the regulated environment of 1978 to where we are today in 1997
included a great deal of re-evaluating those collectively bargained
agreements 1n order to keep these carriers in business.

These employees have made concessions of wages, of working
conditions, of pension plans. They’'ve suffered innumerable merﬁs
and a decade and a half of diﬁ'lcultg to make this transition. The
employees sacrificed a great deal to keep their carriers Foing.

Now that we're finally beginning to get back on our feet, employ-
ees finally beginning to see a glimmer of sunshine, ﬁnaﬁy begin-
ning to see a very modest return on this decade and a half of sac-
rifices, now we’re hearing a proposal that would suggest that the
ct;t:ran and employees are going to give up what they worked so
hard to build.

New entrant carriers, where the wages and working conditions
of these employees are likeR' to be set simply unilaterally by a new
management—and I would also note for the record that these
wages that are set appear—it’s somewhat of a mirage that these
a{e lower wages because for the most part, they’re brand new em-
ployees.

o if I were to compare the wages of a new entrant employee to
a brand new employee of Delta airlines, American airlines, or any-
one else, they would be the same. So it's somewhat mythical that
we are somehow going to enjoy a lower wage condition.

It's fair to say that the airline employees not only suffered the
consequences of but, in the most part, bore the brunt of this transi-
tion to deregulation. The Government did not step in to assist them
in that period of time—quite the contrary. In 1985, the DOT de-
cided to no longer afford the protective provisions that would be
provided in airline mergers and refused to car;y out the employee .
protection program that Congress had included in the Airline De-
regulation Act to cushion the effect, the anticipated effect, that we
knew deregulation would have on employees.

However, we have adagted to deregulation and finally, after al-
most 20 years now, we have achieved some reasonable degree of
stability in labor relations. And thus we are very skeptical of re-
regulation proposals in general, and re-regulation proposals that
are ]likely to have negative consequences for airline workers, in par-
ticular.

In concluding, there are two additional points that I'd like to
make. First, if any slots are to be withdrawn, they should be those
that are currently allocated to general aviation operations. Those
oll:erations carry, quite bluntly, a nominal number of passengers,
they produce the least economic value of any given slot, and they
should be the first to be reallocated if we go forward with this the-

ry.
Second, at least one major carrier that I'm aware of uses many
of the slots that are allocated to them as actual collateral for loans
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in order to ke?’p that airline’s balance sheet up. Withdrawal of
these slots could have a very adverse effect on the finances of that
carrier; its 'balance /sheet, and in turn, the broad benefits that that
carrier provides to cities and the trave\ing public.

ain, I thank you for the opportunity to express our views here.
e prepared statement of Mr. Babbitt follows:]

PREPARED STATEMENT OF J. RANDOLPH BABBITT, PRESIDENT, AIR LINE
PILOTS ASSOCIATION

Good afternoon. I am Randy Babbitt, President of the Air Line Pilots Association,
International (ALPA).

A represents over 47,000 pilots at 35 U.S. and 10 Canadian carriers. I appre-
ciate the opportunity to appear before the Committee toda?' to gnsent ALPA’s views
on the proposed Aviation Competition Enhancement Act of 1997.

According to the letter I received inviting ALPA to testify today, this proposal is
designed “to enhance competition in domestic aviation for the benefit of air travelers
and communities.” That is a worthy government policy objective. ALPA believes,
however, that some of the bill’s provisions would undermine, rather than advance,
that objective. These provisions would have the government, rather than the mar-
ketplace, define the nature and outcome of “competition.” Indeed, some of the meas-
ures proposed would require substantial government intervention in the market-
{»lace, or stgdput it more pointedly, reregulation. In particular, ALPA believes that

he pro slot withdrawal provisions of the bill would result in a marked reduc-
tion of benefits to the traveling public and have an adverse effect on existing airline
jobs. In addition, ALPA believes that no legislation is warranted that would provide
avorable treatment to so-called low cost carriers to the extent that those low costs
are based on low wages that have been set outside of a collective bargaining process.

The Aviation Competition Enhancement Act proposes to establish a program that
would allocate take off and landing slots at high density airports to “new entrant”
and “limited incumbent” air carriers. The Secretary of the Department of Transpor-
tation is to create new slots where possible but if it is not possible to create new
slots the Secretary is directed to withdraw a substantial number of slots from major
carriers. Those withdrawn slots would be auctioned off to “new entrant” or “limited
incumbent” carriers. ‘

ALPA strongly believes that the slot withdrawal proposal should not be adopted.
The airlines that hold the slots that would be withdrawn have made substantial in-
vestments—in the hundreds of millions of dollars in the case of large slot holders—
to develop the network infrastructures of which those slots are integral components.
Given the competitive imperatives of a deregulated environment, those slots are put
to their maximum economic use by those carriers. Withdrawing slots from a net-
work carrier and allocating them to a new entrant or limited incumbent carrier that
in all likelihood will be providing non-hub point to point service would most likely
reduce, rather than enhance, the net economic benefit generated by those slots. This
is particularly true as slots used by current slot holders provide service to small or
medium hub airports would not be subject to withdrawal under the bill. Rather, the
slots subject to withdrawal would be those that support service to larger cities. Be-
cause under the slot allocation procedures of the proposed legislation, the Depart-
ment of Transportation is to give priority to ag\plicants who propose new service to
small or medium hub airports or to airports that do not have service to the high-
density airport at issue (which is also likely to be a lower traffic airport) the logical,
or more accurately, illogical result of the lpmposed {ﬁority/auction process would be
to move slots from high volume to low volume markets—a result flatly at odds with
free market forces and with the advancement of the public interest.

The other possible result of the proposed DOT auction process is illogical as well.
There would undoubtedly be applicants who request slots in order to provide service
from airports in large traffic markets as ValuJet (now AirTran) has done in the At-
lanta-LaGuardia market under the current slot exemption 'Erogram. Because the use
of the slots in those high traffic markets would provide the greatest return on in-
vestment, it is probable that higher prices would be bid for them in the competitive
auction process contemplated by the bill. The result would be that slots used to
serve major markets would merely be transferred from incumbents to non-incum-
bents. Smaller communities would not be benefited, contrary to the apparent intent
of this legislation. Indeed, even if a carrier did propose service to a smaller airport
in order to get priority from the DOT in the selection process, there would be a pow-
erful economic incentive to switch service to a larger market after the mandatory
180-day service period proposed by the bill.
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The proposed slot reallocation process would have net tive consequences for
airline employees as well. There are several hundred slots :gat are subject to with-
drawal.'The number of jobs-—pilot, flight attendant, mechanic, ticket and gate agent
among them—that depend on the services based on the slots that could be with-
drawn are difficult to estimate precisely, but obviously could be quite large. The cur-
rent holders of these slots are air carriers where employee w and working con-
ditions have been established through collective bargaining between carriers and
their employees. On the other hand, if the recent applicants under the current stat-
utory slot exemption program are any indication, the new entrant or limited incum-
bent applicants under the slot reallocation program are likely to be relatively new
airlines whose employees have not had the opportunity to select bargaining rep-
resentatives or to complete the Feaa of bargaining for a first collective bargaining
agreement. The wn&en and wo! conditions of those employees are likely to be
set unilaterally by the carrier and thus markedly inferior to those of the employees
of the current slot holders. This result is contrary to the congrossionally-established
labor policy enunciated in a number of basic labor laws, including the Norris-
LaGuardia Act, the National Labor Relations Act, and the Railway Labor Act (which
governs labor relations in the airline industry), favoring the establishment of wages
and worki't_x'g.eonditiom through collective bargaining.

It is wo! recallin% that the enactment of the Air Line Deregulation Act was fol-
lowed by a decade and a half of airline bankruftcies, mergers, route sales and w.
and pay concessions, It is fair to say that airline emﬂ;)yees not only suffered
consequences of, but bore the brunt of deregulation. The government did not step
in to assist them. To the contrary, DOT decided to no longer afford labor protective
provisions in airline mergers, and refused to carry out the employee protection pro-

that Co had included in the ADA to cushion the effects of deregulation
on employees. However, we adapted to dere%xlation and finally, almost twenty years
after lation, have achieved a reasonable degree of stability in our labor rela-
tions. Thus, we are skeptical of reregulation proposals in general, and reregulation
pr:;sosals at are likely to have negative consequences for airline workers, in par-
ti

ar,
In concluding, there are two additional foints I would like to make. First, if any
slots are to be withdrawn they should be those that are currently allocated to gen-
eral aviation operations. Those operations (which canx' a nominal number of pas-
ae:ﬁ:cr:) produce the least economic value per slot and thus should the first to be
re ted. Second, at least one major carrier uses many of the slots that would
be subject to withdrawal as collateral for loans. Withdrawal of those slots could have
a serious adverse effect on the finances of that carrier and, in turn, on the broad
benefits that carrier provides to cities and the traveling public.

Aﬁn, ALPA appreciates the opportunity to participate in this hearing today. I
will be glad to answer any questions.

The CHAIRMAN [presiding]. Mr. Faberman.

STATEMENT OF EDWARD FABERMAN, AIR
CARRIER ASSOCIATION

Mr. FABERMAN. Good afternoon, Mr. Chairman and members of
the committee. 'm delighted to be here on behalf of new entrant
carriers and small and medium communities throughout this coun-
try that would like to be a part of the national air transportation
system and would like to get access to the high-density airports.

The closure of four major airports in this country to new entrants
is a result of Federal regulation. It's not as Mr. Babbitt suggests
a question of re-regulation. We're trying to change a regulation
that precludes new service to these airports.

The Aviation Competition Enhancement Act of 1997 will go a
long way in making it possible for new entrants to obtain much-
needed service and much-needed access to these airports.

Imagine trying to comgete in a deregulated airline industry when
youlﬁan’t fly to four of the most important business airports in the
world.

Last Friday, DOT issued two orders awarding slots at O’Hare
and LaGuardia. In that, they said that these slots will provide sub-
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stantial g:blic benefits. They then went on to say, however, that
the, number; of available slot exemptions is very limited and they
may not be able to award any additional operations at LaGuardia
even though applications may meet their standard.

We applaud the efforts of Charlie Hunnicut and Pat Murphy for
processing these orders. We know there was an enormous amount
of pressure a:ﬁplied by some large carriers and their sM£aws not
to approve these slot requests. Monopolists do not readily allow
others into their markets.

The true winners from these orders will be the residents of Reno,
Knoxville, and the other airports that obtained service. It's a small
step in securing the future of competitive airline service but more
must be done.

I don’t think we would tolerate—in any other business—busi-
nesses being told they can’t open up facilities in major parts of this .
country.

Let’s look at some of the high-density facts—Mr. Nagin men-
tioned some, and Mr. Nagin’s correct in that USAir does serve a
number of small markets out of National Airport.

However, we would suggest that he—that that may be the only
airline that serves those small markets. Most of the other airlines
at National Airlines serve their hubs. There’s nothing wrong with
this. We applaud it, and we think that they should be allowed to
put as many flights into their hubs as possible.

However, if we're talking about approximately 70 slots a day
being used to serve Chicago, we believe if that number was reduced
by 10 percent and opportunities were made for new entrants to
serve small markets and other hubs, that we—everyone in the sys-
tem would benefit.

Since the bug'/sell rules went into effect in 1985, the four major
carriers that dominate the high-density airports have increased
their slots significantly. American has gone from 523 to 756,
United from 689 to 851, Delta from 185 to 336, and US Airways
from 203 to 395.

In 1980 when there were not enough available slots to accommo-
date New York Air, then Secretary Goldschmidt took away slots
from incumbents and allocated them to New York Air at National
Airport, enabling New York Air to enter the shuttle market. That’s
why we have two shuttles today. The world didn’t come apart, the
large carriers didn’t go out of business, financing at National Air-
port did not crumble, the terminal did not close.

In that preamble, the Secretary made it very clear that a pri-
mary objective of DOT is to promote competition.

In December 1985 when the buy/sell rules were issued, the Sec-
retary emphasized that slots were not the property of the carriers
and they may be withdrawn. And slots are assigned withdrawal
numbers to facilitate being taken away. Everyone who’s been in-
volved in National Airport in slots has known that they could lose
slots if the Government found it necessary to increase competition.

As you mentioned, Mr. Chairman, we urge everyone, everyone, to
read the 1996 GAO report. We urge everyone to look at the Na-
tional Air Service Roundtable Report that came out in Chat-
tanooga, TN, where small communities got together and com-
plained about access to high-density airports.
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We also, as Senator Gorton mentioned, ask—suggest that every-
one; look |atithe Salomon Brothers study, “Airline Competition at
the 50 Largest U.S. Airports,” because concentration is at the high-
est level ever.

Many of the large carriers argue that new entrants should be
forced to purchase slots or serve other area airports. Why should
a carrier that was given slots free of charge, has been able to use
those slots in some cases for 25 years, have the right to demand
money to allow another carrier to use Government pro‘ferty?

We also suggest that some of these same carriers do not believe
they should have to purchase slots to serve foreign airports. As to
serving other airports in the area, all carriers should have the op-
portunity to serve Washington National, O’'Hare, LaGuardia, and
Kennedy. Considering slots limitations, new entrants have few op-
tions at New York, where two airports are slot-controlled and a
third, Newark, is congested.

As DOT stated in last week’s order, “There’s evidence that At-
lanta/LaGuardia is a distinct market from Atlanta/Newark and At-
lanta/JFK.”

We also suggest if they are comparable airports, then the large
carriers, if they have to give up slots, could easily move to those
other airports and resume service.

It is time for DOT to take action. We ee with the first two
ganelists that exemption slots should be the first way to go. If,

owever, exemption slots are not available, it’s essential that slots
be taken away from incumbents and redistributed. If not, the
dream of deregulation may be something that we will not be talk-
ing about into the next century. Thank you, Mr. Chairman.
e prepared statement of Mr. Faberman follows:]

PREPARED STATEMENT OF EDWARD FABERMAN, AIR CARRIER ASSOCIATION

Good afternoon, Mr. Chairman and members of the committee.

I am delighted to be here to discuss an issue of critical importance to the survival
of airline competition in the U.S.—the closure of four major airports in this country
to new entrants and affordable fare carriers. This blockage of competition is imposed
by Federal regulation—the FAA’s high density rule that allows the Nation’s largest
carriers to control access to LaGuardia, O'Hare, Kennedy and Washington National
Airports. Senator McCain’s Aviation Competition Enhancement Act of 1997 will go
a long way in making it possible for new entrants to obtain access to these airports.
Having said, however, we believe that the bill must go further to address the future
of airline competition. It should be modified to allow new entrant slot holders to
have the same slot use rights as the incumbent carriers. At some point—two years—
new entrant carriers should be able to trade or sell high density slots just as the
large carriers are entitled to do. Moreover, new entrant carriers should not be re-

red to purchase slots that will be used to compete against an incumbent carrier

at was given the slots without charge. That payment by a new entrant carrier,

places it at another disadvantage in competing against the dominant incumbent car-

rier in its market that obtained its slots without charge. The bill also has to be more
explicit in addressing anticompetitive behavior.

agine trying to compete in the airline industry when you are told that although

it is a deregulated industéy, you cannot fly to certain airports including O’Hare,

Washington National, LaGuardia and Kennedy. Furthermore, imafine trying to

compete against carriers that have multiple flights to those airports from the same

cities that gu serve. The high density rule has created exclusive market shares that
would not be tolerated in any other businesses.

On Friday, October 24, DOT issued two orders awarding slots at O'Hare and
gct}ll:"di‘ Airports to affordable fare carriers. In approving the requests, DOT stat-

at:
We have determined to define “exceptional circumstances” more broadly by
recognizing the need for competitive service in a market, especially low-fare
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competitive service. Airlines operating as low-fare carriers provide substantial
gub ic b:l;egu by m.ktll.;g low a{et:‘:vail!;all‘)le tf many Tﬁore t&avelers a.nid_ there-
grea creasing size of market. In expan e of excep-
tl%nal circumstances, we are concurring with the concerns that hm raised
by Members of Congress, numerous community groups, new entrant airlines,
General Accounting Office and within the Department about the state of
competition in the airline industry.
Asto approval of additional requests, DOT stated: ‘

We would favor proposals that are based on aircraft that meet st:ge 3 noise

requirements; second, there should be a reasonable tion that the
posed service would be operationally and financially viable; third, we will pm
a premium upon the introduction of (a) new nonstop services where none exists
and (b) new competitive se especially by applicants that have the dem-
onstrated ntial to offer low-fare competition, where there is single carrier
service and the market could support entry or where existing services do not
produce meaningful price competition.
Although DOT clearly stated that there were substantial public benefits from al-
lowing low-fare competitors into the HDR airports, they then warned that, “The
number of available slot exemptions is very limited, and we may have to apply our
guidelines on an increasingly more restrictive basis or even deny applications that
otherwise meet the standards set forth in the order.”

We applaud the efforts of Charlie Hunnicutt, Pat Murphy and their staffs for
processing these orders. There was an enormous amount of pressure applied by
some carriers and their surrogates not to approve these slot requests. Monopo-
lists do not readily allow others into their markets.

The true winners from these orders are the residents of Denver, Atlanta, Reno,
and Knoxville. It is a small step in securing the future of competitive airline service.
However, more must be done at LaGuardia and opportunities must be created at
Washington National if large areas of this eountr¥l are to obtain access to these air-
ports and if comﬁtition is going to exist at major hubs throughout this country.

To best describe the enormous competitive disadvantage created by the blockage
of con‘;})etition at high density airports, let me ask the following:

1. Would we tolerate an auto-manufacturer, hotel chain, or any other business
being told that it couldn’t sell its products or open a facility in D.C., New York or

Chicago?
2. \ﬁ:at is the economic impact on a small or medium-size community, if it doesn't
have competitive airline services, or any service to D.C., New York, or Chi ?

3. Would DOT sign an open skies agreement with the British or Japanese if new
USS. carriers were not able to obtain entry to Heathrow or Narita.

Do we tell residents of Chattanoog% irmil;gl;am Mobile, Jackson, Melbourne,
Myrtle Beach, Akron, Bloomington, Wichita t they will never get access to
LaGuardia or National? Do we tell residents of Atlanta, Pittabulgn, Dallas, and De-
troit that they will never have low-fare service to Washington National. Was that
the intent of the Derefnlation Act.

ol

Let’s look at some of the high density facts:
Washington National:
New Entrants 0% operations
America West 3 departures
Foreign Carriers
Air Canada 8 departures
Laguardia:
New entrants 1.0%
Foreign carriers 6.5% share
Air Canada 36 slots
Canadian Airlines 10 slats
Ses attached chart.

According to GAO’s 1996 report, 3 carriers (American, Delta and US Airways) con-
trol 64% of the slots at LaGuardia and 59% at National. The large carriers control
about 80% at each aig)ort—ﬁnancial institutions 20% at each airport and post-de-
regulation less than 3%.

ince the buy sell rules went into effect in 1985, American Airlines has increased
slot holdings from 523 to 756, United from 689 to 851, Delta from 185 to 336, and
US Airways from 203 to 395.

These carriers dominate these lucrative markets. Despite record breaking profits
again this past quarter and year, some argue that if these carriers were to lose a
few slots, their systems would fall apart.
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The o that will fall apart if slots are not provided for new entry, is the
ﬁm:eofnmthn.lﬂor reasons, these barriers to entry are not bro-
ken down,  fares will continue-to , consumers and businesses will have no
options and small and medium communities throughout this country will remain
outside of the Nation’s air transportation system.

BACKGROUND

The HDR was issued in 1969 and carriers were given the slots they needed. In
1980, when there were not enough available slots to accommodate New York Air,
Secretary Goldschmidt issued a special Federal aviation regulation (“SFAR”) to allo-
cate 18 slots to New York Air at National Airport, enabling New York Air to enter
the shuttle market [45 FR 72637, Nov. 3, 1980). The promotion of new entry was

80 important that the slots provided to New York Air were withdrawn from
e peable to SFAR made 1t de m“mmw f the Secretary of
pre to ear that a pi o ive of the tary of
Transportation was to promote competition, even in routes that were already served.
. . . additional low fare service in the market will increase competition and
would thus be consistent with the Airline Deregulation Act.!

The preamble also made it clear that the Department had a significant amount

of authority to withdraw and allocate slots and that slots were not property belong-

w u'perty' t i to blic facilit lainly the Depart-
is no pro in access to a public ity . . . plainly pa
ment has the power to :.lg::ate them on any basis that ﬁ not arbitrary and capri-
cious, or otherwise contrary to law.

The s quick action to allocate slots under his general statutory authority
was vigo! contested by the large carriers—who hoped to avoid increased com-
petition. Ultimately, the Secretary’s decision was upheld by the United States Court
of Apﬁ in Nortlwat v. Goldschmidt, 645 F.2d 1309 (1981).

In mber 1985 (Amendment 93—49, 60 FR 52195), the DOT issued the buy-
sell slot rules. Under these rules, carriers were grandl'athered their existing slot
holdings and allowed to buy or lease slots. At the time that this rule was issued,
a limited number of slots were distributed to new entrants. Since that time, how-
ever, the large carriers have gradually re-acquired all of the slots intended for new
entrants, thus increasing their stranglehold on the high density airports.

The buy-sell rules contain several provisions which set forth the authority of the
Secretary to withdraw and distribute slots. These key provisions emphasize that:

1. Slots are not the property of the carriers. Section 93.223 (a) states:

Slots do not constitute a property right but represent an operating privilege
subject to absolute FAA control. Slots may be withdrawn at any time . . .
The preal.:lble to the regulation adds, “this amendment does not create proprietary
ights in slots.” :
. Slots may be withdrawn.? Section 93.223(c) states:
Whenever slots must be withdrawn they will be withdrawn in accordance
with the priority list established under paragraph (b).

3. Slots are assigned a withdrawal number to facilitate slot withdrawal. Section
93.223(b) states:

The FAA shall assign, by random lottery, withdrawal priority numbers for the
recall priority of slots at each airport.

In the orders issued last week, DOT made it clear that the decisions to award
slots to low fare oom%titors was consistent with numerous reports issued over the
past several years by DOT, GAO and others.

In its 1996 report, GAO found that “control of slots by a few airlines greatly de-
ters entry” at the high density airports resulting in higher fares for those traveling
to those ua)orts [A summary of the 1996 report is attached.] That was not the first
time that GAO had commented on high density airport restrictions. In its Auﬂust,
1990 report (Airline Competition: Industry Operating and Marketing Practices Limit
Market Entry), GAO stated that the higrhy density rules “prevent potential entrants
from starting service” at those four airports and that “since access to these airports
is important in developing a competitive route network, slot controls discourage
entry into a wide range of markets in addition to those starting or ending at one
of the four airports.”

1The slots given to New York Air were for service between New York and Washington—a
route already served by the Eastern Shuttle. X

3Carriers have always known that slots could be withdrawn. To avoid possible loss of slots,
carriers have traded or sold slots with high withdrawal numbers.
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In February of this year, State, local and Federal officials met at the National Air
Service Roundtable, held in Chattanooga, Tennessee, to discuss market-based solu-
tions'to'local air service problems. The genesis for the meeting was the need to fin-
ish “the unfinished business of the Airline Doregulation Act of 1978 by bringing a
competitive mix of service to all communities,” particularly those that, like Chat-
tanooga, lack adequate airline competition or service quality.

These communities are experiencing higher fares and reduced service quality.
While conferees identified market;lag lt:f)! that can be taken by communities and
carriers, participants agreed that “if local efforts to enhance competition are to suc-
ceed,” the Federal Government must address “anti-competitive practices of hrg
airlines,” as well as barriers to entry including “exclusive use” gate leases and
availability of slots. At the end of the conference a number of issues including slot
availability were highlighted in “The National Air Service Roundtable: A Consensus
Report” written by Joseph P. Schwieterman, Ph.D. As the report noted, communities
throughout the country are experiencing "hifher fares and reduced service quality.”
While the conference identified a number of marketing steps that can be taken
communities and carriers, the ¥rﬁcipants agreed that “if local efforts to enhance
competition are to succeed,” the Federal Government must address “anti-competitive
practices of larger airlines,” as well as barriers to entry including “exclusive use”
gate leases and the availability of slots. The National Air Service ndtable con-
sensus report also stated that:

The control of airline “slots” is also deleterious to competition. This lem
is gervasive at the "b“? four” aix;ports, Chicago’s O’Hare, New York’s Kennedy
and LaGuardia, and Washington’s National Airports. It can put the expansion
of air service in mid-size cities into the hands of a few major carriers, which
own the slou‘, lpreclnding mid-size cities from working effectively with new en-
trants to establish service to mt}ior airports.

One of the recommendations from the conference was:

New slot allocations. Departure slots at congested airports should be provided
to carriers seeking to serve communities beset with air-service problems. Hi
fares and poor service are so contrary to the public interest that they occasion-
ally justify direct Federal intervention as allowed under current law. Appro-

ate steps ?;—fht include a more liberal interpretation of the “exceptional cir-
cumstabr .m:s”'t terion, which gives dot the authority to reallocate slots in the
public interest.

The &J se of deregulation was not to freeze certain communities and carriers
out of the Nation’s largest markets. A deregulated environment cannot exist when
service to Chicago, New York and Washington is blocked by federally imposed regu-
lations. True deregulation can only exist when all markets are opened.

BENEFITS OF NEW ENTRY

If we are going to have airline competition into the next century, barriers to entry
must be opened. Not only will it promote competition and the survivability of new
entry, but it will result in:

o Lower prices and more choices for the traveling public

e Provide business travelers throu&hout the country with affordable fare options
for travel to New York, Chicago and Washington; and

¢ Provide leisure travelers with affordable fares that will allow them to visit fami-
lies and friends, to take family vacations and explore business opportunities; and

¢ Stimulate enormous business and economic opportunities in cities such as
Akron, Bloomington, Moline, Fort Wayne, Chattanooga, Myrtle Beach, Birmi m,
Mobile, Jackson, Fargo and others that do not have non-stop service to New York,
Washington, and Chicago; and

e Allow carriers serving small cities to add important business markets to their
network allowing them to stnenqthen small market service.

A recent study by Julius Maldutis of Salomon Brothers, “Airline Competition at
the 60 Largest U.S. Airports—Update” stated that:

The Herfindahl-Hirschman Index (HHI), based on national air travel market
share data, is flawed. We have developed a better measure of concentration
based on a weighted average of airline market shares at each of the 50 largest
airports in the United States, demonstrating that the concentration for the in-
dustry is at an excessive level—3,877 HHI.

The report added:

Therefore, measures of concentration, based on nationwide industry data, do
not clearly depict the increase in industry concentration. However, market
share analysis and, therefore, measures of concentration at the 50 largest air-
ports show an unprecedented degree of concentration in the airline industry.
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Is this what the Dereglation Act was all about? Only certain large cities will ob-
tain non-stop service to the high density markets and to those large cities concentra-
ﬁl:: Wl;!l ?ow 80’ that ‘no’competitor can enter? Should smaller cities be told to go
elsewhere
Many of the large carriers argue that new entrants should be forced to purchase
slots or serve other area airports. Why should a carrier that was given 5:& free
of charge have the right to demand money to allow another carrier to use Govern-
ment property. Moreover, few slots are available for purchase; they are on]&:vail-
able for short term leases. Most of the slots that have been purchased since buy-
sell rules were put into place, have been part of major facility transactions or the
aut.rigt purchase of an airline. In each case slots were part of the transaction. Com-
gre e position of those carriers arguing that HDR slots should be purchased with
eir views on international access.
The same carriers that insist that new entrants purchase slots at high density
airports, recoil from that concept as it applies to them:
slots US. carriers need must also be made available at no charge. The
U.S. provides free slots to foreign carriers, including BA, operating at U.S. slot
controlled airports.—Stephen Wolf, US Airways

Moreover, to ire entrants to purchase slots when incumbents were given
them for free creates a barrier to entry in itself. Obviously, BA and AA would
be in a position to control any such slot market if it were authorized, and would
likely exercise their market dominance to immunize the alliance from competi-
tion.—B: P. Simon—senior vice president, International Continental Air-
lines, Inc. before the Senate Antitrust, Business Rights and Competition Sub-
committee, April 22, 1997.

True open skies also requires that new entrants be provided Heathrow slots
free of charge. The US. Government ensures that foreign carriers, includi
British Airways, are able to obtain the necessary slots to provide internation
service from slot-constrained airports in the U.S. indeed, DOT has even taken
away slots from U.S. carriers to make them available to a foreign carrier at no
charge. Comity demands that U.S. carriers be provided free access to Heathrow
slots. Nor is there a justification for allowing British Airwafm and American to
cha{ge outrageously high, artificial “market prices” for the slots they relinquish,
as the mega-alliance partners have suggested. Neither British Airways nor
American paid the British Government for the slots they currently use at
Heathrow.—Larry Nagin, US Airways

As to serving other &iﬁporuhall carriers should have the opportunity to serve
Washington National, are, LaGuardia and Kennedy. Considering the slot rule:
new entrants have few options in New York where two airports are slot controlle
and a third—Newark—is significantly congested. A report in the September 26
Aviation Daily stated that Continental Express dropped five markets from Newark
“because of airspace congestion that is wreaking havoc on our operational integrity.”
As DOT stated in Order OST-97-2442, “there is evidence that Atlanta-LaGuardia
is a distinct market from Atlanta-Newark and Atlanta~JFK.”

We do not believe that BA and AA would seriously contend that consumers,
particularly business travelers, would pursue alternatives to non-stop service.
All applicable precedents have concluded that one-stop and connecting service
are not reasonable alternatives to non-stop service.—B Simon

American Airlines three years ago testified that “although Gatwick and
Stansted are available for expansion, as thi stand today, consumer pref-
erences and connecting service opportunities make Heathrow the only truly via-
ble London airport.”—Barry Simon

Gatwick is not a competitive substitute for Heathrow, particularly for busi-
ness travelers.—Scott Yohe, Delta

Although some of the large carriers have protested that access to international
markets and domestic markets is not the same, those %robestationn do not chan,
the obvious. The issues presented concerning access at Heathrow Airport and hi
density airports are the same—access, competition and fares and the impact of those
issues on all of those traveling in domestic markets. The large carriers emphasized
that competition between the U.S. and London cannot exist without access to
Heathrow. In the United States, competition cannot exist at the Nation’s most im-

rtant markets without access to high density airports. The hypocrisy of those pre-
gnding that international access is a different issue, was best summarized by
Crandall, chairman and CEO of American Airlines, Inc., before the Senate Aviation
Subcommittee on June 4, 1997 when he stated:

For an added dose of irony, consider these facts: United holds the atest
number of slots at Chicago’s O'Hare airport and a higher rcentage of O'Hare
slots than British Airways and American combined will hold at Heathrow.



Moreover, United holds slots at Heathrow it does not use
to its partner, Lufthansa. Yet United continues to demand that we and Bri
Airways divest several hundred slots at Heathrow—while at the same time tak-
ing the position that in the United States, new entrants do not need slots at
constrained airports! (Emphasis added).

While we have not seen action from this Administration on preda behavior
issues, other business transactions have caught the eye of Federal regulators. The
Federal Trade' Commission has rejected a pro merger between Staples and Of-
fice Degt on the grounds that competition would be severely handicapped and re-
cently the FTC expressed concern with actions of T?&R-Us. The FTC recently an-
nounced it will consider a kﬁ' r proposal of U.K.-based liquor giants Guinness
and Grand Metropolitan. reguiatnrs decide alcoholic beverage consumers are
steadfastly loyal to their gin or vodka or scotch—and that a me; would create
a mono in certain categories—the FTC might block the $22.3 billion deal.

The s investigation of the proposed merger is highly unusual given the fact
that the companies aren’t based in the USA. The combined companies would contral
47% of scotch, 39% of vodka and 36% of gin sales here. Also, the Justice Department
recently launched an investigation of Anheuser-Busch’s market practices (pushing =
its distributors to onl t products).

Apparently, the Administration believes that it is more important to have reason- — -
ably priced alcohol and toys available than it is to ensure that affordable air trans —-
portation exists.

It is time for the DOT to take those actions necessary to ensure that competition "—"““
exists. It is critical that DOT move quickly. If not, some of these cities may never —= ==!
have service and some of these carriers may be hurt.

The DOT has a number of options to provide slots:

1. Allocate exemption slots;3 or .

2. Withdraw slots from incumbent carriers and re-allocate them to the afford —
able fare carriers; or

3. Require the U.S. partners of the foneifn carriers holding exemption slots
at LaGuardia and O'Hare to Yrovide those slots to the foreign carriers and with-
draw the exemption slots held by the foreign carriers and then allocate them

'nf.? f“uge"dable' fmiu o ed record profits and growth, particularly at the high

carriers have enjoyed record profits an , icular]
density airports. We congr?tﬁatae those %arn’ers ong:;'hoeir successes m{d hope that
the entire airline industry and all of those who rely on it continue to prosper. Our /

reference would be that all carriers would be given the (:ﬂporumity to enter the
g.igh density markets and grow to meet market demand. Unfortunately, that result
is prohibited by statute at Washington National and the DOT has stated that only
limited additional operations will be permitted at LaGuardia. With those limitations
and if we are truly to operate in a deregulated environment, we believe that the
Department is obligated to withdraw slots from incumbents for redistribution to
new entrants.

The legislation introduced by Senator McCain is an important step.

The dream of those who created the Airline Deregulation Act of 1978 was that
airlines would be able to compete against each other in open markets in which each
carrier and community would be able to determine its own future. Whether the
American public will benefit from a deregulated environment in the 21st century de-
pends upon whether the Department is prepared to insure that markets remain
open to all and that competitors can compete equally but fairly. If not, we will see

e end of the deregulation dream.

Thank you!

3The Secretary has found “exemption” slots to be available to meet international requests at
LaGuardia in larger numbers than those requested by affordable fare carriers.
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The CHAIRMAN. Mr. Rowen.
Thank you, Mr. Faberman.

STATEMENT OF ROBERT ROWEN, VICE PRESIDENT AND
GENERAL COUNSEL, RENO AIR

Mr. ROWEN. Thank you, Mr. Chairman and members of the com-
mittee. It is a pleasure to be here today. I am Bob Rowen, vice
president and general counsel of Reno Air.

We support the Aviation Competition Enhancement Act of 1997
in all respects. However, we are concerned that this bill in itself
will not cure the predatory tactics that are destroying competition
in the airline industry.

Reno Air is a low-fare airline based in Reno, NV, with operations
up and down the west coast, from San Diego, CA to Fairbanks, AK,
and extending east to Colorado, Chicago, Detroit, Mississippi, and
Florida. Chicago service was made possif)le by the grant of excep-
tional purpose slots under legislation adopted in 1994.

We received an additional pair of slots on Friday, and look for-
ward to adding capacity in this market with brand new, state-of-
the-art MD90 jets. We appreciate the ability to serve Chicago.

Reno Air commenced operations on July 1, 1992, and passed its
fifth anniversary earlier this year. Reno Air has always operated
an all-stage three fleet. I also note that our pilots are represented
by the Air Line Pilots Association, and that every pilot I have spo-
ken to has supported Reno Air’s applications for new entrant slots.

Reno Air earned a profit in 1995 and 1996. This is notable, not
only because Reno Air is one of the few profitable new entrant air-
lines, but also because Reno Air operates in the highly comgetitive
west coast markets. Fares prevailing on the west coast, when ad-
justed for length of haul, length of flight, average one-half to one-
third of fares prevailing in east coast markets.

For example, the average fare in the San Jose/Los Angeles mar-
ket was under 20 cents a mile in the first quarter of this year, as
compared to 40 cents a mile in many east coast markets, and over
55 cents a mile in the LaGuardia/National market.

The state of airline competition today is a paradox, with vigorous
competition in certain markets, such as intra-California, and a lack
of competition enforced by strong anti-competitive practices in
other markets.

The paradox of airline competition is illustrated by Reno Air’s ex-
perience. On the west coast, where competition is vigorous, Reno
Air has prospered while competing against strong airlines such as
Southwest. On the other hand, Reno Air has been unable to profit-
ably serve two Midwest markets that have had much higher fare
levels and much less competition.

These markets are Minneapolis and Detroit, where Northwest
dominates. Reno Air was driven out of Minneapolis in 1994, and
is currently hanging in in Detroit with one red-eye flight a day.

These failures we believe are each due to Northwest's pregatory
actions against Reno Air, which were designed to keep Reno Air
and other low-fare airlines out of Northwest’s hub cities.

In each case, Reno Air initiated nonstop service in markets that
did not have nonstop service, and Northwest immediately overlaid
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Reno Air’s service, using the power of its hub network and preda-
tOI]"X pricing to-drive Reno Air out.

or instance, Reno Air initiated Reno/Detroit service with one
flight a day in January of this year. Northwest immediately initi-
ated compet;ins1 service and increased such service to three flights
a day despite the low yields and low traffic on the route.

The Department of Justice earlier this year has said that such
activity appears to look like an anti-trust violation. In making
those remarks, the Department of Justice was commenting on the
same tactics that Northwest used ?ﬁ&inst Reno Air in 1994 when
Reno Air sought to enter the Reno/Minneapolis market. The De-

artment has aptly noted that if Northwest was not serving a mar-

et before Reno Air entered, it seems odd that the market would
become more appealing after Reno Air entered.

We and other airlines in the Air Carrier Association have
brought these problems to the attention of the Department of
Transportation and the Department of Justice and they say they
are studying the problem.

However, while they are studying the problem, this predatory ac-
tivity is fast spreading to other airlines and other parts of the
country like a disease. Other airlines have seen the lack of Govern-
ment enforcement action against predatory pricing tactics and
gIredatory scheduling tactics, and they’ve asked themselves, “If

orthwest can do this, why can’t I?”

As a result, predatory pricing and scheduling tactics are more
prevalent than they were 5 years ago, are more blatant and fo-
cused, and are literally driving new entrant airlines out of busi-
ness.

The airline pricing schedulingband yield management practices
are indeed complex. But the public should not be fooled by what
is happening in the industry. As I've documented in the written
materials submitted to this committee, major airlines tailor their
competitive response based on the strength of their competition.

It's easy for a major airline to destroy any market entered by a

low-fare carrier with low prices and excess capacity. If they believe
the competition can be forced out of the market, they willingly cut
their own revenues and profits and even operate at a loss to drive
a competitor out. And after they succeed, they jack the fares back
up again to their monopoly levels.
" The anti-trust laws and the DOT’s authority clearly extend to
prohibit these predatory tactics. The Department of Transportation
and the Department of Justice need only to apply these laws to the
complexity of airline pricing and yield management.

The anti-competitive practices of predatory pricing and predatory
scheduling inflict their greatest damage on local communities that
are seeking competitive air service. And yet these communities and
their State governments are powerless to apply State fair trade
laws of general application to the airline industry.

If the Department of Justice and the Department of Transpor-
tation will not act to stop the abuses that have been documented,
then perhaps Con%:ess should allow the States to apply their own
fair trade laws in this area.

We appreciate the attention of this committee to the absence of
Government enforcement action to enforce fair trade laws, and we
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support the Aviation Competition Enhancement Act of 1997. Thank
you very much.
[The prepared statement of Mr. Rowen follows:]

PREPARED STATEMENT OF ROBERT Rolvzvnu, \AI&E PRESIDENT AND GENERAL COUNSEL,
ENO

Thank you, and it is a pleasure to be here before this Committee today.

Reno Air is a new entrant airline based in Reno, Nevada, with operations up and
down the West Coast, from San Diego, California to Fairbanks, Alaska, and extend-
‘% ':;:t to Colorado, Chicago, Detroit, Oklahoma City, Gulfport (Mississippi) and

Reno Air commenced operations on July 1, 1892 and its fifth anniversary
earlier this year, Reno Air has always operated an all -III fleet which consists
entirely of quiet MD-80 jets and ultra-quiet MD-90 jets. MD-90 jet is the new-
est line of jets produced by the McDonnell Douglas division of The Boeing Co: .

There are several anticompetitive practices prevalent in the airline im
today. These practices are made possible, and are anticompetitive, largely on ac-
count of the domination of airline hubs by individual airlines. My testimony briefly
foct:ie: (;‘l;:;: of these practices: predatory pricing, and what I am calling predatory
marke 8-

1. The Airline Industry is Becoming Increasingly Concentrated. Instances of preda-
tory pricing and predatory market oodin%are increasinﬁlay frequent and increas-
ingly blatant. Moreover, the conditions which facilitate predatory activity—including
the monopolization of an airline hub lgrea single carrier—are more prevalent. This
industry concentration is increasing. datory activity will intensify unless it is

sto .

l£>st deregulation, the dozen or so established airlines competed intens%l{ for mar-
ket share, Emugh growth and through acquisitions. The industry rapidly evolved
to hub and spoke systems, and airlines competed fiercely to e out territories
they could control. Today, most airline hubs are dominated by a single airline who
has a market share—at that hub—ranging from 70% to 95% of all activity at that
hub. Attachment 1.

As Julius Maldutis of Salomon Brothers has recently pointed out, this concentra-
tion of airline power in hub cities is hig i' unusual and is far more concentrated
than was previously believed. In his July 21, 1997 report, entitled “Airline Competi-
tion at the 50 Largest U.S. Airports—Update,” Salomon Brothers states “market
share analysis and . . . measures of concentration at the 50 largest airports show
an unprecedented degree of concentration in the airline industry.”

And this concentration is increasing.

In 1984, Northwest Airlines had an approximately 10% market share in Detroit.
In 1986, when it acquired Republic, Northwest’s market share jumped to o:ggroxi—
mately 60%. In the last ten years, following this anti-competitive merger, Northwest
has increased its market share to approximately 80%. Attachment 2.

In 1984, USAir's market share in Philadelphia was approximately 20%. USAir's
market share has since increased to approximately 60%. Attachment 3.

At Pittsburgh, USAir's market share has increased during the same period from
approximately 72% to over 80%. Attachment 4.

imilar increases have occurred at other hub cities.

2. Fair and Unfair Competition Distinguished. Airlines have used a number of
techniques to establish—and to maintain—their hub dominance. Lawful and 8-
sive competition has certainly played a part in this process. However, several air-
lines have also engaged in a number of unfair, anticompetitive and illegal tech-
niques ntﬁ elixlllxinate oompetitia:. And, d scheduling

ot all airlines engage in this activity. And, aggressive pricing an e ac-
tivity is usually leglﬁ ﬁowever, as is well-recognized by t%e antitrust laws, certain
otherwise-legitimate activity is anticompetitive and illegal when engaged in by a
monopolist. The activity described herein is anticompetitive when engaged in bﬁ:‘n
airline with a concentrated market share—such as by Northwest Airlines at Min-
neapolis or Detroit, where Northwest has an approximately 80% market share.

e predatory activity described herein is a subset of the larger universe of anti-
competitive activity. It is particular anticompetitive activity that makes economic
sense only if it harms one’s :co:}petitor thereby driving the competitor from the mar-
ket. It is short-term profit sacrifice in order to obtain later monopoly profits.

The predatory basis of certain pricing and scheduling activity is best illustrated
by comparing instances of such activity to more normal competition. The example
o¥"normal competition” I use is Southwest'’s entry into the St-Louis-Detroit market.
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Attachment 5 shows the number of trips operated in the St-Louis-Detroit market
&Nort.hwelt, TWA and Southwest after Southwest entered the market in 1993.
chart/shows)the_monthly trips operated by each carrier from January 1991 to
March 1997. (The number of trips fluctuates clight‘li)lr month-to-month due to the
number of in each month and also due to holidays and some extra sections.)
Southwest Airlines is used as the base case because Southwest offers low fares
but is not a vulnerable new entrant. Southwest offers the same low fare competition
that a new entrant can offer, but, unlike most new entrants, Southwest has tremen-
dous financial resources. This is a significant difference because predatory activity
is successful only if it drives the competitor from the market. Southwest has shown
it cannot be driven out of a market b)' aggressive price cuts. Hence, we assume that
response to Southwest’s entry is “competition” and not “predation”.

t! nt 6 documents fare activity in the St. Louis-Detroit market over the
same period as Attachment 5. Fare data is shown quart&'l{, not monthly, as month-
ly data is not available. Because air fares change seasonally in response to high and
low traffic, I have included a vertical line on each fare chart to facilitate a compari-
sgzh of year to year changes. In this chart, the vertical lines mark the third quarter
of the year.

Southwest enters the market with lower fares than the comﬁ;ition. Its ave
fare in the third quarter of 1993 is about $45 as compared to about $68 for North-
west and about $73 for TWA. Northwest and TWA maintain a much higher fare
structure after Southwest’s entry. Indeed, as has happened in many markets en-
tered by Southwest, the average fare realized by the other airlines increases in re-
sponse to Southwest’s entry. This indicates the sophisticated yield management sys-
tems of the major airlines working to maximize the profit to such airlines, given the
new competitive environment.

There 18 also no increase in capacity in response to Southwest’s entry.

This is a baseline case, which sets the foundation for the following examples of
predatory activity. .

A. Predatory Market Flooding

Predatory market flooding happens when an established, dominant airline floods
a market with capacity in response to the entry of a low fare new entrant airline.
The purpose is to make the market unprofitable for everyone, thereby driving out
the new entrant.

The Department of Justice has recognized that market flooding violates the anti-
trust laws. In his remarks before the rican Bar Association in June of this year,
the Chief of the Transportation Section of the Antitrust Division of the Department
of Justice stated that it would “seldom be a normal competitive response” where an
incumbent follows a new entrant into a new route.

Claims of predation are more credible when they involve not on:{ price cuts,
but also significant cagacity increases or other changes in network operations
by Incumbent. Entry by Incumbent into a route it was not currently serving
would seldom be a normal competitive response to a rival. If the route were not
profitable for Incumbent before Upstart entered, why would it be profitable
afterwards? On the other hand, expansion of ca?acity y Incumbent on a route
it already serves might be a normal response if the new entrant forced prices
down enough to greatly increase demand—Roger W. Fones, Chief, Transpor-
tation, Energy, and Agricultural Section, Antitrust Division, U.S. Department
of Justice. Remarks before the American Bar Association Forum on Air and
Space Law, Seattle, Washington—June 12, 1997.

Yet this is precisely what happened when Reno Air tried to serve the Reno-Detroit
market early this year.

Northwest’s response was reported by the Reno Gazette-Journal on Tuesday De-
cember 17, 1996: “Just 1¥2 weeks after Reno Air announced it will in nonstop
service to Detroit on Jan. 30, Northwest Airlines said on Monday it will ﬂn daily
nonstop flights between the cities on Jan. 31.” And about the same time Reno Air
hu;creased d‘ilte service to two flights a day, Northwest increased its service to three

ts a day.

orthwest also used 1 r planes for its service, with the result that a market
that Reno Air entered with less than 4,000 seats a month soon had over 24,000
seats per month. Attachment 7.

You will also note that when Northwest entered the market with nonstop flights,
its fares were less than when it was serving the market with onestop flights. That
is an odd reason to institute nonstop flights in a new market. See Attachment 8.

Northwest also undercut Reno Air's fares, initiating a $99 fare to Reno and $119
fares to the West Coast—substantially below the levels prevailing before Reno Air’s
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entry. This was predatory pricing. Due to the time required to obtain pricing data
frotllx'iythe Departn‘:ent of ‘::s;:gation, we are continuing to analyze ﬂu’: data.
B. Predatory Pricing

My second example of anticompetitive conduct is a case of predatory pricing.

Spirit Airlines, g very small l;eirline based in Detroit, decided 12' garlc;'nit)% to
enter the Detroit-Boston market.

At the time, Northwest was serving the market with as many as 11 flights per
day, offering over 1500 daily weekday seats. Spirit entered with a small aircraft
seating only 87 passengers, even when completely full. As is evident from Attach-
ment 9, Spirit's capacity in the market was insignificant c:ln;&amd to Northwest.
Northwest accelerated its usual summer expansion in the et, with the result
that Northwest'’s capacity increased in May—as opposed to July or August—and
reached an all-time high shortly after Spirit’s entry. This was predatory market

B‘?lﬁlo e real story here is in the fares Northwest charged, as indicated on Attach-
ment 10.

In response to Spirit’s 87 seats, Northwest d:{ped its fares by over 50%. North-
west’s average yield in the Detroit-Boston market dmsg:ed precipitously from 43
cents to 16 cents—a 62% decrease. Why? Northwest could have realized higher reve-
nues had it simply let Spirit completely fill up its planes and left its own fare struc-
ture intact. In every other second quarter—1991, 1992, 1993, 1994 and 1995—
Northwest’s revenues on the route increased in the second quarter. However, North-
west’s revenues dropped in the second quarter of 1996. Attachment 11 charts the
drop in Northwest’s total revenues on the Detroit-Boston route as a result of North-
west’s predatory response. When adjusted for number of seats, the drep in revenue
is even more significant. Attachment 12.

3. Summary and Conclusion. Airline competition today is a paradox. Althol:gh
Reno Air has been successful competing in the most competitive markets in the
country, Reno Air has been unable to profitably enter two of the least competitive
markets in the oountrﬁ:eMinneapolis and Detroit.

On the west coast, Reno Air has competed successfully with some of the strongest
competitors, including Southwest and United. On the other hand, Reno Air has sim-
ply been unable to compete in two monopoly markets served by Northwest Airlines:
the Minneapolis-Reno market, which Reno Air sought to enter in 1993, and the De-
troit-Reno market, which Reno Air entered early this year. Reno Air continues to
operate the Detroit-Reno route, but has recently reduced is operation to only one

ight a day.

ﬁ these markets, Reno Air received similar, blatantly anticompetitive responses.
Northwest entered with excess ctzacity and reduced its fares. Industry exﬁm
agree that Northwest’s purpose in doing so was to destroy the market, to push Reno
Air out and to deter other low fare airlines from entering Northwest’s hubs.

The prevailing air fares tell you why Northwest acts so urgently to keep Reno Air
out of its hubs. Airfares between San Jose and Los Angeles—a market that enjoys
stiff comﬁition—averaged 19 cents a mile in the first quarter of this year. Air fares
between Minneapolis and Detroit averaged 46 cents a mile. Airfares between Wash-
ington National and each of Boston and LaGuardia averaged in excess of 47 cents
a mile. Airfares on the east coast, which is dominated by airline fortress hubs, are
in the range of 30 to 40 cents per mile. Airfares on the west coast are below 20
cents a mile, and often below 10 cents a mile.

Earlier this month a group of concerned airlines, industry professionals, commu-
nities and business consumers met in a forum arra by the Business Travel Con-
tractors Corporation to call upon Congress to fix the competitive problems in our
industry. The most significant of these oomtﬂetitive problems is predator&opricing
and scheduling activity. This is the barrier that has prevented Reno Air from suc-
cessfully entering the Minneapolis and Detroit markets. This is the problem that
must be cured if we are to have a competitive airline industry. It is simply too easy
for an established hub airline to cause any market served by a new entrant to be
unprofitable. Because Northwest has been able to avoid government enforcement ac-
tion with its predatory tactics against Reno Air, other major airlines have begun to
act in similar, blatantly predatory ways.

anticompetitive Sractiees of predatory pricing and scheduling inflict their
greatest damage on local communities that are seeking competitive air service. And
yet these communities—and their state ﬁrernmenta—are powerless to apply state
fair trade laws of general application to airline industry. In fact, despite the
litical cries of certain major carriers, the airline industry today is characterized
a remarkable absence of regulation when compared to most any other indust7, be-
cause of the federal preemption of state fair trade laws. If the Department of Jus-
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tice, the Department of Transportation and Conﬁ'ms will not act to stop the abuses
that have been documented, then Congress should at least allow the states to apply
e reotizs that predatoe T8 and predatory market flooding )

e reeogiu re and predatory e are complex
roblems due to the gomplexrynalgmngf airhge pricing and scheduling at hub n‘:ar-
ets. And yet the fact that these are difficult issues does not justify the failure of

government to act to stop the abusive practices.
The future of airline competition, and the future of low fares, is at stake.

Dominant Airline Market Share Selected Airports Domestic Passenger Enplanements, March 1997
[Source: US DOT from 41, Data Base Products, inc.}

Delta Cincinneti U%
USAir Charlotte 93%
USAir Pittsburgh 89%
Northwest Minneapolis 83%
Delta Atianta 9%
Northwest Memphis 9%
Northwest Detroit 8%
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