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COUNCIL OF NATIONAL DEFENSE

COORDINATOR OF COMMERCIAL AND CULTURAL RELATIONS Y
BETWEEN THE AMERICAN REPUBLICS { &

June 14, 1941

Dear Mr. President:.

I am sending you herewith a report on Latin
American Air Transportation which has been compiled
by Mr, Wm. A. M. Burden, our Special Consultant on
Aviation. Mr. Burden is one of the country's leading
specialists in the economics of air transportation and
has spent several months in preparing this report. I
believe that the report is the most comprehensive treat-
ment of the subject of Latin American air transportation,
both as regards basic historical and economic data and
discussion of policy, available under one cover.

In order to get an accurate plcture of the

current problems in this critically important field,
it has been necessary to include a considerable amount

of confidentail material,
Sincar;ly yours

Nelson A. Rockefeller
Coordinator

The President
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LATIN AMERICAN AIR TRANSPORTATION
(Preliminary)

Prepared for
the
Coordinator of Commercial & Cultural Relatlons
between the American Republica

by
Filliam A. M, Burden
Special Consultant in Aviation




Transportation facilities profoundly affect commercial and
cultural relations between the American republics. The Coordinator
has consequently made transportation an object of special study.
Analyses of Latin American shipping, rail, and highway facilities have
already been made.

This report in turn deals with air transportation facilitles
of the republics. It has been made considerably more comprehensive
than would have been justified had it dealt with a long established mode
of transportation on which numergus published monographs were available.
It is in a sense & nompilatioﬁ of source material as well as a tentative
analysis of basic problems.

The presentation is in effect a study preliminary te a more
suceinct final version. Criticism, both general and specific, will be
welcome ag an aid to this ultimate effort.

The study is divided into four main parts:

Part_One "The Development of Latin American Air Transportation 1920-1941"
presents a fairly detailed story of the growth of airlines with special

emphasis on the factors which bave created the problems confronting us.
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Part Two "The Fresent Latin American Adr Transportation System® is divided
into two sectlions; "The Basle Position of the System", which treats opara-
tions from the traffic, economlc and operational viewpoints, and "Analyais
of Pan Amerlcan Alrways 1929-19407,

Part Thres *Future Policy™ outlinss the major problems for whish solutions
zust Be found 1f the gystem is to fulfill the requiraments of ths Tnited
States and the other American rapublies. This part is divided into four
sections; "Improvement of U. 5. International Servicea", "Puture Develop-
ment of Loeal Services", "Thas Prollem of Combatting Axis Alr Transpart
Aetivities in South Amerleca®, "Monopoly or Competition®. Each section is
designed to stand on ita own feet as m mors or lesa self-gontained discus—
8lon and therefore repeata_certain pertinent background material pressnted
in previous secticna.

Fart Four "Suggestlona® summarizes briefly the more important recommenda—
tiens resulting from the study.

William A. M. Burden
Special Consultant in Aviatlon

June, 1941

The incompleateness, inacouracy; and incoasistency of published
matearinl mads it necessary to rely to a considarabls degres on first hand
information in the preparation of thim report. Its completion en the
present scals would hawve besn impossible without ths wholehsarted cooper—
ation of a large mumber of parscons in government and in the aviation in-
dustry both in the United States and in lLatin America, The mseistance of
Mr. Wm. Barclay Harding, Mrector of Awimtlon and Transpertation of the
Coordinater's Office, has besn inwveluable. It is only poseible to men-
tion here & few of the many others who have been sspecially patient and
halpful.

Civil Asronautios Bomrd
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Hon. Harlises Branch, Chairman
Mr. CGaorge P. Baker, Mamber
Mr, L. Weleh Fogus, Gensral Counsel
M¥r. Bamusl E, Gates, Internationnl Counselor
Mr. Walter E, Feck

Departrant of Commerce
Mr, Carroll L. Wilson, [Hrecter,
Bureau of Foreign and Domesilo Commerce

Or. Amos E. Taylor, Chief, International Economics Unit
Mr. Law B. Clark, Aoting Chief, American Republice Unit

Tha of 8
Mr. Lewls Hanke, Director, The Hispanic Foundation
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Mr. Thomas Burke, Chisf,
Mvieion of International Commmicaticna

Pan American Alrways Corporation

Mr. M. J. Rice, Exscutive Assistant to Mr. E. E. Young

Amarican-Orace Ing.
Captain Harold R. Harris, Vice-Preasident
The Orace Line
Mr. Russell Gorman

rican lines, Ino.
Mr. Dudley P. K. Wood, Vice-President
Hational Avistion Corperaticn
Er. Frank F. Rumsell, President
unoll on Foreign Relation 8.

Mr. Edgar P. Dean

Special thanks are dus to my co-morkers, Mr. F. C. Maltzer,

Mr. Willism Keyes, and Miss Giulietta Talamini, for their loyalty and
tireless effort and to sy secretaries, Miss Emily Cale and Miss Alice

Deversaux. A blanket acknowledgment must bs extended to the literally

humdreds of perscns both here and in Latin Americs who heve

considerabls pains te obtain necessary information.
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hLAEH IHUMTC AND G i HARACTERTST IS
AFFECTING LATTH AMFRICA'S THARSPORTATION SYSTFM
Latin Americs stretches from the Aio Grande seuthward to the

Antarctic. Its total area of more than 8,000,000 pguare miles is rough- ’
ly two end one-half times that of the United States but its population of
123,000,000, approximately 26,000,000 of whom are white#, ism & little |
lage than our own and only one—quarter the population of Europa. About '
thras—quarters of the Latin American pecple live in South America, mome—
what more than half the balence being in Mexdioo, with the ressinder about i
equally divided between the West Indies and Central Amerlcs. |

" The convendent term "Latin America”should not mislesd one into
the belief that the area is a uniform political or economic unit. It com-
pripes twenty il.‘da’parﬂ.;!ut ropublics widely divergent in sise, composition
of populaticn, soclal structure, type of government, and degree of eco-
nonic development. Fach country sust be considered individuslly and any
generalizations muat be carefully qualified when applied to individual

canes,
Howevor, despite these divergences there are certaln baslc fea-

#15-18 millicn are negroes, another 15-18 million pure Indian, and the
rosainder mestizos.
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tures of Latin Awerican geography and economics which have contributed to
the rapld and sarly growth.of air transportation in almost all countries.
In this respect conditions in South America are typleal of those through-
out the ares. That continent has the ssallest total popalation and lowest
density per square mile of any continent except Australis, The population
ip distributed around the margins of the land maps end the few major huba
ef dense pettlements — Rio de Janeiro, Buenos Afres, Santiego, ard Tims -
are separated by great distances (Map I). Thers is a peucity of large
citles clesely spaced. The continent i primerily dependent on agrioul-
ture and =ining and is comparatively young in the scale of sconomie develop-
mont. Ite total import trade in 1936 was less than that of France, its
total export trade less than that of Germany.

High mountein ranges and great ereas of jungle are gerious gec—
grephle obstacles to the construction of higtways and refilroads (Map IT).
Ae o result, the ground transportation system is inndequate and fragman-
tary in the extreme (lap III). Only three aveas, centering om Rio de
Janeiro, Buence Adres, and S"ntjing'a, possess Tall networks even remotely
comparable te those of Europe and the United States acd there are few By8=
tems comnnecting two or more countries. Santos, Brazil's chief port, for
example, is not connscted by rail with Rio de Janeiro, the capitel. Sur-
face passenger travel between countries is largely limited to steamships.
Highway milsage passable for motor cars has increased substantially in
recont years but Ls still surprisingly low, A large part of the comtinent
depends on cart roade and mule trails. In the interior the Amazon River
and tributaries constitute the only ground transportation gyotem for an
area two-thirds the size of the Unlted States.
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POLAT AHD NS ATION FACT OF THE CAN REP C

Inhabitanta
Ares in Eoute Milas per 1,000 Houte Wiles per 1,000 5g. Milea
Country Sg. Miles Populstion Hailroads Highwiyss Alr Linea 8. Miles  Railrosds Highways Alr Lines  Country
South America Bouth Amar
Argentina 1,079,965 12,782,000 25,804 255,115 5,514 11.800 - e
Bolivia 's06,782 5,000,000 1,867 10,156 5,485 51800 g e g i, i
Brazil 5,275,510 42,585,000  2E,106 128,057 52,081 12,900 7.1 594 8.8 Brazil
Chils 296,717 4,587,000 5,490 22,6815 2,266 15 500 18.5 6.0 7.7 Chils
Colombia 448,784 9,085,000 2,164 14,536 5,615 20,100 48 1.9 12.8 Colombia
Eouador 275,888 5,000,000 761 5,511 1,750 10 800 o8 180 5 o
Parsguay 161,847 850,000 298 &, 759 580 £ 900 1.8 oE. & ko sz“"d
Poru 482,138 7,000,000 1,857 16,569 B,436 14’ 500 5.9 4.5 158 ngw
Uruguay 72,165  £,085,000 1,789 28,487 1,858 20’ 000 014 511.7 53 g n
Venezuela 852,061 5,478,000 580 5,882 5,870 9,700 1.8 6.7 o Ly 3 08
Total 6,051,608 ©0B,P50,000 BB,714 481,278 85,258 12,700 P i oo motal
Comtral America Cartral .
Costa Alca 23,000 807,000 600 405 1,720 fentral Amorics
El Salvador 15,176 1,885,000 428 5,709 260 122'3% :g‘; Eé{'g ;;'g ;;ﬂ;:lm:
Guntemala 45,452 2,486,000 807 3,766 658 _ i e i a0 i "
Honduras 44,275 1,000,000 810 695 1,880 il s 158 358 ol Emﬂbm'“l‘_
Micaragus 0,000 B, 000 280 1,550 1,640 , 3¢ 500 s i ot % s
Ponama 52,380 535,000 185 870 780 16, 800 e 8. it = gun
Total £18,285 7,185,000 2,870 11,013 8,716 - ' : = > G
52,600 15.1 50.5 BO.7 Total
7 4,000 2 ;
Mexice 63,844 19,154, 15,2851 56,925 9,758 25,100 e 78,5 - Sarton
fleat Indlies J " ey
Cuba 44,164 4,570,000 8,778 2,214 1,279 P
Dominican Republic 19,582 1,520,000 "145 21141) i 28,900 85.6 50.1 29.0 Cuba
M B o2 B3 J2 i B w e
Total 75,700 8,490,000 €,107 5,900 1,699 : . .
8 4 A ’ ! . 115,200 55.7 BO.1 21.7 Total
Total £0 Latin Am-
Total 20 Latin Am—
erican countries 8,007,625 125,025,000 BE,922 555,103
T, ] » ] ] 81,520 d 15,400 10.5 BO.% 10.2 Bk pan| Dbl an
United States 5,086,789 152,830,000 257,568 5,085,000 £2,748
it i d s : ' 45,800 78.5  1,012.8 15.1 United States

# Paspable for motor cars but in most cases below the standard of mecon—
dary roads in the United Statesa.

¢ Exeluding 9,523 mlles over ocean and 1,955 alles in possesslons of
forelgn powars Iln Latin Amerloa.
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In Central Americn, Mexico, and the West Indies the same gensral
conditions prevail. Mountaln barriers abound and surface transportation
i, to say the least, unsatlsfactory. Central Americs is heavily depen—
dent on river boats and miles for transportation and while northern Mexico
hes a relatively extensive railroad system, the southern part of ths
country is insdequately supplied with raillweye or highweye. Exoept for
Cuba the larger West Indian Islands have only rudimentary purface facili-
tiss; travel betwesn the samaller islands is limited to infrequent steamship
sorvice, largely of doubtful quality.

The populations, aress, and transportation faoilities of the
Latin Americen republios are tabulated on the preceding pages. The impor-
tance of the alrplans in transportation is evident from the faot that thers
ars nearly ss meny miles of airlinss in the ares as thare are miles of
railroads. In only eix of the twenty republice does reilroad milesge ex-
gaed alrline mileags. A1l the Central American countries and two of tha
South American countrles have more airline mlleage per thousand sguare

milas of ares thean has the ndted States.

Latin American comsunication lines have besen determinsd by the
basie pattern of trade movements, modified profoundiy in the case of ground
transportation by geographlcal barriers. Trade 1s prisarily an exchange
of raw mtarisls for the ssnufactured goods prodused in Europs and tha
United States, and the main arterlss of surface transportation are connea-
tiona with those continents. Trunk airline development has been simllar
although direct sir connsction with Burops was retardsd somewhat by tha




great geographical barrier of the South Atlanmtic.

It is impossible to understand the development of commercial
aviation in Latin America without a clear reslization of the area's closze
economic and cultural ties with Europe, ties which are partioulerly strong
in the cape of South America, Trade with Europe has alweys predominated
over that with the United States except when Eurcps wae ot war. In 1936-
1932 Furcpe accounted for meerly one-half of tha total dollar valus of
Latin Amsrican sxports and imperts, as sompared to only & little over cne-
querter for the Onited States. Passenger travel, influenced by the closer
cultural and historicel mssociation with the old world, fellews the some
pattern, especially es far as South Amerios is concerned.

The differentiation between South Americe and the rest of the
Latin American area in respect to Europesn influence is due to fundemmental
causes, While Mexico wes conquered and settled by Spenisrds as wos most
of Latin America, it has been controlled in r;nant Feira by men of Indian
descent, representatives of a large supprossed ms Jority which 18 neither
pro-Europesn nor pro-U. 8. but instead passionately naticoolistie. [ue
to t.hailr influence end also to propinquity to the United States, Mexlco
has moved away from the Europesn orbdt. The same has besn true of Central
America. The West Indies, of course, have been primarily under British
and U, &, influgnce since coloniel times.

In South Americam, however, the Eurcpean influence continues
strong. The goverament and business of most of the republics are can.
trolled by men of Epanieh and Portugucse descent who in lenguage, back-
ground, ideals, and temperament are far more gympathetic with continental

Europe than with Engla.nd or the Onited Btates. For centuries the busineas
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and cultural interests of the ruling clmsses in South America have been
primarily on ths Eurcopesn continent. They have locked to France as the
fountainhsad of culture and to Germany as the acme of technical excellence.
England, despite her many investments there, has kept aloof frem South Ameri-
can 1ife and culture and hee never beem particularly sdmired. Transporta—
tion to Europe has been decidedly better than to the United States and
soaial end business tripe to that conmtinent have greatly cutnumbered those
to North Amerien. Ontil recently B large proportion of the wealthy aris-
tocracy of Latin America actually :I.ivlad in Furope with only occaslonal
Journeys to the country of their birth. Santos Dumont, the great Brazilisn
seroneutical ploneer whom Latin America considers the father of aviatione,
wne one of these self-enforced exiles. It is typleal of the lack of kmow-
ledge and understanding between our two contlnents that Santos Dumont s
almopt unknown here while the Wrights are almost ignored by Latin Amaricans.

Europe; on her part, has shown a8 much more active economlec and
cultural interest in South America than has the United Stotes. An enor-
mously greater number of Enropesn cltlzens bave migrated there to live.
There are 2,000,000 first and second generation Cermans and 6,000,000
first, pecond, end third generation Italians om the continent teday as com-
pared to 23,000 U. 8. citisenst*, GSouth America has had her oyes fixed on
Europe until very recently and the Onited States, to a large part of the
centinent and particularly to the countries of the Emst Comst, has been
far off, vague, and not particulerly "aimpaticon.

This sconomic end cultural background doss much to explain the

* Dumont made his Tirst {light in Paris on October 23, 1906.
#% Tn addition to the 23,000 U. 8. citizens in Scuth America, thers ars

another 20,000 in Mexico.
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very important part which Buropean interssts have taken in the development
of South American commercial airlines and the mympathetiec reception their

projects have received,.

INTESHAL TRADE AND TRANSPORTATION

Trade and passenger movements within Latin America are mush
smallor than might be expected from the size and population of that ares.
Less than & tenth of the export and import trade of the American republics
wae exchanged between themselves in 1240 and inter-country travel is very
limited. This 1s partly because few of the products of tha republica are
complementary and partly because of the diversity of socdal, cultural, and
goversmental standards. Howsver, an additional highly impertant factor
has been the lack of surface commmicatieon which has impeded the breaking
down of thege barriers.

Internal lines of surface commmicetion for the most part reach
from the inland eress of agricultural and minersl production to the seaports
from which the produsts are shipped abrosd (Map IIT). While the internal
airlines have followed the sams pattern to pome degree, they have also pro-
vided communications between eities and countries withous direct surface
connections and have tpened up hitherte inaccessible, undeveloped arsan.
Aelde from the time paving, ailr transportation has created for the first
time sale and comfortable travel between many of the Latin American repub-
lice. The implications of spuch m development for the future of Latin

American solidarity are obvious.

B rrerrzerxsiORReensy
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II DEVELOPMENT FERIOD 1%20-1934

The end of the World War of 1914-1918 marked the beginning of
commercial sirline development throughout the world. The perforsance
of ths airplans hed improved as a result of intensive war tizme ressarch
to the polnt where 1t was a practical; if isperfect; commerclsl vehicle.
Postwer conditions gave the lesding aeropanticel powers svery imcentive
to foeter alrlins cperations.

The setablishment of airlines ushared in s new era in Latin
American transportation. The airplane’s ability to provide high spesd
travel regardless of geographical obetacles and at a very low investment
per mils of route sulted it o the requirements of & continsnt whare
puch barriers wers great and funds for transportation facilitiss very
limited., The Latin Amerlcan paticns were not prepared, however, techni-
cally or financially to carry through the sarly stages of sirline de-
welopment. They had no aircraft menufacturing facilities (they have few
today) and very few trained pilots. Capital was also lacking for Latin
American inmvestors were mccustomed to & high rate of return and phowed
1ittle intersst in risky asronautical ventures. Thelr goverrments, though
fully swere of thair transport deficisncies and willing to grant franchises

]




frealy, wore reluctant to provids pubstantial subsidies.

Eurcpe and the United States, on the other hand, found them-
solves at the close of the war with a supersbundance of the asronautical
facilitien which Latin America lacked, They were left with a large air-
eraft mnufacturing industry, a vast ousber of military airplanes, and
& large body of persconel trained in aircraft operation. All natiocns
wers anxious to prevent these meroneuticsl assete from atrophying. The
Mlies could put but a small part of theirs to peace time military use
and Gersany was forbidden amy military aviation whatsoever by the
Versailles Treaty. )

The desirebility of high speed transportation was thoroughly
reelized by the United States and Furopesn governments and there was; in
addition, a deeprooted, if somewhat uninformed, optimism among & few
0. &. and Furopean business men as to elr trensport's comssrcisl possi-
bilitiea., Moot important European governments had prepered extensive
eirline programs while the war was otill in progress. Our omn Post
0ffice mall pervice sterted in My, 1918 and in the pext fewyears numer—
ous private companies, usually with government support, started lines in
England, France, and Cermany. Moot countries were fully ocoupled in es-
tablishing their own networks for the first few yesrs after the war but
occacionelly & venturesome private group began an isolated operation on
sope other continent over o route which appesred particularly fevernbla,
The Germans, whe were restricted s to their European sctivitians by the
A1lies, were leaders in this typs of operstion. They found South America
an unusually favorsble field for, in addition tp its patursl potenti-
alities for alr trensportation, it was free from French and British domi-

{

nation and provided a sympathetic atmosphere begauss of ite rumsrous
German colonies.

At first the ploneers were limited to their own resources but
in the middle 1920's they began to get backing from their homs mircraft
industries and governments. HNevertheless, early operstions were limited
to short local services confined to cne country. Tha small amount of
capital available, the ghort range of existing mirplanss, end the diple-
mtic difficultiss imvolved militated sgainst more ambiticus projects.

The German sctivities, though somewhat haphazard on the surface,
glve svidence of following n carefully worked out plan. Between 1920
and 1929 they sponsored ssveral locel operations as national lines of
their respsctive countriss, & type of organization whick they had bean
forced to vae 1n Furcpe becauss of post war restrictions.® This method
of organigation had advantages in that nationelly incorporated companies
were rogarded sympathetically by local governmente and concessions were
granted to them somewhat more freely®* than to forelgn imcorporeted lines.
The German sponsored companies were not nationel in the true sense, how-
ever. While resident Gerpans occasionally contributed funds, there wes
little if any genuine Latin American capital invelved becauvss Latin

#* Germany, not being an Allded sigpatory of the treaty of Verseilles,
was barred from the C.I.N.A. conventlon. HNatlonals subeeribing to
this comvention granted esch other reciprocal transit rights with a
minimm of restrictions. Hations which were not included could very
easily be discriminated against and Germany found it difficult to
obtain righte. To avold these diffioulties Germens incorporated
"nationsl compendes® in various European countries, notably Finland,
Latvia, end the Baltic nations. These lines obtained operating rights
in many areas from which Germen nationsl companies would have besn sx-
eluded,

## Most Latin American gountriss mow require that all lines be sationally

incorporated.
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Apericen imvestors simply ware not interestsd in this type of venture.
Local subsidies wers also emmll po suppert from home Wes RaCegBATY.
ihree Gormen Plonser Operations

Three lines which now play an important part in Scuth American
air transportation were founded by Gersmns in this ploneering peried.
in Co—

lombia, the first successful sirline in South Amerdcs and ons of the first
in the world, was established in 1920 by & completely gprivate Austro-
Gorman group* with e support from the German government. The success
of the enterprise was primarily dus to the fact that its route wes
extresely favorable for air transportation. The line comnected the imo—
loted mountedin gapital, Bogota (or rather its reil head, Girardot), with
the port of Berranquills. The airplens time for the 650 miles wap some
seven hours while the only surfece comnection by rail and stemmer down
the Megdelens Aiver took st leest & week in the wet semBon and a month
or more in the dry. This tremendous time saving, plus a ressonsbly good
safety record, produced heevy treffic despite &n extrezaely bigh fare of
30-40 conts per passenger mile.** The line thus proved profitable from
the start even though its subsidy income was negligible - a unique
schievement for that time and an unususl one even today,

In 1925-1926 Dr. von Bauer, SCADTA'a enargetic managing director,
developed ambdticws plans for expension in the Caribbean ares, hoping ta

#* French end Gersan groups arrived in Colombis in 1919 with the inten—
tion of establishing mirlines but the Fronch effort collapsed after
& few montha. The Germans started experimental operations in 1920
and began regular service sarly in 1921,
i !:Hea on trunk linee in South Americs now average about 10 cents per
.
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conneot with the United States. Ocncesslons wers obtained in Central
America and von Bauer made tripa to Washington in 1925 and 1926 4in an
sndenvor to secure sntry permits and interest U. 5. capital. However,
Washington was cold to the idea of Germen sponsored oparations in ths
vicinity of the Cansl end the project was dropped. This eritical sttd-
tude on the part of the U. 8. government, combined later with the ss—
tablishmant of a U. 5. operated network, has up to the present prevented
Europesan aponsored alrlines from establishing thamselwves in the Caribbean,
Bexico, nrl !I:ant.ril Amaricn,

In gonnection with its expansion plans SCADTA, which by thsn
was recedving help from the German aircraft industry, cooperated with
Kondor Syndikat, which bad been inocorporated in Germeany in 1924 es a
Burvey company, in an asbitious progrem for flying boat operantion in South
America and the Caribbean.

Eyndicato Condor, s Germen owned but Brazilian ingorporated
successor to Kondor Syndikat; opensd g line in 1927 between Rio de
Jansire and Ris Orands do Sul via Porto Alegre (900 milss).® Thls be-
glnning of Gersan alr transport activity in Brazil is of considesrable
gignificance, for Brasil was to becoze the base of Cerman mirline oper—
ations throughout the continant —= o logiecal development In wiew of itas
lerge Qerman population and strategle posltion on any alr routs to
Europe. Deutsche Luft Hanse, the German government owned combine which
tock over moet of the multltudincus Germen eir transport companiss in
1926, has had a pubstantial intarest in Condor from the first, an inter-

* the same yeor the Porto Alegre - Rio Orande section wes trans-—
Errod to ‘?A?MG, & pew company formed for the purpose of taking it over.
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ost which lmter (1935-1940) becume of great significance when Condor be—
cams the parent in substance, 1f not in form, of the mjority of Gerzan
airline operations in South America,

LAB (Llgyd Aereo Bolivieno), s third relatively successful

German operatlon which started st sbout this time, was organized in
Bolivis in 1925 with the backing of the Oerman Junkers group of aircraft
manufacturing compenies and sirlines. High mountains mede surface travel
in Bolivia very difficult (LAB's first route, the 200 =ile run from
Cochnbamba to Santa Crus, took four daye to cover by the fastest eurfaoce
transportatlon, a8 cozpared to three hours by mir), and thers wos con-
sequantly enthusiastic local mupport for an airline. Gersan residents

in L= Pez provided part of the capital and the Bolivian government
granted o folrly substantial subsidy, Weather and tervaln made cpersting
cenditions difficult, and while the enterprise kept golng, 1t was not

really profitable.

Summary of Operations in Ploneering Paplod

The pericd during which dndivldunl ploneers dominated Latin
Amarienn air traneport come to an end rl.n 1928 when large government
backed companies begun the development of en Internstionsl trunk routs

systen In the area.

Crowth of La can Ans tem =1

Clanpifioation ~Latin Amerioan U,8.Domestle
1921 1927 1927

Miles of Houtss &30 5,700 g

Miles Flown 54,000 421000 5,750,000

Pappenger Miles 50,000 1,490,000 1,900,000
Map IV "Adr Lines in Latin Americe — 1927 shows the net-
work at the end of 1927 and the few available statistios for 1921 and 1927
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‘are summarized on the preceding page. Whils the growth in these first

poven years was striking, the Latin American system in 1927 was only
two-thirds the siss of our U. 8. domestic system excspt as to passanger
transportation,* The plonsers! achisvement, though substantial, was
still only a omall part of ths task of providing air transportation for
& continent and a half,

In pix years some 5,200 miles of route bad been placed in
operation, 4,300 miles of which were insugurated in the last aixr months
of 1927, Local systems had beon setablished in areas where surface
transportation was extremely primitive, principally in Colombis mnd
Bolivia, but thesme systems were isolated from each other. There was no
airline development on the west comst proper for this ares did not at-
tract European plonsars., Citles wers smeller, fewsr, and farther spart
than on the sast coast end, more isportant, local developsent there was
not potentislly part of an ultimate trunk route to Europs, as was ths
caps in the East. Perhaps for tha sase reason, we find development in
Mexico and Cuba just beginning at the close of the plomsering period
entirely under U. 5. suspices. Up to the middle of 1927 South’ American
air trensportation was completely under Germen sponsorship.

Thess smell plonesr operations were pot sirlines in ths modern
senss. They operated two- to four-place single-enginsd airplanss
arulsing st 80-90 miles per hour and ssrviced with the uhtrur.lﬂ.uut ground
squipment. Schedule frequency was low, once or twice s wesk belng typi-

oal, The Germen operatlons prinoipally used the Jurkers F-13, & slngle-

¥ 1In 1927 U. 8. domestic operations were confined largely to the carriage
of adr mil, Only a few pmall companies offered passenger services.
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englned all-metal low-wing monoplans powsrsd with ons 185 HP B.M.W.
engine. Orulsing spesd was about B5 miles per hour, paylosd about 800
pounds with a 300 mile range.

Begularity was maturally unsstisfactory and the safety record
poor. GCADTA, the only company for which acourate figures are avail-
able and one of the best operated, flew only 674,000 milss par fatal
aocident imvolving passengers from 1521 through 1927.

Passsnger fares wers very high, 30-40 cents per passenger mile
badng typical, as compared to the 12-15 cents charged by U.. 8. domestic
lines during this period and the 15-20 cents per mlle gharged by Pan
American at the beglmning of its through serviee in 1930. Traffic was
slight, partly becausa of high fares and partly becauss of fear, and load
factors did not excosd 20%-30% except in the case of SCADTA,

No mcourate cost or financial figwres ars aveilable but certain
genorallsations are possible. Expenses were very high partly becauss of
the low utilieation of equipment and partly because of thas extracrdinary
expenses incidental to operating in an undsveloped ares far from fusl
supplies or eircraft factorles. Commercisl reveouss wers low except in
the case of SCADTA. Local subsidiss wers slight and help from homs
governmants maager. In phort, 1t is d4ffiocult 4o ses how any of the
operators other than SCADTA with its very heavy pemsenger traffic did
mich better than break even.

Hevertheless, thesee plonser lines wars prioarily commercisl in
opirit and intent. The men who started them bsllaved in +he ultimnts
profitability of air transportation and in several cases risksd their cwn
seall capital to try to prove it.

Until lete in 1927, seven years after the beglnning of ite asir-
line developwent, Latin America was still without trunk lines sonnecting
any two countries and without ailr connsctions to other continents, con-
pections which were particulary necessary to an area dependent on 1te
oversens trads. Establishing them was a mjor task for intercontinsntal
airlines demend the best of alrports, equipment, and commniecatlons fa-
eilitien and ap they cover extremely long distances, require not only a
high degree of technical competence but aleo & relatively large amount
of capital in comparison with local services.

The individual foreign plooesrs we have been describiog lacked
the resources for & task of this magnitude as did the Latin American
governments themselves. Fortunately for the development of Latin Ameri-
ca'e pir transportation systesz; s now and powerful force entered the field
in the latter 1920's whan theé major European governments, having com—
pleted thelr cwn local networks, began the development of & worldwide sir
transport systes. The United Statss soon followsd the Eurcopsan lead.
Letin America was to be the benaficiary of this widespread urge for ex-
pansion.

Thras fundamental motives have led governments to subsidize in-
ternational alr routes to Latin America:

1. An attespt to promote international communications for pur-
poses of national prestige and national propagands in the
gultural, commercial, and political fielda,

2. The development of communications to create new trade.
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3+ A bellef in the indirect military velus of airline develop-
mant in reglons stretegically important to the developing
country.

The prestige and propagands motives* wers mopt important in the
enrly years of trunk line development. Later, as the technical perform-
ance of the airplans improved to the point where it could earry & really
comzercial volume of traffic at reaponable cost, the purely commercisl
ectlve became of greater slgnificance. More recently, as international
conditions became disturbed, the elementa of politieal propagands and the
indirect value of airlines to natlonal defense (or aggression) grew in
importance as motives and ceme to dominate the air tramsport policies of
Cormany.

The Franch Open Firat Trunk Line Sepvice 1928

The Franch opened the first air service betwsen Ewrope and South
America and as part of it the first trunk 1ine gonnecting the important
South Amerlcan republics, The route hed been part of the French govern—
mont'e air trensport program aince immedistely after the war, but it had
beon neglected until 1924 when private interests undertook the task of
bringing the project to fruiltion. In that yesr M. Mareel Bouilloim—
Lafont, & wenlthy banker with large interssts in the hrgentine, began to
megquire control of Latecosre which opernted from Toulouse to Casablancs,

Morocco, mnd cbtained the promise of n substantial subaidy from the French

* The deslrs to solidify disesscclated gecgraphicel spctions of an smpirs
was the controlling motive in the ereation of the werld's firat inter-
continental eirlines by England (to Africe, Indis, and Australis 1926
1930), Holland (to the Dutch Esst Indies 1527), and France (to Morocco
and Indo-China 1521-1925), but it was inoperative in Latin Ameries as
neither European nations nor the United Gtates owned important colo—
nies in that ares.
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govermment for the extension of the line to Busnos Adres. In 1928 he
completed ths moquisition of the cospany and rosamed it "Compagnde
Generale Asropostala®,

The project, which was for & mail service only, was carried out
in & lavish sanner for the pericd with sxpenditures estimated at
$1,500,000 for sirports and radic equipsment on tha South American sec—
tion. Service was innugurated in Hovembar, 1927 between Matal and Busnos
Aires (2,900 miles) and in March, 1928 the overwater link was opened with
obeolete destroyers, thus giving through service from Toulouse to Buencs
Aires. Later in the sems year Aeroposta Argentina, Aeropostale's Argen—
tine subsldiary, began mail and passenger operations from Bahis Blencs to
the southern oil producing eenter of Comodoro Rivadsvia (590 milea) and
from Buenos Alres to Asuneion, Paragusy (660 miles). France was thus
linked with Braszil, the Argentine, end Paragusy, and thess South Americen
countries were connected with each other by sir for the firat time,

The heropostsle schedule between Parls and Buencs Alrves wes olght
daye, & saving of eight days over the pteamship time and twelwe daye
faster than the best steamer service between New York and Busnce Adres.
This strilking saving gove French commercinl interests a very considsruble
adventege over thelr U. 5. competitors.

After the extension of its system from Busnoa Aires to Santingo
in 1929, Aeropostale had ambitious plans for expansion up the wost coast
of South Americea to Peru and from Hatal up the east comst to the French
HWest Indies. These were well advanced in 1931 when the company went bank-
rupt dus to ita subsldy being withheld as o result of a French political
intrigue in which the management was lovolved. Becausas of this crisis the
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dsunclon eervice was discontinued, the cpernticns of heroposta Argentina
taken over by the Argentine Post Office Department, and further expansion
plans abandoned. The Paris-Buence Alres route continusd to operate, how-
ever. Aeropoatale was operated in a rather haphazard romantic fashion
(deseribed magnificently in Antoine de St. Exupery's "Vol de Huit") but
the safety record wes remsonably good. The line did & considerable amount
of night flying with mail, which igs noteworthy as none of the other com-
panies in Bouth Americsa have yet begun regular night operations.

Gormsn Adrship and Adirplane Services

The Germans, with their considerabls locsl natwork already op-
erating in South America, were naturally extremely emxlous to open & trunk
line frem Cermany and worked stesdily towsrd that end, Thair FrOETGEE Was
Blewer than that of France or the Mnited States for thoy aimed at an all-
8lr service which on that reute was beyond tha capabilities of the airplane
of the time. They were further hampered by the financial Aifficulties of
the Relch during this peried.

In 1931 the Gersane began sesscnal Zoppelin gervice with the
"Grof Zeppelin" from Frisdrichshafen to Pernsmbugo, & non-stop run of 5,000
milon which was quite practieal for the alrship though the flying boate of
the early 1930'e could not sven bridge the Delar-Natel gap of 1,900 miles.
Thies wae the first all-air service botween Europe and South America and iha
only passenger eervice operated betwsen tho tmwo continents until the Open-
ing of LATI's (Linet Aeree Transcontinentali Ttaliane) Rome-Rio ds Janelro
service in December, 1939,

The service was much liked by the Brazilians despite 1ts messonal

natures and had great prostige velus for Osrzmany for many South American
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officials mads use of it, usually at the expense of the German government.
The Brazilisn government built a $2,000,000 airship terminal for the line
which was completed in 1936, after which time the service terminated regu-
larly at Rio de Janeirs instead of Pernambuco, The "Graf® made thres
round trips late in 1931 and flew a regular summer sarvics (April-October)
from 1932 through 1936. After the sxplosion of the "Hindenburg" in 1937
the Deutsche Zeppelin Resdsrel gave up all commercial airship operations
due to its inability to obtain helium from the United States for futurs
airshipa.

Despite the relatively few trips the volume of traffic wes not
inconsiderable. About 1,000 pessengers were carrisd to and from South
Ameriea in 1936 or aboubt one—guarter of Pan American's 1940 traffic across
the Morth Atlentic. The fare was $461 (7.0 centa per mile), as compared to
Pan Aserican's pressnt North Atlantic fare of $425 (11.9 cents per mile),
but & lerge proportion of traffic consisted of South Americen officisls
travelling on pagses. No subsidy was recelved from Brasil sxcept for tha
free terminal facilities but & substantisl subsidy must have been pald by

the Cermsn government. +
Luft Hanes operated a fow experimental comblination airplans and

steamship mail trips from Berlin to Rio de Janeiro in 1930-1931% and made
unsuosesaful afforts to develop a flylng boat which could span the trans—
Atlantic sesction. By 1933, however, *i;hn company had developed & technigus
for mll-airplane operation across the South Atlantic based on the use of

¥ Luit Hanpss flew the mall from Berlin to the Canary Islands (3,000
miles), where it was picked up by regular Hamburg-Americe steamships,
which turned it over %o Syndicato Condor at Fernands do Noronha to be
flown to Rio de Janeire, 1,700 miles).

e ———
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catapult mother ships. Catapult take—offs inoreased the useful load of the
smmll Dornler two-sngined flying boats sufficlently for them to cover the
1,900 mile distance from Batmmrst, British Gambia, to Natsl non-stop with a
small load of =eil. Tha English sotive in granting the Germans landing
rights was rumcred to be a degire to see that the French had competiticn on
the South American route even if the English could mot provide it themselves.
Exporimental trips began in 1933 and regular service was inaugurated in

Fatruary, 1934 on a once-a-week bagls and operated with extrems regularity.
England Naglects Latin Americe

Concentration on the problem of alr transportation to her colo-
nieps cauned England to neglect Latin Amsrics from the airline standpoint,
despite her large investments thare. Her official air transport plans
which wers drawn up as sarly as 1920 omitted Latin America, exeept for a
proposad service among the Beltish Cardibbean possessions which has not yet
been put Iin effect. To this day, there ip not &8 eingle British controlled
or operated alrline 1n the ontire area with the possible exception of the
recently insuguratod British West Indisn Arways. The affilistion of thie
1line with England, howsver, is remote being limited to the natlonality of
its operator.
The Tnited States Fnters the Field

In spite of the fect that the Great Circle distences between New
York end the principsl east coaat capitals of South America are shorter
than between the same pointe and the principal Puropean cities, the origl-
nel airline routes were &g much as 1,000 milep grester. The west comat
capitals were from 1,700 to 4,500 miles nearer New York. Moreover, both
the east and west coasts could be reached from the United States by an

E2RR000000000009880000988000%
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entirely overland route®, while that froz Furope involved (and still does)
an overwater hop of some 1,900 miles. Neverthelses, in the immediate post
war paricd the Tnited States was less interested in Latin America as &
fleld for commercial airline development than were European nations.

dr Route Distances between Hew York, Berlin, Paris,

and Several South Amsrican Capitals
Hew Tork Berlin Pards

B3z 10
Blo ds Jensire 7,000 5, 6,600 6,000
Busnos Aves 7,100 6,5004 7,900 7,300
Santiago 6,300 5,900 8,600 8,000
Lima 4,600 4,200 9,100 8, 500

The few U. 8. peheduled operntions which started in thess early
years wero concentrated in arsas adjacent to the United States. Ths
firet, Aero Marine Adrways, opened a winter pasasnger and mall service
from Eey West to Havana (110 miles) in 1921 and received financisl gup—
port from the U. 5. Post Office Depart=ent. The line was primarily depen—
dent on tourist traffic and was bandicapped by the short semsom. It
falled financislly in 1923,

In 1922 U. 5. citizens began charter service among the oil

fields near Tampico, Mexlco, but it was not wmtil April, 1928 that the
oparation developed into a schedulsd alrline, Mexicans (Companis Mexicans

de Aviscion), 1ts first route being from Tampico to Mexico City. South
Amarice with ita infinitesimal North Amerlcan population was far more re-
mote than Mexieo to U. S. meronsuticsl adventurers and few of thom even

vinited it.

# The longest overwater section of Pan American's criginal route through
the Caribbean mnd then down the sast coast of South America was 385
miles. The route down the west coast via Central America was entirsly
overland.

# MNon-umiformity in Busnce fdres—Santingo differentials dus to

dispimilar routings.
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In the later trunk lips development the United States slac
lagged behind the Franch and German governmanta., While our gensral lack
of interest in Latin America was partly respensible, there wers basic
reasons for the delay in our air transport structure itself. From 1918
until 1926 when the air mail system was turned over to private companies,
81l acheduled air transport operations in the United States were under
the supervision of the U. 8. Popt Office Department. This departaent had
given thought to eventual mail service to South America as early as 1518w
but the tecknical problems of opermting the domestic service gave little
time for other plans and the project wes dropped. A few farsighted avia—
tion enthusiaste developed pchemes for airlines to Iatin America but
profitabls operation was impossible without heavy government subsidy and
serlous private capital took 1ittle intersst in ventures which lacked
governzent backing.

Ba of Permanent 0. 5. Services - Pan American Adrways
1927. & violent and spectacular change in thia epathy took place in
1927-1%28 when & combination of circumstanses produced almost unlimited
government apd private support for sir transport expansion in forelgn
fielda. Tithin the next two yeers & 0. 5. system of trunk airlinas Erow
up in Latin America far exeeeding that established by European nationa.

The Lindbergh flight to Pards in May, 1927 touched off general
enthusissm for aviation in the Unlted States which smoon remched fever pro-
portions. OSuperimposed on the violent stock sarket speculaticn of 1928-
1%29, thin unbridled public interest produced a boam in aviatien securi-

* The 1918 report of the Fostmaster General contained an elaberate pro—
gras for an oir mail service to Central and South America.
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tles which made it sasy to finance almost any msronautical vanture, sound
or unpound. Hitherto conservative businese and government circles becams
mora gyEpathetic towerd alr transport projects. This combinatica of
evants simplified the task of individusls who were mnxious to start air-
linea. The Fost Office Department had tuwrned the domsetic eir mail system
over to private contractors by competitive bldding in 1926-1927 and nimer-
ous companies were ocrganisged and financed to mdertake the task.

At the same time widespread attention was given to the cparation
of U. 8. mirlinss to forelgn countries. Latin America, becauvse it could
ba reached without long overwmeter hops, was the only technically possible
field of foreign expansion in the existing stats of the art, except for
Cenada, The government's attention wes alse focussed on the growth of
European gponscred airlines in Latin America. The State, Post Office, and
Commerce Departments were receiving complaints from 0. 8. business msn
that thanke to Aeropostale's pervice their Europsan competitors could send
latters to South America in geveral days less time than 1t tock steamship
carried mall to reach that continent from the United States. The War and
Havy Departments became vitally interested as a result of SCADTA's appli-
cation for landing righte in Florida and the Canal Fene in 1925 and 1926.
Marmed at the possibility of s German 1ine cperating near the Canal, thay
opposed the granting of theses concesslons and pushed a program for the
sptablishsent of & U. 5. air transportation eystem in Latin America.

For private and government enthusissm to be translated into con-
erate action two things were necessary - the formation of private companiss
prepared to operate airlines abroad and the passage of legislation permit-

ting ths government to subsidize thosa lines.




In 1926-1927 at least three groups were planning to start ser-
vices betwoen Key West and Havana as the opening wedgs in the Latin

Amsrican air transport field. Thers was much jockeying for positicn but
when in July, 1927 the contracta wers iut for carrying ordinary 0. 5.
mail, Pan imerican Alrways, Inc. wan the successful bidder, Service on
this 110 mile route was insugurated on October 28, 1927. It was tha first
link in the Pan American system which was to cover 12,200 miles by the end
of 1929 and 18,000 miles by the end of 1930.

The airplanes of 1928-1929 were 8o expensive to operate® and
passangsT traffic at the time was so meager that airlines could not exist
without 1iberal government ald. The U. 8. domestic 1lines were more favor-
ably situantad than the foreign ones in that thelr alrway facilities wera
supplied by the Federal government and most of their sirports by the
munieipalities. Tet in the early days of pascenger carrying (1930-1531)
they were unable to cover more than 209-30% of thelr costa by commercial
FOVOOUes.

A U. 8. line operating outeids of the Mhited States has to fir—
nish its own ground equipment, bulld scme of its own airports, and import
gagoline, often at high prices. In the early stages of development aperat-
ing costs were over twice ag high aa those of domestic pompanies and the
operators contended that they would b: forced to make large capital invest—
ments abrosd which could only be written off over a term of years. Thay

* The Ford Trimoter of 1929 cost typlcal well rum lines 65 cents per mils
(43 cents per ton mile) to operate. The modarn Douglas DC-3 (introduced
in 1936) can be operated for about 70 cents por mile (27 cents per tenm
mils) despite its 75% higher seating capacity. Even todey, with this
much more efficlent equipment and much higher commsreinl revenus, the
domestic lines are still dependent om subaidy to a considerable degres
and the forelgn lines are heavily dapandent therson.

25—

also felt and with some resson that submidiss had to be much highar than
in domestic service end should be guarantssd for = comsldarabls pariod,
if private capital were to be attracted to the foreign air transpert field.
Of courss, European governments faced a similar pubaidy problem.
They met 1t frankly by paying direct operating subsidies. In addition,
their post offices paid for the carriags of air mail at rates far below
the revenus derived from the sale of alr mail stampa. The United States,
however, having entrustsd its sarly airline development to the Post Offics
Department, becams enamoured of the fictlon that alr mail service alone
Justified the creation of airlines and that the whole cost of supporting
such 1ines should be borme by the Postal budget. The payment which waa
ostensibly for earrying the mail only conssquantly had to include ths sub-
gldy - that is, it had to be high soough to permit the airline to operate
profitably. Adr mail payments were thus greater than eithesr ths stamp
revenus or ths trus commercial walus of the alr mall service. The latter
might be defined as the mmount which the airlines would hawve charged for
carrying an equivelent welight of passengers.®* This excess represents the

beat working definition of subsidy.
Papeage of and + f ign Alr Mail

Contracta 1928-1929. The Eelly Adr Mail Act which had been signed oo Fabru-

ary 2, 1925, authorized the lstting of such air mail subsidy contracts for

the carrisge Euf demegtic mail (the term of the contracts was nmot fixed),

but thers waa no authorizaticn for similar contracts in forelgn cparation.
The desirability of encouraging U. 5. alrline service in Latin

% Aotually it is cheaper to fly & pound of mall than a pound of passean—
gers as pasgsengers require expensive and heavy equipment which 1s not
nesded for mail.
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hmarica by financisl sspistance had been studisd intensively by an inter-
departssntal comaittee® in 1927. Presldent Coclidge, in his annual
messnge to Congress, recommended the sstablishment of such a service and
the granting of "liberal long term contracts for carrying ouwr sail®. The
Porelgn Adr Mail Act muthorising such contracts wes aigned by the Presi-
dont on March 8, 1928. '

The Aot contained no policy eclause and was very troadly drawn.®s
It authorized the letting of ten-year contracts for the carrying of for-
elgn ailr mail by competitive bidding, The rates wers not to excesd §2
por mile for BOO pownds or less.§# The Postmastor General was authorized
to nward contracts to "the lowest responsibls bidders that can satis-
factorily parform the service required to the best edvantage of the govern-
ment". Thie very general language laft broad powers to the Department in
pelectlng the succassful bidder.

hdvertisements were issusd for seven foreipn air mall contracts
pursuant to the Act. Thres well finenced and relatively competent com-
panies, Pan American .l.il.:-_lra;r:, Ino., Pan American-Grace Afrways, Inc., and
HYREA (Hew York, Rlo and Buenos Alres Line, Ine.) were bidders## and
fourteen other companies, most of them speculative and irresponsible,

bid on one controct or another.

* Composed of the Assistant Secretaries of State, War, Wavy, Commercas,
and the Asepistant Foptmaster Genaral.

¥# Az pagoed, it did not authorise mail paymemts on return flights from
Latin America to the United States. This deficien orrected
azendaant. iRt s ¥

# Loads in exceas of 800 pounds were to be paid for at the rata of 1
pardnpt;lmd por 1,000 miles but in practice this weight was seldom ax—
caadad.

i mﬂHYRBA nur:ur ;::inmlly submitted & bid as the East Comst contract it was

ous to o wag not advertised until after the

sorbed by Pan American. : T s

Pan Americen Alrwaye* had been financed heavily by o group rep-
resenting the leading aircraft mapufacturing companies and & oumber of
important steamship compenies. It alsc joined W, R. Orace & Company,
which hnd long operated stesmships on the west coast of South America, in
forming Pan American-Crace Adrways in Februsry, 1929 (capital $1,000,000 -
50% owned by each) to bid on the West Coast air mail contracts. |

NIRBA, which was orgenized in June, 1929, raised some $5,000,000
by & public offering .of stock and between September, 1929 and February, 1930
innugurated gperations without mail pey from Santisgo to Buenocs Adres and
up the east coant via Hio de Janeiro to Mismd, It was anxicus to cbtain a
. 8+ mail contract on this route.

The =ost impartisl review of the awards indicates that 1t wmas
Postmaster Genernl Brown's intenticn that the Pan American group be grantad
all forelgn air mail contracts if it were legally possibls to do so. Six
of tha pevan contracts wers swarded to Pan American and the seventh to
Pan Amsrican-Orace despite the fact that these companiss were the highsst
biddars in practically avery capss. The advertissments for bids gave a
paximmm of 32 days** to inatitute sarvice despite the fact that mome of
the routes were nearly 5,000 miles in length and the bidders had to sscurs
1anding righta and concesslons from foreign countries. These conditions
helped Pan American greatly because it had laid its plans long in adwmnce.
NYREA which hed established an slaborate, if rather asateurish, organiza-
tion and was sotually flying the route on which it was anxious to bdd was,

# Then the opsrat compeny for Aviatlen Corporation of the Americas,
## Except in tha a.::g of the short Mismi-Hassau route, whare six montha

wers given. :
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it im stated, informed by the Postmaster Genersal® that 1t would have to
gell out to Pan Ameriecan before the contrect would be advertised,

The Postmmster Oenersl's policy in establishing & monopely in
foreign air transportation is, of course, highly controversial but it can
be justified in view of the status of U. 8. eviation at that time. Very
Tew of the seventeen bidders were gualified to conduct the service and if
contractors of questionabla ability had been allowed to enter the fisld,
the repercusslons on U, 5. prestige would have been most unfortunate. Tn
additien, the Latin fmerican system seemed to require o certain asssential
unity; it would heve complicated the eperating and diplomatic problez to
#plit it up emong & nusber of small companies. HWYRBA, however, was res—
sonably well prepared for the tagk and Lt would have beon possible to
experizent with the prineiple of competition in the foreign fisld at a
minimum of risk by at least permitting it to bld on & contract,

Inauguration of Mijor Services. The seven contracts which had
been let between Merch, 1928 and October, 1930 (summarized in the table ba-
low) covered approximately 22,600 miles, or about three times 28 much as tha
total mileege of all airlines operating in South hmerica at the end of 1927,

Sorvice was insugurated under thess contracts with great prompt—
nesfi. The Pan Amerdcen System®* put about 17,800 miles of routes in Opera-
tion in tha two years between January, 1929 and January, 1931. This com-
pares with the 13,200 route miles Insugurated by the Germen and Franch
companies in the ten years from 1921 through 1531.

* Ses Page 718 "Investigation of Air Mail and Ocean Meil Contracts®,
Parts 1, 2, and 3 Consolidated. U. 8. Government Printing uffiuu,
Washington, 1935.

*# As used in this report the term Pan Americen System refers to ths antire
operaticns of Pan Americen, Pan American-Grace, and their subsidiaries,
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Berviece was opened from Miaml to San Juan, Pusrto Rico {1,400
miles), via Havans in January, 1929. In Saptenber this route was extendad
via the Antilles to Paramaribo, Dutch Guians (1,400 additionsl miles).
Service from Miami to the Canal Zons (2,100 miles) via Cuba and the Cen—
tral Aserican republice was inaugurated in February, as was a route be-
tween Brownsville, Texas, and Mexico City (470 miles). The latter was ex-
tended to Guatemals in September. In the courss of this expanaion Pan
jmerican mcquired two ploneer American companies, Companism Mexicans de
Avimcion and West Indian ferial Exprass, which latter had been oparating
betwesn Santo Domingo and Pusrto Rieo (410 miles) sines 1927. In May,
1930 pervice was extended from Curacao to Venszusla,

Forelgn Adr Mail Contrscts Let under

Forsign Adr Mail Act of 1924

Ho. Rats Weakly
FAM ;_.ngd Sarvice Othar  Par Round Houte Milesgs
Jo _Bapum Bidders Mile Trips Tarmini Original 1940
$= Miami 251 *

Ho. Date
4 May 29 FAA Sept. 15 1 00 7
1924 1928 Bavana
5 July 13 PAL Fab. 4 1 2.00 1 Hiami 2,064 6,201
1928 1929 Paramaribo
& July 13 PAAL Jan. 9 1 2.00 3 MWiami 1,430 1,908
1928 1929 Port of Spain
T Oct. 24 PAA Jan. 2 1 2.00 3 188 138
1928 1929 Hassau
8 Fab. 16 PAA March 10 & 2.00 7 Browneville 472 1,259
1528 1 Mexico City
9 March 2 PAG May 17 & 1.80 2 Canal Zone 2,320 6,905
1929 1529 Montevideo
10 Bept. 24 PAL Nov. 27 - 2.00 1 Paramaribo 3,600 6,115
1930 1930 Busnos Alres

Pan American-Grace was the successful bidder oo the route from
Cristobal to Mollsndo, Peru (2,300 miles), which was later sxtendsd to
Santiage and Busnos Adres (2,200 additional miles). Service was inaugn-

* Conmolidated with FAM 5.
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rated to Mollendo in May, to Santiago in July, to Busnos Adres in Ooto-
bor, and to Montevideo in January, 1930, In the procegs of this expan-
sion Fan American-Orace acquired Peruvian Alrways, & ploneer American
sarvice ptarted in 1928 by pllote who had coso Lo Peru om & crop-dusting
expedition.

Pan_American Acquires Local Services in Colombia, Cuba, Mexico,
and Brazil 1927-1933. During the early gteges of its trumk line program
Pan Amsrican had been balked in obtaining oparating rights in Colombia.
It overcame this obstacle in 1931 by purchasing & 45% interest in SCADTA
(later increseed to over 80%). In the same yeer the company founded the
pzmall UMCA (Uraba, Medellin and Central Airways) in cooperstion with tha
Colombinn seromsutical ploneer Gonzale Msjia., In September, 1932 Fan
American purchesed CNCA (Companis Nacionel Cubene de Avimcion), o line
which had been established by the Curtiss interests in 1930 and which in
1932 was operating V40 miles of local routes. These purcheses gave the
company an intersst in extensive lecal operations in Colombin and Cube
which, with Mexicana's local lines in Mexico, were its firast departure
from the purely trunk line type of operation.

Bosidos mmnhnaing existing local lines the company iniltisted
important new locel services of its own in Mexico end Brasil. In Octo-
ber, 1932 a new subsidiary, Aerovias Centrales, 8. A, ,wss formed in Mexi-
¢o to operate & route from El Paso to Mexico Clty with a branch to ths

west coast town of Mazatlan (1,300 route miles im wll).* In 1933 Panadr do

% This company later expanded ita operations on the west comst of
Maxico opening pervice to Los Angeles im 1934. Its metwork resched
o maximm of 2,300 route miles in that yesr. In 1935 ita operations
wora taken over by Pan American's other Mexicen subsidisry, Mexicana.
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Brasil, a locally incorporated but wholly owned subsidisry which had been
earrying out Pan American's Santos-Buenos Adres operations since 1931,
opanad an important local service up the Amazon from Balem to Manmes

(500 milea) on which the Brasilian government paid a subaidy.

These developments added some 4,900 miles of local routes to
the Pan American System, of which about 2,200 miles consisted of oew
routes and the remainder of lines which were alresdy in operation. In
Degamber, 1932 Pan American's system covered some 22,000 miles ms com—
pared to 28,550 milea for U. 8. domestic 1lines. It is noteworthy that
the Cermans, even efter thelr extensive expansion of 1935-1940, were
operating only 15,800 route milas in December, 1940, or 28% less than
Pan Amsrican did eight years previously.

Tha Pan American System lnsugurated only 5,700 route milea of
new gservice in the three years 1932-1934. Thers were sound ressons for
this:. The company had established ita baslc systez on most of which it

hed mail contracts at $1.80 to £2.00 per mile. There was little incen-

‘t.in to opan new routes wlithout mail pay unless they wers necéssary to
- i

gacure franchiges or for politicel reasons and as the U. 5. Poat Offlte
Department was suffering from budget restrictions dus to the deprossion,
there was no opportunity for obtaining additional mall contracts.

over, the company was faced with a major task in developlng traffic and

Nore-

getting its schedules running ameothly and very sensibly concentrated onm

these problems.
The Eurcpean sponsorsd companies also sxpanded their route
mileage very littls in thess three years, The Garsan government, &S we

have polnted owt, was financinlly poor and was forced to confine 1ts
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efforts to eatablishing a link to FPurops. Local Germin companies, there-
fore, roceived little aid from home. SCADTA expanded ite Colomblan nat—
work conelderably but Condor added little mileage and Lloyd Aerec Boli-
viano actunlly decrsased the lenghth of its systems. French expansicn was
stepped completely by the bankruptcy of Asrcpostale in 1931.

Pen American Escapes Cancellation of its Adr Meil Contracta.
In February, 1934 President Roosevelt cancelled the mail contracts of the

domeatic a.i.rliuaal. The Army Air Corpe cperated a skeleton mail service
during the pariod olf cancelliation which was marred by & series of Tatsl
tocidente in three monthe of operaticn. In May new mail contracts were
let by competitive bidding, for the most part at lower rates. A5 a re-
gult, the domestic linea suffered financially and did not return to raa.lll}'
profitabls oparaticns for ot least two years thereafter.

It waa rumered that seriocus consideration was given to cancel-
ling Pen American's contracts and that they would have besn cancellad
except for the faet that the Mavy wes unable to operate tha:full Pan
American gervice. Furthermore, the Department of State was alsrmed at the
diplomatic reparcussions of U. 8. maval air operations in foreign coun-
tries.

The company was given an epportunity for a public hearing on
January 3, 1935, to determine whether its contracts should be cancelled,
They walved this opportunity and the Post Office Department in & lsttar
dated January 10th reported the results of its investigation together
with conclusicans and recomsendations to the President. It concluded that
8ll Pan American's contracts might be cancelled "because they were amarded
ae o result of megotlatlon and not by competitive bldding as required by
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law". The report further stated, "It is not believed, howsver, that tha
cancellation of theee contracts would be in the public interest, &s such
action would probably disrupt American air servies to the Latin American

countriss and pight result in great havoc to our trade relatilons with
these countries ..... there ia no other air company that can immediately
- reénder comparable service to these countriss®. :
While "our country should have an efficient and successful
Americun air transport system in tha Latin American field to compate
favorably with companies of Englend, Germany, France, esnd othera®, the
- report ptated that mail paymenta under existing contracts wers "conslder- '
B ably in excess of what ghould be paid". An immediste 25% reduction in
ratos was recommonded. It was nover made, although by certein rearrange-
ments and elimination of routss ths company's meil revenues ware reduced
about 10%. |
Pan Amsrican's escaps from cencellation and from perious loss
of revenus in & critiesl period wam & tribute not only to adroit sanage-—

ment but to the important role which the company played in our foreign

policy.

Establishment of Loeal Adrlines by South dmerd—

can and U. S. Independent Intersats 1 1932

fhile the establishment of trunk line service dominated Latin
fusrican air transport development during this peried, thare was some in-
dependent formation of local lines. Three oparaticonn, one govarnment
sponsored and two highly individual in origin, are worthy of mention ap
they are fore-runners of important typea of antarprise.

LAN Chils (Iines jAersa Naciomal), the earliest purely national
L

e ——— Eg—
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line of this type, was established by the Chilsan military air force
from Santisgo to Arieca (1,100 miles) in 1929 and in 1934 was incorpo-
rated a8 Lines Asrea Naclonal, a national commercisl company with
capital furnished by the Chilean government. The line at first carried
mail only but scon began passenger service and enjoye a government momop-
oly of local passenger traffic. A gimilar project was started in Peru
in 1928 and in Brezil in 1931.

Letin fAmerican governments were naturally desirous of operat—
ing their own lines and thelr early projects wers carried out by the
military air forces whith were at that tims slmost the only source of
trained personnel. Sueh oparations served the dusl purpogs of providing
eir transportation and giving military pllots additional flying axpari-
once. They are significant as the beginning of & growing nationaliss
which was later to become an importsnt factor.

Faucett (Com de hwiacion Faucett), & differsnt type of
local operation, started service between [ima and Arequips, Peru (400
miloa) early in 1928. This compeny, started by Elmsp Fuucett, a 1. 8.
citizen who hed come to Peru with a Curtiss salss expedition in 1920,
owes ite success, like others of its type, principally to its founder's
ability end personal popularity. It cut costs by offering a muich lewer
etandard of service than the trunk lines (single-sngined equipment is
8till used) but was able to maintain an excellent safety record. The
coapany was started with Peruvian capitel but has had occcesional finsn—
cinl help from the United States. It has shown modest profits despite
the fact that 1t has received only s negligible subsidy from the Peruvian

governzent and now enjoys & practical monopoly of local air transporta-

LR
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tion in Paru.#

TACA angporte roca Cantro-American enother new cpera-
tlon of lmportence, was establishad as a local service in Honduras in
1932 by Lowsll Yersx. Thia company, which was an individually financed,
low cost operation of the Faucett type, later developed into the largest
individually cwned airline inm Iatin Amsrica with o network of some 5,000
miles throughout Cantral .A.uml-ina. Over one-half its revenuss has been re-
celved from the transportation of chicls, mins products, and general mer-
chandise betwesn the coast and the interior. The company rsceives no
subaidy from the Central American countries in which it operates but has

nevertheless been profitable.

Bummnry of Operatiocns in Trumk

te Dewalopment {od 1928-1

Toe seven years from 1928 through 1934 may be considersd soms-
what arbltrarily as the perled of trunk route development. IDhring the
initlal four years (1928-1931) the bapic Latin American network was ss—
tablished; durdng the next thres (1932-1934) energies were devotsd to de-
voloping traffic and refining existing operations.

Maps V and VI show the network at the end of 1934 and pertinent
oparating statistica for 1927 end 1934 are compared below. The statisti-
cel comparison shows clearly how phenocmenal the growth was both in route
milsage and volume of operations. The gystem which covered only two-
thirds ag many route miles as the U. 8. dossatic system in 1527 was 75%
larger than the domestic systam in 1934. It will be notad, howewer, that

# QCaptain Harold Barris, who cems to Peru with the Huff-Daland Duntera
in 1926, started a slmilar cperation at the sams time umdar the name
of Peruvisn Adrways. This became & part of Pan American-Grace Adrways,
of which Captaip Harris is now chlef executive. In 1938 thie company
bought & 208 interest in Faucett.
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passenger volums was about cos-guarter that inm the 0. B.; it is even
less nt the present time,

of [atin American 1927

[atin jmerica . 8. Domeptic Adr-
3927 _193  line System )
Alrline Network

Route Milems 5,800 48,900 28,100

Traffic Volume
Milss Flown 472,000 11,789,000 14,955,000

Passenger Miles 1,490,000 47,996,000  1&7,859,000

Faras
Conta par Mile 30-40 8-1 5.9

Bafety (Aversge 1930-1934 Inclusive)
Milss Flown per Fatal Aceident Involving Pmssengers

Pan Ameriesn System 6,105,000
SCADTA 3,423,000
U. 8. Domestic T+ TLE, 000

Most of the expansion in new routes was corried out during the
yeara 1929-193%, during which the essentials of the Latin imerican air
traneport syste= es we know it today were leld down.®

The most dramatic routes were those linking the continent to
the United States and Europe. Mall servics to Europe wes opened in 1928
and pasgenger and meil service was in operation between the United States
and all the principal Latin &merican capitals by 1931. The How York-
Buenos Adres time of seven days was one day fester than the Aeropostale
mail speheduls from Poris to Buenos Alres. The United States loat its ad-
vantage in 1934, however, when the German all-air mail service to Europe

wap opaned, giving a 3 1/2 day scheduls from Rio de Janeirs to Barlin.

* 18,500 route miles wera put in operation as compered to tha 5,200 route
miles insugurated between 1921 and 1927 inclusive. From 1932 through
1934 only 5,400 additicnal route miles wars put in servica,
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The achisvement within Latin Aserlca Ltself was perhaps more
hpnrtmﬁ than this linking of continents. In 1927 no passenger service
axisted batween any [atin Amarican republics although mail pervice was
available betwean Hlo de Jeneiro and Busnos Alres vis Montevideo. In
1931 eighteen of their capitsls had airline service for both pessengsrs
and mail,

Local sarvice in Latin Americe wans expanded but far lesps than
in tha case of trunk lines. Loeal lines wers extended considerably in
Mexico, Peru, end Colombis and beginning in 1933 in Brasil, but at the
gnd of the pariod only those sountriea and Colombda bad local networks
sxtenaive enough to be worthy of the nnme of systems.

The waot majority of the grest incresse in route oileage during
thas perled under review was dus to the expansion of Pan American Adrweys.
The Mhitad States, which was an insignifiecant fector im 1927, held the
landing position in the Latin American fisld in 1931 and increased that
leed pomewhat by 1934, The striking change in ita position between 1927
gnd 1934 in summarized bolow.

Posltion of Leading Natlons in Latin American Mr f
Transportation 1927-1934

i

Houte Miles Mileg Flown Fassenger Milas
Country 1927 1934 1927 1934 1927 1934
Mnited States 600 26,300 33,000 7,374,000 1,045,000 39,038,000
Germany 2,300 6,200 396,000 1,530,000 445,000 5,926,000
France 2,900 2,900 43,000 327,000 - -
Other —_— po = 2,558,000 - 2,032,000
Total 5,800 48,500 472,000 11,789,000 1,450,000 47,996,000

The yalus of air transportation to Latin Azerica was clearly
shown in the gharp inerease in the volume of traffic im the pericd. Fan

American's paspenger miles in 1934 wers 175% greater than in 1931 al-
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though miles flown ware up only 38%.

The standard of airline opsratiocns was immensely improved over
that of the plonsering periocd. When Pan American inaugurated its systam
in 1929-1930, it introduced & standard of equipment and operating tech-
niqu? which was far in advmnes of anything sxisting in Latin America and
in many respects mors modern than the sarvice then being offersd by the
U. 8. domeatle lines.®

The Pan American System wes operated almost entirely with two-
or thres-sngined paspenger airplenes equipped with radic. Tri-motored
Fords and Fokkers (12-1i pamsengers) cruising at 110 miles per hour waras
used in Central America and down the weat cosst of South America. Om tha
espt coast the existing land airports were controlled by French or German
intereats and the company did not wish to go te the expense of establish-
ing ita own airports. Partly on this account mnd partly because of its
technicions! belisf that water operation was safer in the then state of
the art, the Caribbean services and thoss along the north and east coasts
of South Americs were operated with multi-engined smphibdens and {lying
boats. Twin-sngined G-paspenger Sikorsky 5-38 emphiblans and 18-passenger
Conpolidated Commpdore twin-engined flying boats were the standard types.
Elaborate ground radis squipment with particulsarly advanced direction
finding spparatus was installed. In this respect Pan Amerlean wes also
for shead of other companies cperating in South America.

The German lines, except for Condor which cperated cne Dornier

Wal twin-engined flying boat, continued to use pingle-engined planes and

# (mly a few U. 5. domestic lines were offering multi-engined passenger
gervice in 1930.
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relatively meeger ground facilities. The French had slaborste grownd
facilities but uped single-engined equipment. All operaticns in latin
Americs (except for Asropostale's night mail service) wera confined to
daylight flying and because of the meagernsss of surface coampstiticn
gchedules could be delayed when weather was gquestionable to a degres which
would not have been tolersted in U. 8. domestic operations. Thanks in
part to these footors but prineipally to efficlent operation, the Pan
American System established a wery satisfactory safety record. From 1930
through 1934 it averaged 6,105,000 miles per fatal accident. SOADTA,
which was only partly wnder Pan Ameriecan control, averaged only 3,423,000
miles per fatal accident in the same period end though no accurats records
ers evallable for other lines operating in Letdn Americe, it is elmost
certain that they did not do as well. In the same pericd the U. S.
demestic sirlines averaged 7,718,000 miles per fatsl mccident, opermting
under what were in many weys more favorable conditiona.

Pan l=erican's fares severaged 15-20 cente per paspenger mile
at the beginning of its operation,* This was well below the 30-40 cents
charged by the Cerman lines in 1528-1929 und they were forced tg reduce
their fares to meet U. 5. competition. In 1934 Pg.n American's fares
avaraged about 10 cents per mile and leocal fares on the sgmaller lines ebout

8-14 cents per mile, as compared to U. S. domestic fares of 5.9 cents.

# In 1928 the rate from Miami to Havana was 33 cents per passenger mile
but the serlisgt fares oo the long distance services wers between

15-20 cents per mila.




IIT PERIOD OF EXPANSION AND POLITICAL RIVALEY 1955-1041

The development of Latin Amsrican air transportation from 1955
to the present has been characterized by two main trends, both of which
have resulted in & great expanaion of local services. Flret there hes
been a marked expansion of Corman omned and sponsored services which hes
boen motivated by politlesl as well as sconomic aims, This expanslon has
proceeded sc far that the United States ls belng forced to meet it by
basically similar activities.

Zecond, there has been & conslderable incrosse in the national-
istic sentiment of Latin American nations which has been roflscted in thelr
air transport policy. Hestrictlons have been placed on local eoperations of
foreign incorporated compenies dnd the cperations of national companies

encouraged . ¥

GERMAN EXPANSION 1985-1940

The early Germaf airline operations in South Americs (1gz0-1327)
were primarily commercihl, mere so in fact than the Franch and U, 5. trunk
lins services which hed been inaugurated in 1928-1929 as = part of the
national policy of these countries. Howsver, when the (erman governmant

took over Cerman commerciel elr transport activities through Luft Hanes,

L

the propaganda element became more lmportant®, Tt was definitely present
in the early Garman operations across the South Atlantic (Zeppelin mervice
insugurated in 1881, airplane service in 1984) but as these activities
touched only the large cities on the Brazilian coast, the impact was Limited.
With the accession 2f the Matiecnal Soclaliast rogime in 1055,
political and economic forces wors set in motion which resulted in an active
German trade prosotion drive in Letin Amsrica with heavy politicel over-
tones. Germany's forelgn exchange problems had been serious since 1951
when her exportas to western Europe began to be cut off because of her un-
willingness to import the mamifactured goods produced by those countries
in return. When the Hazl armament program began to get under WOY, TAW ma-
terial requirements incremsed and the forelgn exchange stringency was in-
tengified. Latin America was & logleal mource of rew saterials®#, Tha
aroa had a large surplus of mineral and agricultural products which it
found diffieult to sell in world markets. It nesded memifectured goods of
the type Germany produced but found it difficolt to buy them from countries
requiring paysent in free forelgn exchange. In 1954 Germany started an in-
tonaive drive for exporta which took full sdventage of Latin Americals
difficultien by making use of ingendous methods of barter to a steadily in-
creaging extent. Those methods wore extremely effective and betweon 1954
and 1959 many leading Latin American countrles (with the notable exceptionsa

of Argentine and Mexico) more than doubled the proportion of thelr total

imports purchased from Germany.

#Luft Hansa was organized in 1926 but 1ts firat fow yoars were davoted to

coordinating the German dosestlc linea.
#¥Garmany carried on a similer drive on the raw saterial producing countries

of southeastern Europe.
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Under the Mazi reglme foreign trade eventually became mo thorough-

ly regizented as to constitute for all practical purposes a part of govern-
ment aotivity. The full force of the German govern=ent was thrown bshind
propagands efforts designed to help the campaign end ingresse the preatige
of the Reich.

The expansion of German eirline activities in South America must
ba cqns;i.d.arﬂd o part of this mejor trade and propaganda drive. Tha axpan—
slon was & logicil step becauss Germany wes & leading asrcnauticsl power
and wag interssted in airline activities in the mrea. Furthermore, South
Americs needed mdditional airline pervice and technicel aid for har own
airline ventures. The purpose was mot to make & profit but to enhance
Gorman prestige im the eyes of South Americans. Financisl ssorifices could
be made on the gpale of equipment or the cperation of wnprofitabls servicea
which would be izpossible for a private company, Totaliterisn methode of
organization also pimplified the task. No Congress or stockholdera had to
be eatisfied at every step and no publicity as to methods wes required.

The program has been carried out aggresaiwvely and consistently.
It cwee & lerge part of ita suocese to the provision of ample funds by the
German government end to & sound technicel orgenization. Eguipment, flying
peraonnel, and operating methods, though somewhat infericr to those of the
U. 8. linee, were wvastly superior to those of other European countries
operating In South America or South Amerdicen cpersticms themaelves,

Broad Scops of German Program

Geographically the program embraced ths sotire continent except

for Chile, Colosbla (which was served by a company in which Germany had a

af3e

minority interest), Venesusls, and the Guisnas,* Both trunk and local
services wers included. Existing local German companiecs satablished new
trunk lines which interconnscted lit]:ll. German local systems already exist-
ing in other comtries. In the case of Peru and Ecuador, new German com-
panisn ware formed to operate in areas hitherts neglected. The netwerk
of trunk routes thus created served the principal South American capitals
and was basically competitive with the Pan Aserican Arweys System. In
addition, the Cermans expanded their purely local servicen considerably,
particularly in Brazil,

A varisty of methods wes used in the course of Carzman expansion.
In the beginning they operated principally through mationally incorporated
companies, managed in meny cases by second generatlon Germans or nationals
with German leanings, but in reality German cwned and supplied with German
funds. lLater, in the lmmsdiately prewar perded (1938-1939), they operated
more openly through Luft Hansa or in the case of Peru ita locally incor—
porated subsidiary, Lufthanasa Peru.

In addition, thesy acquired comsiderable influence over a faw
local naticnally cwned companies by EEIE;J.'IE ':uf contracts for the sale of
equipment. These local companies often got inte financiel difficultiea
dus to lack of sdequate capital to begin with or becauss of cperating
losses and found themselves with worn out equipment and a depleted tres-
sury. They were unable to meet the girict payment terms reguired by U. 5.
or British ssnufacturers and French equipment, though available at low

prices, wes usually ruled out becauss of Inferlcr quality. The Cer=ans

# Condor operated from Busnos Aires to Santiage but there was no ex-
tensive cperation in Chile.




took advantage of these situntiong end provided a very useful service to
the South American interssts involved by offering equipment on liberal
long term credit (five to seven years). It was provided, however, that
the compenies must employ German pilots and technicimns ms long as the
credits wore cutstanding. Techniclans were often as badiy needed as air-
planes and thess requiremsnts were therefors not usually a deterrent.

Expanglon of German Owned Com-
panies in Argentina and Chils

Syndicato Conder (founded in 1924 as Kondor Syndikat) was the
prineipal medium through which the German expansion was cerrisd cut. Al—
though incorperated in Brazil, the sapital of the company is beyond doubt
German and Condor hms certainly received regular finansial aild from Ger-
many. Its management consists of Germans or Braszilian nntfonels with
German leanings. The codpany's lavish offices in Rio de Jansiro and sx—
tensive advertising campaigne far exceed anything that can be Juatifiad by
the scaps of its comsercisl cperations.

Condor made the first move of the German expansion program in
15935 when it extended its Natal-Rio de Janeiro routs to Busnos Alres and
then (1936) mcress the continent to Santiago. In 1936 the company's Rio
de Janelro-Corumbe route established connections with LAB at Corumbe on
the Bolivisn border. The twe Gersan sponsored companies thus offared
joint service from Rlo de Janeiro to Ariem on the Pacific coast via
Corumba and La Paz.

Condor's fundsmentally German character wns openly acknowledged
in 1938 when Deutsche Luft Hange insugurated the firet German netionsl per—

vice in South America from Hatal teo Buencs Adree ee & supplemsnt to Condor's

45~

service. Argentina had objected to Condor's operating from Buenos Alres
to Santisgo and Luft Hansa took over this route entirely¥. In addition
to thip trunk line expansicn Condor substantinlly extended its locel op-
sration in Erazil, obtaining Brazilisn government subzidy contracts on &
number of routes. Among them wae a route selmost completely lacking comser-
olal possibilities which branched off from its transcontinental 1ine ot
Corumba to Porte Velho in the deptha of the Brasilisn interier. It han
been suggested that Condor was arcious to obtain this route 88 &N oXCuss
to operate uncbserved iln & loeality not too far from the Paneme Canal, In
these days of long range alrcraft the suggestlon doss not appear entirely
fanciful.

Condor has been of sssistance to almost nll the Germen and German
affiliated operations in South America. Tt lends them airplanes in csse of
necessity and 1t 1s not umusual to see JU-58's belonging to such German
controlled companies of Peruvian, Ecundoresn, Argentine and Chilesn repis-
try in Condor's Rio de Janelro shops for overhaul.

German operations in Brazil wers further expanded by VARIG
(Viacao Aerem Rio |:'.z-:i.uliamnuml}1 8 small German controlled locel company op—
erating in the State of Rio Grande do Sul. VARIG extended its Porto Alegre —
Felotas route until 1t connected with PLUNA (Primeras Liness Uruguayas de
Wavegacion Aeres), a newly formed Urugusysn company which operated from
Montevides to the Brazilian border.

In 1937 the Germans began operations in Ecuador (Quaynquil-Guite,

# Condor's equipment was Brazilisn registered and Argentina had no legal
contral u:ilr E-: It did have, however, legal control over Luft Hansa's

German registersd alroraft.
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160 miles) with SEDTA (Socledsd Ecuatorians de Transportes Aerece), & na-
tional eompany of indubitable Qerman ewnership panaged by Fritz Hazmers.
Early in 1840 there were anncumcements in the Fcusdorean pc::nua that SEDTA
expected to begin operations to the Ecusdoresan owned Galapagos Islands.
Theese iglends command the Pacific entrance to the Panama Canal,

German operatlons on the west coast wore further extended in 10%8
when Lufthanss Peru began service between La Pagz and Lima (720 miles yia
Puno] thus extending the German transcontinental line from Rie de Janeiro
ag far as the Peruvian capltal. Iufthanss Peru undoubtedly hoped to eatab-
lish & connection with the Ecuadorean SEDTA, but its career came to &n un—
timely end in April, 1941 when ite equipment was expropriated by the Peru-
vien Government.

Eales of German Equlpment to Locsl Companies

In addition to their new directly omned or completely controlled
operaticns, the Germans obtained & certein amount of contrel over important
loeal companiss in Brazil and the Argentine through equipment contracts of
the type previcusly digoussed. )

In 1885 they sold Junkers JU-52 airplanes to the Braziliaf VASP
{'l.l'liu::an Aeree Sao Paule), a local company which had been establighed in
1934 in the beavlly Cermanic State of Sao Paulo. This company now cpar—
ates an extenslve netwoek of mbowt 1,200 miles, principally in Sao Paulo,
,and has been successfol financially because of itas hoavily travellsd Hio de
Janeiro - Sac Paulo route which has the highest schedule frequency (three

times daily) of any line in South America. The Junkers ars still in pervice

¥Hammer, who wag kllled in & flying mcoldent in Eeusder in 1820, wap cne of
the eriginal SCADTA ploneers.
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and German influence remains despits the primarily Brasilian character of
the company.

In 1857 & eimilar but more comprehensive equipsent contract was
made with Aeroposta Argentina, the mest important local company in tha
Argentine (Busnos Mres - Rio Grande, 1600 miles)., The company's operating
personnel was thoroughly Germanized at that time but in 1550 German pilote
ware replaced by Argentine pllots.

In 1988 Junkers JU-52's were sold to CAUSA (Companis feronsutics
Uruguaya), the Uruguayan 1line between Montevideo and Busnoa Mras, but the
persomnel of this operation remained entirely Uruguaysn, A few JU-88's
mere old to LAN (Linea Aeres Kacional), the Chilsan naticnal company, in
the same year but there was no management contract and this company was
never dominated by German influsnce.

Improvement of German Position in
South American Ay Transportation

As &8 remult of the expansion desoribed, German route miles in

Eouth Americe* in 1858 wers more than double the 1054 total. This gain
wag obvicusly at the expense of the Pan Americen System and other South
hmorican operators for thelr proportion of total route miles decreased from
43.6% to 38.5% and from B8.5% to 57.1% respectively. At tho same tima the
German proportion increased from 17.9% to 24.4%. From the standpoint of
mlles flown during this period Pan American alsc lagged, its ehare doclining
from 50.6% to 47.6% while the proportion flown by both Oermen and local

opsrators increased moderately.

* The Germans did not operate at all in the Caribbean, Central America,or
Mexico. Thelr operations have tharefors been comparsd with thoss of Pan
hmerican (approcimate figures only) for South America alonas.




Position of Leading Haticoalitiss in
South Amerdean Mr Transportation
1934 - 1938

ta ap -
i 5 % i
1934 Tot. 1938 Tot. 1934 Iot,

German & Affil. 6,200 17.9 14,600 24.4 1
Pan Americand 15,200 43.6 23,200 38.5 3

M1 Others 13,400 38,5 20,300 37.1 1,786 _26.7
Total 34,800 100.0 ,100 100.0 6,701,000 100.0

Ko mocurate figures are avallable as to the cost of the German

program but an informed guess is pessible. In 1938 ptriotly Oerman lines
flew about 1,500,000 miles. Their oparatlons ware for the most part simpls
and sconomlcal and received conslderable revenus from passengsrs and
mail, MAn average subaldy of 50¢ per mile, or $750,000 should havs bessn
sufficiant te support them. Even assmming a conaiderabls amount of pro-
pagenda expenne and subsidy to the Cerman influenced linss which flsw
another 1,500,000 miles, it is doubdful if the totsl ameunt expended by
the Germsn government onm Latin American aviatlon excesded $2,000,000 -
$3,000,000 per anmm during the 1935-1939 peried. Het payments hy tha
Tnited States to Pan Amsrdican and Pan American-Grace averagsd poms
$3,600,000 per annum in thess years and these companies flew mors than
twics ap many milss par year as the German operators.

OF NATIONALISM 1935-1

A trend which waa potentially more important than the Cerman ex-
panplon begams svident in the late 1930's when Latin Amerdcan nations bagan
forsaking their hitherto rather passive role in air transport developmant.,
Latin Amarican aviatlon had besn developing technically with considarabls

# For South Assrica only. 5
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rapidity. The mumber of licensed pilots increassd and military air forees,
though gtill small, grew substantinlly in size. Omall Ffactories for the
mamafacture of air Jrames for simple military and training types were ep-

tablished in Argentina®* and Brasil after several unsuscessful attempta.
This spirit of nationalism, combined with increaping technical

compatenca, resulted in Latin American nations taking a more active part
in the development of thelr own airlines. 411 the countries participated
in this movement to some degree but the lead was paturally taken by the
larger and more technically advanced nations, motably Brazil and Mexico.
It manifested itself in both countries in restricticns on forelgn com—
penies' activities and the encourage=ment of nationnl linea.
Cabotage Privlleges Resarved for National Companies

The foundation of national amirline development has been the re-
sorving of cabotage®* monopoliss or special cabotage privilsges to nation-
ol companies. The basic avlation law of most countries reserves such
rights to natiennl lines but in Latin America in the sarly daya forelgn
companies wers often glven permiszsion freely to engage in cabotage because
national compandes elther did not exist or were unable to provide suffi-
¢lent pervice, r

One of the first signe of nationaliem was the withdrawal or re—
duction of those privileges and the gremting of them to government cwned

# argentina 1g now developing a factory to build Wright engines under
license. Chile made unsucceseful attempts to estdblish an alrplane
factory in 1929 with the aid of the Curtiss-Wright Corporation.

##The eerrying of passengers, maill and express within the boundaries of &
country as distinet from internatlcnal traffic is referred to ms cabotage,
a8 term taken owver from the shipplng industry in which 1t is veed to re—
fer to comstwise traffic. The word is derived from the French "eaboter™ -

to coast.
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linea or at the very least the establishment of & requirement that companies
recelving them be nationally incorporated.

Chile in 1929 gave the government omned LAN a monopoly of cabotage,

Mexico in 1952 passed n general commmleaticns law lisdting cabotage righte
to natlionally incorporated but not necessarily nationally owned companies.
Venszuoln gave s cabotage monopoly to LAV (Linea Aeropostal Venszolans) when
it formed that government omned company in 1955 4o take over Asropostale’s
operations in Veneguels. Colopbis has aleo restricted eabotage operations
to national companies and in 1958 anncted a law requiring that by 1842 such
companies must be at least 51% omned by Colombdans®, Ko other Latin Amer-
deon nations have sstablished this requiremsnt of national ownorship but

it 1s significant as indicative of a possible future trend.

In other Latin American countries forelgn lines atill have more
or lass complote cabotage rights as indicated in the folleming summary of
the cabotege sltuation aa at January,1941.

Cabotaze Rights Permitted to Foro Incorporated Companias

{Tamary, 1941
Country Cabotage Aights Fermittod
Argentine He restrictions
Bolivia Ho restrictions
Brazil Limited righta to Pan American Mrwaye; none $o Luft Hanpga
or Alr France
Chile Cabotage 1a monopoly of government owned company
Colozbia Companies engaged in cabotage must be 51% Coloshian owned
Bouador Ho reatrictions
Paraguay Ko restrictions
Poru Ho reptrictions
Venezuala Cabotage ls monopoly of government ownad company
Mexico Companies engaged in cabotage must be naticnally incorporated

¥ This requirement was ootablished as part of the nationallzation of the
oxisting Colombian incorporated companies, SCADTA and SACO which grew
cut of the Colomblan—U. 8, effort to eliminate the German interapt in
SCADTA.
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In addition to requiring that companies engaged in local traffic
be nationally imurpn'rntad, there has been a growlng tendsncy to force them
to empley & high proportion of nationals. Thim in affsct requires foreign
aperators to train large numbers of Latin Americans in air transport opara-
tion in exchange for the privilege of eparating local services.

Like cabotage limitations, these provisions have usually basn
loosely enforced until e reascnable number of trained nationsl peraonnal
was available or a particularly nationalistic government assumed office,
when they would be strictly mpplied. Mexico and Brazil have again bean
the leaders in this type of restriction. Mexloo pagsed leglslatlion in 1851
requiring that 90% of total personnel regardlesss of category be Mexican olt—
igens. In 1982 the same commmlcations law which restricted cabotage traf-
fic to nationally incorporated companies required that thess companies es-
ploy 100% natlonal personnel. Exceptlions to this law were granted in the
early years but 1t has been strictly enforced slnce 1985.

Brazll sstablighed restricticns of this type as early as 1931
when a Decree Law ;ra.: ipsuod requiring that two-thirde of sech category of
tha p;mun.uul of nationnl companies be Erazilian citizena, In view of the
limited number of Brazilisn asercnauticdl technicisns at this time the pro-
cesa of replacing forelgn with Brazilian personnel was a slow one. In 1958
8 further decree was Lssued which provided that ALL foredign porsonnel, in-
cluding pilots, should be eliminated by September, 1358 and further stated
that while neturallized Braszilians could be employed they could not exoesd
more than one-third of each category. This latter provielon was aimed pri-
marily at the German companies, largs mmbers of whose persomnel were natu-
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ralized or hed become naturalized in order to epcape the provisions of the
law, Panair do Drasil sstablished ita cwn training courses for Brazilian
pllota and technicians and in recent years all its pilots have been Brazil-
ians, The Cerman companies have not yet fully complied with the law but
are finding it incressingly difficult to obtain sxemptions and extenslons.
The Mexfcan and Bragilien laws have achisved thelir purpose in
that, except for top executives,the local a.i.r:ll.ina natwork of thogs
countries is almost completely staffed by their cwn naticnals., None of the
other Latin American sountriss require the omployment of national flight
erows although they all require. (usually under laws applicable to all ine
dustries] that s high percentsge of non-technical personnel be natiscnalsk,
Proportion of Heticpal Employees Required of

¥Mationally Incorporated &4rlines - January,1941
Countiry Per Cont of Nationals Reguired

Argentine 50% of administrative, technicel,and subordinate pergonnel

Bolivia BOf of total number of eommercial and traffic personnal
Brazil 1008
Chile 85F lecal mervice govenment monopoly. Requiremsnta for in-

ternaticonal lines are that {1ight crews mist be national
or of nationality of aircraft,

Ecuador 50 of nirport and commercial pergonnel
Peru 80% of total mumber and of amgunt of payrall
Venezusla Local asrvices are governmsnt monopoly
Weseloo 1008

E 1ishment of Hatlor Owned C a8

In sdditien to requiring thet lecal ocperations carried out by
forelgn companies be as complotely natlonal in character as pogaible, Latin

#Some countries require that & fixed parcentage of sach category of em-
ployoea be nationals. This is & much more severs restriction than one baged
on & percentage of total personnel. Flight orews, for oxample, seldom ax—
ceed 108 of total personnel and 1t would thus be popsibls for a company to
eaploy 90% of nationals and atlll hawve 100% forelgn flight orews,
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Amorica hap teken positive steps to egtablish its own puraly natlonal air-
lines. To date thase have been largely govermment financed as private capi-
tal, which is accustomed to a high rate of return, is rather reluctant to
enter the airline fisl4,

The firsgt silr transport services to be gompletely financed and
operated by Latin Americans were the mail 1ines operated by military air
forces. Most of these have been intended more for the training of military
pilots than for commercial purposes; few of them have carried pABEENZETE,
and all have oporated on & scmewhat irreguler basis. Nevertheless, thoy
have parformed & most useful pervice in making air transportation availabla
to small isclated commmities. The earliest were the Peruvian air force
service begun in 1928 which still carrles mail and cccaslonal pASEENEETS
into the interior and the Chilean military mail pervice started in 1928
nhich later developed into & government cwned commercial airlina, By far
the largest is the Brazilisn military and naval meil service inaugurated
in 1851 which has expanded to the point where it im now operating mere or
leas regularly some 10,500 miles of line under the name (sdopted in Feb-
ruary, 1941) Correlo Aereso Hacicnal.

The Bragilian system hes conscientiounly ploneersd futurs routes,
some of which have already been taken over by commeroial compandes and some
of which are destined to become rogular transport services.

In addition to supporting such opora‘t.iun.u,‘ Latin American govern-
ments have often taken a substantial financial interest in commerclal air-
lines. LAN of Chile, originally begun ms a military line, has bean come
pletely owned by the Chilean govermment since 1929. LAV of Venesusla which
wie formed to take over the Venesuelan operations of the French Aeropostale
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in 1935 1m Iu.lno povernment cwned. The Bolivian government haos owmed & min-
lmum of 48% of Lloyd Aereo Boliviano since ite foundation in 1025# and the
Colomblan government hes a 15% interest in the newly formed AVIANCA (Aerc—
vias Naclonales de Colombis, organiged in 1958) which may be incressed to
40% by 1849, In Brazil the State of Bac Paulo 1s a substantial stockholder
in VASP oand tha State of Fio Grande do Sul is reported to own an intersst
In VARIG. i

Local private capital has slge taken & limited particlpation in
commeroial airlines. Private omnars have & substantial interest in VASP
and some small interest in Lloyd Aerec Boliviano. There are also a few
cagses where small local airlines have been entirely financed by Latin Amer-
ican privete capital. In 1958 the Pusyrredon interests purchased Asroposta
Argentins from the Argentine govermment and in the some year Urugusyan in-
terests established PLIMA (operating from Montevidao to the Bragilian bor-
der) with mome help from English capital. In 1938 the Superveille inter-
ests in Uryguey gtarted CAUSA, which cperates from Montevideo to Buenan
Aires. MNone of these lines have besn snecessful financially and beth fero-
posta and CAUSA would have found it difficult o axist without German aid
in the form of very fevorable equipment contracts.

In the future it seems quite probable that locsl services in Latin
America will be inereasingly operated by companies panned with Latin Ameri-
can parsormel and ultimately financed by Latin American capital,

Such an expansion might evantually lead to a widespread coordina-

tlon of schedules between loeal lines which would permit them to provide

* In May, 1241 the Bolivian government meted to forep the sale to the
government of the privete interest in LAB.

through service in compatition with the U, 8. trunk linas prosumably at
lower passenger rates becauss of thelr less elaborate servioe. Such a co-
ordination of schedules was arranged in 1957 betwesn LAN of Chile, Faucett
of Peru, and SCADTA of Colombia, which permitted a passenger to travel
olong most of the west comst of South America on purely pational lines,
Schedules and connections were ao irrsgular that tha operation weas not
successful tut thers is no reason why & mere successful arrangament might
not be worked out in the futura.

Jovernsent Financial Asslstance to Local Lines

These local airlines have Tequired financial support from the
governments of the countries in which they operate.

Latin American governments have followed the Burcpean prastice of
making mall payments on a commercial basls and reying any additional muma
8s an outright subeidy. Mail rates in the majerity of cases are so lew that
the Post Office Departments concerned make n largs profit on their trans-
actions with the airlines. Mail is not usually carried under contract but
at fixed rates per kilo. The Brasilian rate of 160$000 per kilo ($3.50
. 8. Cy. per pound) for interstate mail is enly two-thirds of the per kdllo
ptamp revenue to the Post Office. The Mexfoan rate of 15 posos per kile
($1.50 U. 8. Cy. per pound), however, is ons-third groater than state stamp

TavVenus.
Accurate figures as to mail revemaes are not available for most

companies but mail loads are fairly heavy in scme cases and Panair do Branil,

Pan American's Braszilisn subsidlary, in 1840 received msil pay and subaidy

amounting to some &5¢ per mile.
In the early days only government owned companies (LAN of Chile
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1829, LAV of Venegasla 1958) were subsidized but in recent years some of the
wealthier countries have begun to pay moderate subsidies to privately cwned
operations.

Brazil has by far the most complete and liberal subsidy schems.
Subsidy contracts on routes considered desirable in the national interest®
(many of which have besn plensersd by the military air sarvice) are let by
competitive bidding. They wsually run from two to five yoars and the rates
in recent years have averaged 404 per mile. Contracts are granted only to
nationally incorporated companies but there is ne restriction as to cwnsr—
ship and most of the contracts have been let either to Panelr do Bresil or
Syndicato Condor, which have competed keenly for potentially attractive
FUNS

The Department of Civil Aviaticn reserves the right to examine the
soccounts at the end of each year and reduce the rate if the contract has
besn unresgonably profitable. The total fedarsl subeidy payments in 1940
are eatimated to have been $435,000. The Brasilian States, notably Sao
Paulo and Rio Grande do Sul, also pay failrly substantial subsidies, wsually
on a per mile basis. Uruguay recently granted a five yoar gubsidy to the
local Uruguayan owmed PLUNA at & Tate of approximately 25 cents per mile.
Argentina has subsidized its local nationally incorparated limes for many
years at & somewhat higher rate (about 554 per mile) than Brazil. Bolivia
hag wntil several months ago peid some $18,000 U, 8. Cy. (about 474 per
mile) per month to Lloyd Aerso Boliviens. In Mexico the fedaral govern-

ment pays no subsldy to the larger linea, Cim. Mexicana and LAMSA (Lineas

#5ubsidies are not granted on the coastal route because International op-
orations running over this route provide local service without financial
assistanco.

Asreas Minerss), but eome of the smaller lines receive sithar federnl or
locel state subsidies of from 25 to 75 cents (Mex.) par lometer (8¢ to
24¢ per =ile U. 5. Oy.) depending upon the importance of the route.

There is not mufficlent inforsetion on which to bass an intslli-
gent gensralisation. The few cases whare .'-Ei.guru are avellable indicate
that subsidies and meil payments combined have bolan much mors liberel than
has been genernlly realized in tha United States. In Individual inatances
they amount to some 30%-40% of the revenues of privately owned lines as
comparsd to 60F-T0% in the case of the smller 1ines in the United States,

Direct AMr Transpertation Subsidies
of Latin American Countries

in 1840
Typleal ¥othod of
Total par Wile Rate Payment
Argentina;-
Logal Currency § E55,000 2,41
U. B. Currency § 150,000 .57 Par Filometer
Bolivias—
Logal Currency BHa. 5,580,000 15.80
0. &. Currency § 172, 0004 0,42 Lusp Sum
Bragily=-
Local Currency B,615:815% BfoaT Lump Sum and
U, 8. Currency § 455,000 £0.40 per Eilometer
o=
Local Currency § 250,000 BB
0. 8. Currency § 87,000 +25 Lump Sum

Pan Aperican was far from inactive during the period of Germen ex-
pansion (1935-1938) but it did pot push the development of new services es

# Ten months at $16,000 and two months at $5,000. The per mile rate is
the resulting aversgs for the year.




notively as did the Germans and its domination of Latin American air trans-
portation was somewhat diminished.

.In 1935-1937 the company ecarried out & major re-equipment program,
including the sddition of forty-nine new multi-engined eircraft to its Latin
hmericen fleet®. FPan Americen's original equipment, purchased in 1929-1930,
gonsisted prisarily of standsrd comsercial types®™®, However, tha company
wee now planning overwater operntions over increseing ranges and was com-
eitted to the uwse of flying boats on the entire east coast route. The do—
mestic airlines had no need for flying boat equipment end Pan Americen, as
the only customer for such sirplenes, hed to teke an mctive part in thedr
development. The fact that the company needsd relatively few unite (only
12 8-42 flying boats were tuilt in ell, for exmmple, a8 comparsd to 150
Fords and 350 D0-38) further incremsed ths cost.

1 A lenes Plao S

1934-1937

Epacifications

Crulsing
Hucher Humber Spesed
JEEi_ﬂlEfﬂ_-H.Eﬂh_mh_ 1934 1935 1936 1937 Total

flying Bonts

Elkoraky S-42 & 33 Lo-150 2 2 5 1 10

Amphibians

Bikorsky 5-43 2 15 150 - - 9 - ]

Land Plages

Lockheed Electra 2 10 170 & 1 1 - &

Douglas DC-2 2 1 170 6 6 =~ 3 15

Douglas DC-3 2 21 180 T e s L)
Total 12 9 15 13 49

#* Between 1930-1934 the company purchased no new types aexcept for three
Slkorsky S5-40 flying boats which were placed in Caribbean perviece in 1531~
1932, These were the first four-engined transport planes to ba placed in
operation in Latin America by any airlins.

## Manufacturers developing new types for Fan Americen have bornes a large
part of the developmental cost and lost heavily on the projects.

As can be seen from the table on the precsding page, 2-42 four—
engined flylng boats developed by Sikoreky for Pan American formed the
backbone of the new equipment progras. The new equipment wae well in ad-
vance of anything being flown by Pan American's competltora in South America
(though slower than tha mil planse used by the Germans on their Europe -
Bouth Americs routes) anmd as far ms the passenger comfort and safety wera
concerned, the four-engined flying boats wers far in advance of anything
operated by the U. 5. domestic lines. The Gersans did not put four-engined
plenes in gervice in South Americs until 1939 [and then only two) and the
domestic carriers did not begin to operate four—engined equipment until
1940. Pan American's land plane squipment policy has mlso besn consist-
antly progressive. in that it J:;n put types developed by the domestic carri-
ore into service reasonably soon efter they came into production.

Fan Americen's new planes crudleed at 140-180 miles per hour, as
compared to the 100-115 mlles per hour of thoss previcusly in pervice. The
fester alrplanss reduced the transit time to Latin America by more than one-
third. The schedule from Mismi to Rio de Jameiro was reduced by two days to
four and one-half daye (59 m.p.h. overall) emd that to Pusnos Adres was out
by mearly thres to sbout five snd one-half days (58 m.p.h. overall)., How—
evar, tha Hew York - Rlo de Janeiro time wea gtill a day and ons-half slowar
than the Deutsche Luft Hansa and Adr France all-air services from Eurcpe to
Rio de Jansiro, which had been inaugurated in 1934 and 1936 respectively,

With the installaticn of this new equipment, scheduls frequencles
wera stepped up slightly, notably from Han Jusn to Rio de Jameliro (increased
from onoe to twice weekly), Oustemals to the Canal Zone (from thres to five

times woskly), and Santiago to Busnos Adres (from three to four times weekly).
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The everage over the entire system incressed very little, however, as 1s in-
dicated by the following table., It will be noted that the rﬂql.l.mlin on
the locel cperations (Mexricans mnd CHCA) were considerably higher than in the

trunk services.

Pan American Alrwaye, Inc. 2.5 2.6 2.3 2.5 2.5 2.7 3.1

Cias, Mexlcans de Aviacion el 5.1 4.9 L9 4B 4T 5.3

Pannir do Brasil L4 1.5 1.5 l.8 2.1 1.8 2.1

Cle. Haclonal Cubane 5.7 5.2 7.7 7.3 B.B B85 7.9

Fen American-Oracs 2.8 29 2.2 3.0 2.6 2.2 2.6

U. 8. Domeatic System Li.0 18.9 21.3 20.5 18,9 2.8 26.3

Fan Asaricen slso established twe important new routes during this
period. In July, 1937 Pan American-Orece opensd & west comst disgonal per-
vice from La Paz (to which service wus insugurated in 1535) to Busncs Adres
vis Tucuman (1,500 miles). Late in the yemr Pen American opened an east
coast dlagonal route from Sao Pauls via Asuncion to Busnos Alres (1,600
eiles). These routes completed the extension of U, 8. mirlins tervice to
all the twenty Latin American republica. .
In addition, Pan Americen added soms 1,700 route mles of ]I.ucu.]..

service in Brazil during the 1936-1940 period, an incresse of A0%. Subsidies
from the Brazilisn government were obtained on moat of these additions, of
which the moet important were those from Hio de Janeirs to the importent
aining end agricultural center of Bello Horizonte (210 miles) and an exten—
aion farther up the Amazon from Menaos to Porto Velho (620 miles),
Fagific and Atlentic Service Inmwmreted 1936-1939

Pan American's full energies were not concentrated on Latin Ameri-
oa during these years. The compeny, as the sole 0, 8. alrline in the for-
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odgn field, sdopted & progressive policy in inaugursting service on the
othar mjor trade routes of the world, mmlmin;lhhufth-lrt, to
which Pan American contributed very substantially, was now making trans-
ooeanic operation possibls, The company lst comtracts for the development
of special long range flying boats in 1932-193; and service was opensd
across the Pecifie to China in Decamber, 1935, aoross the North Atlantic in
Mey, 1539, and to New Zemland in Septexber, 15.0. Operaticns in Chins and
Mlaske were also mxpanded. These activitiss were certainly in thes pationsl
interest but wers nsverthalsss a conslderable etraln on the orgenisation
both technically and financially,

Latin American operations of tha Pan Americen System showed pub-
ptantisl and increasing profits during the 1935-1940 pericd. Pessenger
trd!iuinl%ﬂmﬂﬂimhrthmhl?ﬂudmntamauﬁrmwwbr
etantlally by the introdustion of improved equipment and mors efflcient
operating techniqus. This inoreassd PRBEBENger revenue was superizposed oo
very liberal meil payments. The rated specified in Pan American's ten-year
contracts were nesr the maximum permitted in the Foreign Alr Meil Aot which
wad drewn in 1928. They were prequebly intended to be high enough to per—
mlt profitable operation with the inefficisnt equipment and low voluma n.f‘
traffic existing at that time; obviously they provided very satdlafmctory
rrofits with the more efficient equipment and much higher traffic levels of
1940,

Losses on the Pacific division (insugurated 1935) have been heavy
while tha Atlantic division (insugmrated 1539) showed & profit in 1940 dus
to heavy war traffic. Consequantly, the combined resulta of thess showed &
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drastic reductlon in loss in 1940. A comparison betwesn the Latin American
System and the combined results of the other two divlsions 1s shown in the

following tables—
Comparative Profit of Pan American System Operaticnos
LE)

Iger Latin Americe Ercific & Atlantdc
1939 $ 2,591,000 $ 234,000 EMBE}
1940 2,431,000 87,000 (Lodo

Pasonge of Civil Aeronmuties Act 1938

Pan American's medl contracts mere dus to explre in 1938-15940 and
ite routes might then have been opensd to competitive bidding. Fortunataly
for the compamy, this did net teke place,

In July, 1938 new legislation was enncted which fundamentally
changed the relation of the U. 5. government to domestls and foreign air
trapaportatlion. This pew law, the Civil Aeronautics het, provided for a
five-pan Civil heropsutics Authority (now the Civil Aeronsutics Board)
which with an Administrator wes to regulate the economic end techoicel [T
pecta of the alr trensport industry. It esteblished the first comprehensive
systes of economic regulation for our airlines and wes the first U, 5. :
eviation legislation te set forth government policy toward wir transportetion,
This policy wes brosd mnd nnna-tl.r;n:*r.he. The futhority was instructed to
consider in the performence of its duties that the following, among other
things, wera in the public interest and in mecord with the public con-
venlence and necessity:

~"The encouragement and development of en air transportation sys-
ten properly sdapted to the present and futwre needs of the foreign and
domastic commerce of the United States, the postal service and the national
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defenss.

~"lompatition to the extent necessary to assure the sound develop-
ment of such a system.®

The eirlines hed hitherto held no more tangibles franchiss to
their routes than the meil contracts aspigned to tham. The new Aot pro-
vided for the ismiing of certificates of public convenisnce and necessity
mdelled on utility prectice which gave them a definite franchise. The
practice of latting mail contracts by competitive bidding was also abandoned
and instead the Authority wes empowsred to smat rates teking into consider—
atlion the mime met forth in tha poliey clauses of the Act.

Pen American and Pan American-Grmce roceived certifisstes of con—
venlsnce and nacessity on thedr routes in August, 1940. Thay have so far
contimied to operate under the mail rates set in thair contracts with the
Post Office Dspertzent (which were extended by the Act wntil new mil ratens
could be set by the Authority) but a hearing was opensd Merch 17,1941, to

set new ratsa.

Until 1935 the United States, Cermany, mnd France were tho only
foraign powers operating in Letin America, In the next faw years, howsver,
other European nations began to extend thelr adr transport motivities to
that area. The Duteh adr transport company, XIM (Koninklijke Lushtvasrt
Maatschappli), having extended its Amsterdam-Bast Indies cperstions as fap
g Australia, oow turned itm eyes towsrd the Atlantis. KLH opennsd sarvice
betwean Curacec and Arube (50 miles) in 1935 and mlong the cost of Venssusls
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and Colombia in 1937-1938. In 1939 a lins was opensd to Trinidsd and
Barbedos and to Paramardbo, by which year KLM was cperating a nstwork of
ebout 2,700 miles. This operation was intended as a stapping stone for an
Amsterdam — Hew York line and in Fobruary, 1937 the company applied for land-
ing rights in Mamil, Ths application was refused om the ground that ade—
quate service was already belng provided by Pan American Arways but it was
obvigus that the United States did not want to encourage European trans-
Atlantic lines at that time#,

Italy sleo began active plans for a Sputh Atlantic service, Thars
ars 8ix million peopls of Italisn despent in Brasil and Argentine and with
Italy's dynamie foreign policy stressing the country's eviation schievements
(Balbo mede a mmss £light from Rome to His de Janeiro in 1932) thare wers
obvious motives for the installstien of = regular ssrvics,

Frelimimary steps were taken in 1338 when an Argentine capitaliat
friendly to Ttaly organised Corpormeisn (Corporacion Sudamericans de Seryi-
cios Aerecs) ns an Argentine national company. Corporaclon soted in closs
concert with the Italisn efforts and in July, 1940 established sarvice be-

 tween Busnos Adren and Montevideo with Ttaltan Sevoin Marchetti flying

boats mnd Ttallan pilots.

The British revived their dormant PFlans for a South Atlantie per—
vice in 1937. Preparetion for this servics was sntrusted to British Arwnyas
rather than Imperial Mrweys, the government controlled company which had
previously snjoyed a monopoly of British forelgn air traneport; this de-
eislon was endorsed by the Cadman report in 1932%%, Meaions wera sant to

* Germen attempte to obtain permits for o Berlin-Hew York operation wery
turned down in 1937,

## A ptudy of British air transport policy preparad at the direction of Par—
liament by a committee handed by Lord Cadman,
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Brasil and Argentina in 1938 and although actual preparation proceeded slow—
1y, ttumhtmm::rqhuurhnubnnnpmﬂhrlw if it had not been
for the ocutbraek of the war. Poland also had ambitious plans for pervice
to South Americs.

Mr France cpansd all-air meil service across the Sguth Atlantio
in 1936 but showed no signs of extending its network. Twin-angined equip—
ment was installed on the South American part of the system in 1936 and
passenger service was Inpunad oarly in 1939.
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IV LATIN AMERICAN ATR TRANSPORTATION SINCE THE WAR

The wer has sarkedly affected eir traneportation in Latin
Americn, in & manner which may prove greatly to the advantage of the
United Btates. Many European sponsored services have been abandsned
because of the war and the efficiency of othera has besn decrensed dua
te a reductlon in financisl =4d from homs and some difficulty in obtaining
supplies. South American owned airlines using Furopean equipment have
been threatensd by similar sateriel shortages.

On the other hand, trade and travel with the United States have
incrensed so muoh as & result of the reduction of transportation to
Eurcpe that a esvers atrain has besn Placed on tha facilities of Pan
American Adrways, i !

The first service to be affected by the war was maturally the
internaticnnl route to Europe. The Luft Hansg wail operations,which were
increased in frequency from once to twice & week in July, 1939 and which
it was planned to supplement shortly with Pessenger service uwsing four-
engined DO-26 flylng boats, were susmarily discontinued immedintely after
the outbreak of war.

The Mr France mail gervice was interrupted for two weeks in
Eeptembar, 1939 but ran fairly regularly after thet until tha collapse of
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Frence in June, 1940, when the trans-Atlantic run and all French sarvices
in South Americs wers dimcentinued, The Air France equipment (including
ons Douglsg DC-3) remained in Bouth Americs, howsver, and an attespt has
recently been made to resume the company's Fio de Janelro-Busnos Alres-
Santisgo run wnder the nase of Adr France but presumatly under indirect
German auspices.#

The English were forced to abandon completely their plans for
& trang-fAtlantic airline from Londen to Rio da Janeirc and Busnca Alres
vis Lisbon and British West &frica, The Dutch pushed their sxpansion in
the West Indies eggressively until early 1940 and thelr services are still
operating on & reduced meals, but their plane for trans-Atlantic pervice
came to en end with the fall of Holland in May, 1940.

ITALY ESTARLISHES ROMP-RT0 DE JANEIRO SERVICE DECEMEER 1939

South Aserica wes not completely cut off from Eurcpe by air de-
apite these mbundonments, thanks to the establishment of trens-Atlantic
sarviee by Italy., Ttaly's plane for such service becams much more motive
in the i=mediste prewar peried apparently as part of a campelgn to achisve
& gonersl rapprochement with South American naticns., As she did not enter
the war until June, 1940, she wan ralatively fres to carry these out. 4
Brazilisn operating permit had been obtained in Juns, 1939 and 4o December,
1939 pessengsr and mall service was opened from Homs to Flo de Jenairo
(5-,6013 miles) with thres-engined S-79 land planes by LATI (Linee Asree Trans-
continentald Itelians), & subsidiary organized for the purposs by Ala

* The Eragilisn government rafused to grant s permit for this service 1o
May, 1941.
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Littoris, the Italien government owned national sirline, Despite 8 erush
on the opening flight and ancther fatal accident in Janusry, 1941, the
service has operated fairly regularly on e weekly basia, LATI, basides
providing s medium for passenger and mail transportaticon from South Ameri-
ca free of British censorship, also carries dismonde, gold, and aimilay
valuable light welght commodities, From the standpoint of policy and
concesslons, the Ttalians, far from helping German interests, appear to

be taking full advantege of Luft Hanea's fuspension to entrench thezselves
in South American territory., In Februsry, 1941 the Argentine Government
granted LATI a permit to extend its operatione from Rio de Jenelro to
Buenos Aires and subject to Chilesn consent mcrosa the continent to
Santispo. The ennouncemsnt emphagized the traditicnal friendehip betwesn
Italy ond Argentina,

G IN CA

German airline setivities within South Americs continued une-
disturbed until late in 1940. Condor roceived :c.'m Z2b-passenger four-
engined Focke-Wulf Condore from Germeny in June 1939 (the first four-
engined landplanes to be cpersted in South America) and took over Luft
Ha.m;.u'a schedules from Hatal to Santingo via Buenocs Adres in October.
Ferly in 1940 it expanded its Brazilian network by operating for s faw
woeks (wntil the permit was revoked by the Brazilian govermment) a linme
from Belem to Oympok (440 miles) near the border of French Guisna, Shortly
after this setback a route from Fortaless to Florlano wae opened,

SEDTA, the Germn compiny operating in Eouwsdor, alss sub-
stantially increased its local mervies in May, 1940. The other Cormen

45

companies continted their operations relatively mnohanged,

Though the Germmn companies have bean able to continus thair
sorvices reascnably wall, they nre potentially in & serious positicn
becauss of the difficulty of obtaining spars parte and funds from Gormany,
The danger of parts shortags, however, has been greatly reduced by the
success of thres Germmn freighters in running the blocksde betwean March
end May, 19(1. Their cargoes included two Junkers JU-32's, n substantial
number of spare enginen, end at lemst 20 tons of parts. There elso appears
mlital:l.‘u.mda.fauhart-lgnn:alrplumu. The German airplanes are flown
relatively few hours a year and the present amount of service could be
carried out with fewer ships thanp thay now own.*

It has, bowever, become very diffieult e tranafer funds from
Germany and the German airlines are no longer well pupplied with money.
Thare were rumors of drastic redustions in personnel In the monthe just
after the cutbresk of war but these proved to be unfounded. Salaries of
pPllots and ground crews, bewever, sre known to have been sharply reduced
and this probles will probably become more moute in the futurs. This Yy
ultimetely be a more affective factor in restricting service than sither

* In Decesber, 1940 the Germmn and Germn affilinted companies wers oper-
ating about 16,000 route miles of 1ine with 31 mlti-sngingd airplanes,

The mirplanss flew cnly about 3,000,000 miles in 1940, or an averags of

only 97,000 miles, or 690 houra per sirplane, Panair do Brasil aver-
8ges over 1,000 bours per year on its equipsent so 1t 1m obvious that
the Cermuns could fly thelr present milesge with far fewer machines.
In view of the closs relationship betwsen the various German and German
affiliated companies,it would be quits slmple to transfer squipment from
auututhnnthurinmnncuupu;mingwlyunaarmahﬂ.nma
ghould lose one of its ships in & crash. Only one Junkers JU-52 (be—
longing to the Braszilian controlled VASF) has been destroyed by acoident
gince the war but Condor has lost the use of its two four-sngined Focke—
Wulfs by the strict enfercement of the ruls against foredgn pllots by
Brezil in Qotober, 1940. Thers are no Brezilian pilots available capabile

of flying this airplane.
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equipment or parts abortages,
Even usually well informed circles in the United States have

umtil recently been ignorant of the scops of the German sponsorad airline
eystem in South America., With the intensificaticn of the war, however,
end the incressed probabllity of our invelvement, we have begun to realize
the lmportance of & sympathetic South Americs to our nationsl defense.

o have become correspendingly worried by potentisl =ilitary aviation
activities by Germans in South America, and particulerly in reglons ad-
Jecent to the Panama Canal or to the shoulder of Brazil which would be the
logleal gosl of o German militery force attacking from Africa.

This fear has led the United Staten to teke active steps to re-
strict German airline operaticns. South dmerican governments in general
have not shown the seme alsrm at German nctivitias but they have bean
cooperative in cases where the United States has offered to replace
German services or equipmant,

Our Seuth Amerlcan program has pimsd at tha removel of German
persomnel, equipment, and omuership fro= nationally incorperated lecal
lines. In cames whars this hag pot succeeded, an attempt has been mede to
drive German lines out of business by direct competition,

The policy hae elready begun to bear concrete resnlts and hag
contributed substantislly to the diffieulties of German companiss in
Colombia, Ecuader, Bolivwis, Paru, and Bragil,

Moves mgsingt SCADTA, SEDTA, and Lufthangn Pary

The German eperations which disturbed the Mmited States most wars
those in proximity to the Prnams Cansl, Chief among thepe was the Colombian
incorporated SCADTA, which cperated within 300 miles of Cristobal. The

1=

company was over 80% cwmed by Pan American but amployed a largs nmber of
German pilets and ground perscnnel. This was entirely natural as the
cperation had besn tmilt up by Cermans who were doing & competent job.
Moreover, pilote and exscutive exployees wers guarantesd their positions
uwntil 1939 by the terms of ths contrast by which Pan American purchassd
control of the company. Thair numbers ware being alowly roduced, but the
international crisis had arisen gradually enough so that thars had bean
no ooe point at which it sssmed Becespary to dispose of all the ﬂm.ul
.pg‘rum:l_. at the cost of tesporarily disrupting operations.

The point came finally, howsver, and in July, 1940, after pro-
longed negotintions betwsen the Thited States, the Colomblan govermment ,
end Pan American, nll the important German personnel wers discharged.
The cost of this operation was substantial, due in part to seversnce of
employment payments which had to be made under tha Colombian law. At the
same time, pursuant to negotistions which had been 4n prograss for some
time, SCADTA and the Colombien natlonel company SACO (Ssrvicics Asreos
Colombianca) were merged to form & new nn.t.i:ml.l company, AVIANCA [Asrovias
Nacionales de Colombia), in which Fan imerican cbtained an 80.28% interest
end tha Colembian government 15%. The Colembian governmsnt plammed to
increase its intersst so that by 1942 Pan American's equity would be leas
than 50%. Pan Amarican sgreed to provide ths company with tachnical
sanngement an long as its omership excesdsd 25%, ARCO (derovias Ramales
Colombianas), snother small Colembian cempany employing German personnsl,
wus absorbed by AVIANCA in May, 1941.

The mctivitiss of the German controlled SEDTA in Eowmdor naxt

required Washington's careful attention, FEouader owns the Galapagon Islandm
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which are in a strategie positicn in rolation to the Pacific entrance to
the Penaza Canal. When SEDTA in 1940 actually proposed opening services
to those islands {t-ota.l population about 2,000), there was good resson for
Ekepticism on our part. However, SEDTA's local services were of graet
utility to Ecusdor where surface transportation is notoriously bad and the
country naturally did not want to give them up, Neither did the Ecus-
dorean government have sufficient Financinl Tesources to establish its own
earvices,

Panagra had never provided locel service in Eouwndor because of
the poor comsercisl poassibilities and the U. 8. Popt Office Department had
never granted mail contracts for local mervice anywhere in South America.
This precedent wap broken in Auguat, 1940 when the Civil Aeronautics Bosrd
granted Panngre permission to operate routes roughly paralleling SEDTA'a
sorvices. The company is eperating DC-28 and DC-3s (170-180 m.p.h.) 4in
campetition with older and lsss comfértable Junkers JU-528 (140 m.p.h.)
and at fares which are compotitive with SEDTA's. The affect on SEDTA's
Tovenuns 18 bound to be gerious.

Brazil is df pl:aat. strategical importance to the United States
as the point oo the South American continent nearest to Africa and Europe.
It is aleo the fountainheed of all German aviation efferte in South
Jmerien - & gombination of avents and geographic situntion which, to say
the lemgt, hasg been disturbing to our governmont. It was rrobably not
against the wishes of the United Stetes that the Brazilian government re-
voked Conder's permit for its operation to Oyepok on tha border of French
Guiana, thus preventing o Gerzan Company from operating eloss to the sphare
of U; 5. influance. 8imilarly, ths strist enforcasent of Brazilian
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regulations againet foreign pilots must have been plemsing to ovr Govern-
ment.

The only company to ceass operations since the war is Luft-
hanse Peru whose operations wers suspended and equipsent selzed at the
order of the Peruvian Government on April 1, 1941, The company's oper-
ating permit was withdrawn in Fabruary, 1941 becauss of flights over
forbldden territory, but it was given ninety days to comply. In the mean—
time, however, cperations were forcibly suspended to prevent possibls
sabotags of 1ts equipment following the destrustion by their crews of
three German merchantmen which the Paruvian Government was sbout to taks

ovar.

The dislocation of trade and travel between Latin Averics end
Europe has resulted in great increasss in the movement of goods snd some
inerease in regular travel* betwsen Latin Americs and the Tnited States,
Latin American importe from the United States in 1940 wers some 50% above
1939.

The demend for air travel has increased mush more sharply than
that for steamship travel and & considerable strain has besn placed on
the facilitiss of Pan American Arways. Schedules bave besn greetly in-
cressed, but due to the shortage of equipsent, it has been i=poseible to
increase them to a degree commensurate with the demend. Useful ton miles
flown by the Pan Aserican system in 1940 were 23% greater than in 1939.
Passenger miles increassd 27%.

® Begular steasship travel (excluding crulses) incressed B.2% over 1939,
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Pan Americen hea added thres important express routes since the
weri the Belem-Rio de Janeiro "cut—off® moross the shoulder of Brazil
(=8ving 1,000 miles), the iismi-Balbea "eut-off" (saving 400 miles), und
the Miami-Zan Juan "gut—off® (saving 100 miles). The introduction of the
new schedules, the latter two of which ars flown with Bosing "Strato- |

Clippers", has resulted in the following time savings:

Elapsad Tima
From Io 1939 1940 Saving
Kew York Rio de Juneirs 113430 64235 47155
Hew York Santiago 107:30 &Te40 39:50

The Pan Avericen System hasg placed orders for 18 Douglap DO-38
for Latin American service. The purchase of these airplanes has been
&pproved by the Priorities Board of the Office of Production ¥anagarant
and the company has filed schedules with the Civil fteronautics Board
providing for an incresse of soms 57% in gest miles flown atarting in
July,; 1941,

Pan Americen has also requasted government approvel for the prir—
chage of 40 Lockheed high speed four-sngined land transports of A0-50
passenger capacity which'are wnder development. Tt ig hoped to ingtall
these planes on tha Latin American mystem in 1942-1943, glving & dndily
sarvice on all the principal routes as coapared to the present average of
3 schedules weekly. Schedules would be peduced to less than one-thirg of
the present figure; tha v Minmi-Buenos dires tims, for exumple, would be
about 20 hours aa compared to about 88 howrs st present.,

FOSSIBLE COMPETITION - AMERICAN EiPORT AIRLINES

The Civil Aeromautics Aot Tacognizes "competition to ths extent

T3

necesdary to agsure the saund development of an air transportation system
properly adapted to the needs of tha foreign and domeotic commerce of the
United States, of the Poatal Service, and of the neticnal defensa™, as a
basle element of government policy toward the foreign and domestioc adir
transportation systems,

The Civll Aeronautics Board wan undoubtedly governed by this
elause in the Act when in July, 1940 1t grented s certificate of con-
venlence and necesslty to American Export Adrlines to cperate s New York
- Burope service in competition with Pan Amerlean's trans—Atlsntis servics.

This was the first officisl approval ever glven by o T. S,
government agency to B new eirline attempting to enter the forelgn field.
Congress, however, has refused to appropriate the negessary fundse for the
sarvice and there is greve doubt ss to whether 1t will be insugurated,

Americen Export is also mmcious to enter the Latin Azerican
field. In Hovember, 1940 subject to the approval of the Civil Aeronsutiss
Board, 1t purchaszed TACA, the extensive local airlina syatem (5000 route
miles) operated by Lowell Terex in Central America. Tha Compeny has elso
negotinted with certain local South Americsn systera with & viow to possi-
ble purchuse and has completed seversl survey flights in the Caribbean
ares. Another U. 5. company, Aserican Airlinea, filed application {Mareh,
1940) for an EL Puso - Mexico City gervice, thus being the first domastic
line requesting persission to enter the foreign fisld,

The Bpard will give a decision on the TACL purchese before long and

on the Americen application shortly thereafter. Important precedenta will

be aot by these declsions which may have a far reaching effect on Pen Ameri-

can's poaition.




PART TWO

THE FRESENT LATIN AMFRICAN AIR THANSPORTATION SYSTEM
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I THE BASIC POSITION OF THE SYSTEM

INTRODGCTION

Efficlent alr transportation cremtes new traffic, particulsrly
id ‘wndeveloped reglons where surface travel is so difficult ss to dis-
courags the sovement of passengers and goods, but the sound growth of
commercinl adriines depends primarily upon the existence of a sufficlent
voluma of surface traffic in mail, pasgengers, and high valus comsodities
sulfable for transportation by efr. It im therefors pertinent to preface
our ‘anelysin of the predent Letin Americsn sir transport eystam with &
brief axamination of the woluws and trend of surface passenger and mail
traffic to ahd within this area.# This traffic falls into two diviaicns
— International traffic between Latin Americn and the United States and
traffio confined to Latin Awmerica itself, The former provides a mavket
for ‘the internationsl trunk lines while the latter furnishes traffic for
both the international and local companies.
T and Americ

That thers la & baslec genersl relationship between traede and the

volume ‘of meil and non-pleasure passenger traffic is suggeeted by the mc-

# There are no sdequate statlstics as to traffic In merchandise sultable
for air transportation within the Latin American ares.
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which fell from 92,109 in 1937 to 34,459 in 1940

TOTAL L5 TRADE dus
WITH 20 LATIN AMERICAN REPUBLICS principally to the retarding influsnce of

noo TS the war on a1l types of pleasure travel. It is

I‘I\ . aignificant that with the shutting of f of regu-
f\/ ler traffic to other parts of the world a higher
ne .\ P proportion of total travel from the United States

AL T[] has been going to Latin Amerieca, the proportion

A e w W 0w == having risen from 38.3% in 1937 to 85.2% in 1940.

It will be noted that the graphs cover Be

the Tnited States for Latin America, Tﬂ 2:: mngﬁzqﬁnn:ﬂtism;
on northbound traffic but its relation to southbound traffic is be-
lieved to have remainsd more or less constant during the pericd. Morth-
bound passenger traffic is belisved to be mbout the mams ns southbound
and nerthbound mail traffic 60% of southbousd, -

=T9=

It will be noted that desplte fluctustions in trade and in sur—
face travel milr passengsr and mir smil traffic incressed stoadily through-
out the period, as & result of which the proportion of air passengers
from the United States to Latin Americs rose from 3% in 1930 to 208 in 1940
and the proportion of air meil to totel meil incrensed from 63 to 26d.

Diptplbution by Aress. Latin Assrica covers an enormous eres and
the mumber of passengers going from the United States to the varlous
seotions differs widely, ms ip evident from SURFACE PASSEMGERS FROM US
Wi 8 SooRA e i atits Rodtreen SE AR TO LATIN AMERICA IN 1040
traffic. As is to be expected, by far the N

largest number of travellers visit the

nearer countries, a little more then half

B3 nan

of regular traffle golng to the Weet Indies,
wall over a third to Mexieco and Central
Awerica; end only a tenth to South Amerilca.

Hearly two-thirds of thes travellers to

South Ameries went to Venezuels, Brazll,

. BEHITAH LIEL=-Y
pnd Argentine. Because of the longer ey i':-:r:.-'ﬁ
¥ wraa, T TS .
distances involved the traffic to South
Spidirarl it America 1s of greater relabtive Almportance from the

SURFACE PASSEMNGERS FROM U 5
0 SOUTH AMERICA W 1540

(s St sasttell prgngportation standpeint than thess flgures would
indipate, egcounting, 1t 1s estimated, for nearly
cna-half of the total paseenger miles of travel to
Latin Americn., Any incresss in trevel to South
Americs 18 therefore far more important to the alr
end pteasahip carriers from & reveanus standpolnt than




are incredses to other sections of Letin

Americn. In this connsction it will be %ﬂfﬁhﬁiﬁﬁ%ﬁlﬁumﬁ
noted that plessure travel to South = 0
Amsrics 18 sti11l relatively unimportant e
due principelly to insdequate promotion,
limited steamship aocommodations, and
the high cost of the jourmey. In 1540
crulses accounted for only 6.7% of total
travellers to South Americe as compared

to neerly one—quarter in the cese of the

West Indias, T

MIIES

Tofei DR [T

Mail bears & closer relation

DESTINATION . OF to the volume of trude than to the factors
SURFACE FIRET CLASS MAJL FROM LS

TO SOUTH AMCRICA M (40
which encoursge plessure travel and an analy-

TOTAL = SEiSa) FOUMDE

8ip of first class mail traffic indicates
that the distribution is quite different than
in the case of pessenger traffic, 24% going
to the West Indles, 39% %0 Mexico mnd Comtral

Americe, and 37% to South Americe.
fealf and in gi

While this study is primerdly concernsd with treffis betwesn
Latin America and the United States, it is necessary tao keop in mind the
relativa volume of simdlar treffic between Latin Americs and Eurcpa in
order to provide & sense of perspective.

Fapgenger and mnil traffic betwsen Europe mnd Mexico, Cantral
Americm, end the West Indies is relatively light - only a small fraction

of that betwsen tha United States and these aress, Traffic between
Europs and South America, however, is much heavier than between the
United States and South America. Ho exact figures are availsble as to
passenger traffic, but at the outbresk of the present war about five timenm
a8 many pessenger steamers of over 8,000 tons ware in sarvice between
Eurcpe and South Amerdca as wers in our cwn South American trade and
passenger traffic wae probebly in the same ratio. Surface meil traffic
between Furope and South America in 1937, the last year for whish figures
are avallable, wes L5% greater than our cwn surface meil treffic with
that continent.
Zxaffic within Latin Amerles

Thore are no adequate statistics as to the volume of passenger
end madl traffic betwsen the various Latin American countriss or within
those comntries. Passenger and mail traffic ususlly besrs & fairly
direct relationship to the volume of trads. Trade between the Latin
American countries 1s small; in 1938 it amounted to only 6.1% and 9.4%
rospoctively of world exporte and imports of the twenty Latin Amarican
republica. Dus to poor surface transportation facilitles & relatively
high proportien of present inter- and intra—country traffisc is probebly
moving by alr already, but any real increase in air traffic 18 dapendsnt
upon an upturn in trade betwesn Latin American countriss or & reduction
in the cost of sir trensportatiom.

There are no statistics as to traffic in high value commodities
tut 1t should be pointed out that in certain parts of Latin America,
notably Central Americs, the Andsan mining regions, and the Amazon besin,

purface transportation is so slow and costly, belng principally lisited
H




to mule trains and river boats, that even relatively low velus commodi-

tles can often be carried more sconomically by airplans. Thers is a
large tut epecialized potential air traffis availshls in these sections.

COVERAGE SIZE AND VOLUME OF OPERATIONS

Maps VII (Bouth America) and VIIT (Mexico, Cantral America,
and the West Indies) show the Latin American airlins eyatem as it was in
January, 1941. Over this extensive network of 92,800 miles forty-four
air trensport compenies, cpersting some two hundred relatively modern
milti-engined airplanas, cerry miil, passengers, express, and freight
on an averags schedule frequancy of approximetely 2.3 trips per week with
a pafety record which, while less than ene-third as good am that of United
States domestic air transportation, is still reagonably satisfactory for
this type of operntion.

Loverage of Latin Aserican Alr Transport Systes

Ho. Population %
Scheduled  Directly Total
Reglon —Stops = _Served  Fopulatign
South America k) 19,435,000 21.9
Mexico, Cent. Amer., W. Indies 380 Lh.3
Total 750 24,417,000 19.7
U. 8. Domsatie 253 38,938,000 29.6

Because of the inadequate murface transportation, Latin American
airlines find it economieally and politically worth whils to pohadule
stops at & number of commmnitien so small that they would be naglected
in this country., Thers are 750 stops on the Latin American airline syeteme,

#* A moderate mumber, particularly those on tha Brazilisn mllitary mail
Llines, the TACA system in Central Amaries, and the spall indspandent
sorvices in Mexlco, are mers plantations,




!
x

=
flie] 52 2
48 2
&
H
e wldy
sa avs

—
7 e i & 1A — | eltid il
sairiis L A — | e | sy
E AR A8 — P -y Y
=g i in —y | WL
im_—y - | ety e vy
. ™ — ey [ g | i—
e ' A — T o
kL] Tia ay i | g .y
oo, bl i e B
L) [Ty in —y i
i bkl in-a - e L)

Lo LT I T —_— e dE T a——
000 e s — | | g i
Lo T i —_— - - s VA
L] .y —1) 0 -— me YA
= e - —_— — | s el
gy . — | R | g —y
] e | e— ] e— —
— pacicl A | Ol | s—
= 36 L L B T 1 —
=t e = =y | s uwl

LI | an e P wa

IIIII i ] [ v

IIIII i LB I B R WA

Ll LU T " N i m—y | rr e s

hwrar | e aa i e L

o1 e T el T Ak | —

] )
TR | e

SO WYY 3HL N33
SHOUVER TYau g ONY TYIDEMNGD 40 S0lYNIgioas

ISHEE TYNOLYN 40 1oNN03
VOld4IWY HINnOS

NI
SINIT Wiy




438383388348 dddddddiddddddddadd

-

A

g

.
i

1\
Ldsp 8

o e i g TR E T e
LA A T AN TS0 . kg Farme Mmu. ol atr
e FAN AMEBKCAN AIWAYS . s Aaciom 1ot T PRTTERY B350 falb
B CORAPARLE ALK AR O AVIASIOH . . . Marcasa (1o e A1 fad 4,557 fa)
Fom At Loval Lims ‘{ f CORPAKLA MACONAL CLEANA DE AVIADON CHCA i uE o dah 1R Gl
3 PAHAMA ANWAYS. | : T e e ey wi (T4 1 dal &340 fa]
@ ALHCE CIMTECAMRERC AR Tals L] WS B LX) F.300000
et bwe amien [T Lhmaat b tua e 00 | Ge LS e 10784 fal
| 8 CARESLAN. ATLAMIIC ARLINE , e (%3 " L]
—— A e 1 BATEHWES INDIAH ARWATL . . . . Fwia VR0 By m L1
— e e e #  BOYAL DUTH AIR LINES - LAl L] Duiibe E T dal i T al
¥  AEROHALTCA DEL S8 . 1 Wasshade FEE Marcm i e
i CORAPARLA AERCHALTICA T SARARA . levran [LH4 [EFEEE P B0
i LINEAS AEREAS D VIRACRUT . Bk (L] Pobm Pk 144,000
i LIMEAS AEREAS MBIRAL . . . . i Linata, W Phasi 10 i
M It RS OE JALBOD . .« . . Jaeia 1538 Pl 14n a0
. 14 TRAMFCET AERECS DEL FACFHO , . . Focdoa (1] Pelaiwis 34T 11005
18 AIBOMAVES DE MEXKO . . . . . . Agrznzeg 1913 Pasces R 171000
16 MRG0 AEREC PAREMI . . . . . Pnne (153 Plapces &1 THLE00
11 AGOS AEREDS TARATL Tpen (L5 Plarces L L
Tl A san W TRAMGPORITS SERECS GILABEET . . . . [ W | IP— T3 e
P i ———— e

AIR LINES
IN

MEXICO, CENTRAL AMERICA
AND

CARIBBEAN COUNTRIES

COUNCIL OF NATIONAL DEFEMSE

COORDINATOR OF COMMERCIAL AMD CULTURAL RELATIOMS
BETWEEM THE AMERICAN REPUBLICS
W, AL AL Barden, Ariotien Comuliosl |

Jamwary, 1941

sinerd iELanei
]

LS 2

5

ke o prasar
RAPPTRTET

(PLEE )
T
T




or three times as many ms there are in ths United States. However, only
19.7% of ths total Latin American population has direct service as com-
pared to 29.5% of the Unlted States populstion.® Actually, there is greater
need for eir treansportation in Latin America than thers is in this country
with its well developed surface transportation syotem, mnd it is clear that
there i room for considerable expansion im ths Latin Aserican ares bafore
it will be sdequately served.

tution a

South Aperica. Except for the sparssly inhebited central and
southernmost areas most sectlons of the continent hawe at least some
eirline service. The natwork is denseat in the heavily populated region
between Hio ds Janeiro and Busnos Adires, on the shoulder of Brazil where
strategic conslderations and Inadequate surface transportation have en-
couraged development, and in Colombla and Venssusla whers the population
is relatively dense and railrosad and purface transportation very sketchy
indeesd.

Twenty-seven companis=z##* operate the South Awerican network but
the majority of them ere very small, tha fived largest lines accounting
for 64% of the total route mlilesage. Undted States, Germen, South Ameri-
eun, Italisn, and Dutch companies ere engeged in the indystry, the rels-
tive importence of their intereets being tabulsted below.

#* Burface transportation is so good In the United Stetes that it is
eptimated by the Oivil Aeronautics Board that all persons living
within fifty miles of an alrport have the equivalent of direct air
gervice. Upon this sssumption 59.2% of the population of the United
States 2an be considered ms having direct service.

#% Sea Map VII for names and basic cperating statistics.

§ Considering the Pen American Systexm es one unlt.

ISR e "
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Alrline Overations in South Americs 1940

Route 4 Miles i

-_Hﬂﬂﬂmnu_mmumhﬂ

U. 8, & U. 8. Aff1linteds 30,700 46,2 8,737,000 57.2
Garmen & Germen AfT111ntades E,m 23T 3]1‘?3.@ 20.8

‘Bouth American 74400 n.1 1,755,000 1.5
South American - Mail Onlyd 10,400  15.8 1,210,000 8.0
Other é..mﬂ sl —A

Total 3300 100.0 15'255 ;m 100.0

U. 8. controlled companies dominate the network. The Pan Amari-
can trunk system encircles the continent with important interior disgo-
nale or cut-offs from La Paz to Buenos Ares, from Busnos Adres to Rio
de Janelro via Asuncion, and from Fio de Jansiro to Balem, The Pan Ameri-
ean companies or their subsidiaries also operate extensive networks in
Brazil and Colombia and emall looal systems in Ecusdor. Tha German com-
panies are strongest in Erasil and in addition carry out trunk line oper-
ations from Rio de Janeiro to Busnos Aires and mcross the continent to
Santiego which compete directly with Pan Americsn, They alsc operate a
sscond transcontinental route from Rio de Janeire ta Lima and & spmll
local operstion in Ecuador.#f South Amerdicen owned linas have monopolies
of local transportetion in Venezuels and Chile, and lines which sre
prizerily South American in ownership and management operate important
portions of locel networks in Argentine, Uruguey, and Brazil. Thers im
an extensive government operated air mail gyetem in Brazil and = spaller
one in Peru; these are conducted on a somewhat irregular schedule,

* Operating within South America only.

## Includes 6,432 route miles of partly South American ownsd linea.

¥ Irregular schedules,

#¥ The Peruvlen and Bolivian governnente have acted to remove German in-
fluence in their countries.

Mexico, Central America, and the West Indies, Adrline coverage

is edequate throughout the mrea and is particularly complete in the
southern part of Mexico and Central America whare the populstion is rela-
tively dense and gurface transportation poor. Thers is, bowever, &
paucity of local service among tha West Indian Tslands,

There are 19 compenies operating in the ares but four of these
are very small Mexican owned companies flying principally single—engined
equipment. Pan American dominates trunk operstions, mccounting for 49.5%
of totel route miles, but has some competition in local service in Central
America where American-Britiesh owned TACA* operates an extensive petwork.

Alrline Operations :.n Mexico, Central

Humber of Route £ %
— Hatdonallty Compenies Miles [Total Miles Flown Total

U. 8. & U, B. ACf11inted T 18,900 Ti.4 8,669,000 75.7
Mexican 9 6]“ 22T 2,268,“ 19.‘5:
thar o | —aad — el
T etal 19 5%,5'00 100.0 u,u%,‘lmou 1000

The extent and volume of operations on rt.hu Latin American air-
1line network can best be vlsuelized by comparing it with our own U. 8.
domestlic system. In interpreting the sccompanying graphic comparipcn it
should be remesbered that while Latin America with its 8,000,000 sguare
mlles 1s somewhat less than three times &s large as the United States, ite
population of 123,000,000 1 slightly less then ours and has a much lower
average standerd of living. This explains the fact that although the Latin

unded a New Zealander but recently purchased by the U. S. Ameri-
Hﬂ:ﬂ !.'.xpn:{ Alrlines subject to the approval of the Civil Aercnautice

Board.
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lurimmtnhamhiuunhuinuoum, its total volume
of traffic is very much less and its airlines flew only about ons-quarter
28 many miles as the U. 5. domestic system. Paspenger traffic was one-
sirth and meil traffic 6% of ours.® Express and freight treffic, on the
other hand, was nearly as great as in the United States. s

COMPARISON OF LATIN AMERICAN AND U.S5. DOMESTIC
AlIR TRANSPORT OPERATIONS IN 1940 4 |

AT AaERICAN

] W 5- 00HERTIC

ROUTE MILES FASSENGER MAIL EXPRESS sdg FREGHT ¢ -
MILEE FLowm MILEY TON WILES TOM MILES
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Because of the great extent of the Latin American network, the
large number of companies opersting the system, and the low schedule fre-
quency, & relatively large mumber of airplanes are in service. Nearly
two—thirde as meny milti-engined transports are in use as In the United
States desplte the fact that only one guarter as many miles were flown
in 1940, end Latin American transports averaged only 84,000 milas ##% par

# Mespured in passenger mlles and ton miles, the only really scourate
etandard of comparieon.

#% One-third of this total is sccounted for by TACA in Central Americs
which carries large amounts of mining supplies and genersl commodities
over short distances.

#a¥Based on the total of multi- and single-engined mirplanss,

yoar, as compared to 305,000 miles for those in the United States. This
inefficient utilisation of equipment, unavoidable with low schsduls fre—
quency, maturally incremsss the cost of opsration.

The following table summerizes by types ths equipment in service
in Latin America in December, 1940 comparsd with that in mervice in the
United States. It will be noted that tha total of 205 multi-sngined trans-
ports includes a considerable nusber of cbsolste types, principally Fords,
Btinson tri-motors, and Consplidated I{:n-ndoru, and that 110 single-
engined mirplenss are still in operation., Most of the latter are concen-
trated in Mexico and Central Americs ‘and are used in an irregulsr fashion.

Multi-Engined Equipment in Latin American

Yoar of Pan Gorman &

Initinl American Garman U. &.
Lype Service _Eypbem Affiliates Other Totsl Domestic
Ford Tri-Motar 1926 1z 21 33
Curtiss Condor 1928 2 4 (-]
Lockheed Elsctra 1932 7 6 13 26
Boeing 247 1933 1 w 3
Bikorsky 8-42 1933 7 7
Douglas DC-2 i?.':l-ﬁ L:Lr 1% 36
Bikoraky 2-43 934
DnugluhDG—-j 1936 21 2l 2Uae
Lockheed 14 1936 12 12 2
Boadng 307 1940 3 3 5
Douglas DO-5 1940 2 2
Jurkeras JU-52 1931 25 & 29
Ohar ((matiy yodie 4o 1088) -8 4 % &
dor

m‘.la%mmﬂr a 91 31 8 205 355
Mscallansous aingle-—

mugjmd airplanas pais] -2

Grand Total 35 355

# TIncludep 57 Douglas DSTe.

—— Foma” e N 1w
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A further indication of the size and nature of the Latin Ameri-
oan sypten is glven by the roster of its perscmnel, s very rough estimate
of which 1p given in the following tabla.

Pergopnel of Iatin Amgrican Adr Tremsport Syptem
Pilots and
Co-pilots Others Iptal
U. 8. & U. 8, Affilinted 278 6,103 6,381
German & German Affildimtad B9 1,255 1,344
Latin American 123 793 916
Other A3 —i=9

3

Total 503 i:% 8,
It will be noted that only 503 pilots mrs employed in Latin
America as compared to 1,910 on the U. 8. domestic system, but the total
Latin Awerican personnsl iz 8,770 as compared to 15,800 in the United
States. The Latin American total, however, includes a large numbsr of
unskilled ground esmployess. As labor is relatively cheap and foreign
companies ars required to have a high proportion of natiopal personnal,
there 1s & tendency to eeploy large mumbers of low ealaried employees.

The table on the following page sumserizes the basls revenus
statistlos of representative trunk and locel airlines oparating in Latin
Ameries. In the early stages of alr transport development mail and
subaldy* revenus constitute a high percentage of an airline’s total incoms
but as commercial traffic develops, the proportlon of such incoms de—

¥ The United States conceals its gubsidy payments by inoluding them in
ite payments for the carriage of mail but in South Americs and Furops
mlmmntuuawllylannthmatuprmmmmnnrﬂu
departments and may therefore be considered, in a sense, commercial
reverme. Hubsidy payments are meds separately (See Pages 25 and 102).

=89~

creases with the enterprise ocoming to stand more and more on its own feet
economically, The percentage of commercial revenus (passengers, express,
and miscellanscus) to total revenus ism one of the best indices of the
sgonomle status of an alr transport system and 1t is instructive to ex-
amins ths relative importance of the various revenus items to some typi-
cal Latin American airlines.* For the sake of comparison simllar figures
ars given for the larger U. 8. domestdo transcontinental carriers.

Breakdown of Revenuss 1940
£ of Total Rovenuss
Expross & Total Nail &
Eopsengers _Frelght — Other Commercial Subsidy
Trunk Linep
PAA THC. 42.9 45 1.8 49.2 £0.8
lem 34-3 2.9 2.8 40.5 59.5
U. 8. Domesticis 1.0 3.0 3.7 TT7 22.3
Logal Lines
Asroposta 39.4 20.9 0.6 60.9 39.1
Fuusett (1939) 62.2 21.2 5.6 89.0 11.0
LAV (1939) 6l.5 21.1 - B2.6 17.4
Panair 56.5 5:3 1.8 63.6 36.4
PLUNA {1933} 4.9 7.8 = 62.7 37.3
TACA (1939) 31.0 60.5 3.3 94.8 5.2
VARIG (1939-1940) # v # 57.6 4204
VASP 5.9 6.5 3.8 TT.2 22.8

It will be noted that the three U. 5. domestic transcontinental
1inss which operated in densely populated territory end offered s lux-
urious type of service dui'ndl'?'?.'ﬁ of thedr revenus from commercial
gources and at the same time two showed good profits for the peried. In
gontrast, Pan American and Pan Amerloan-Crace, also operating high

# Tt is possible to obtain such figpures for only & few Latin Amsrican

carriaTs.
#% Average of kmerican, THA, snd United.
# Hot mvallabls.
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standard services, darived only 49.2% and 40.5% respectively of their
rovenua from commarcial sources. However, dus to the heavy mall payments
they showsed large profits.

The local South American airlines obtained n surprisingly largs
propertion of their revenuss from commercisl sources, 60F-80% being not
tnoommon. MWail and subsidy in most cames did not axcesd 20% of total
revenuss and despite this low proportion the local lines in queation mads
small profite. Express and freight play an Important role. Thesa itaas
are discussed in detail under the sesction "Exprese and Frelght Traffic@,
Passanger Traffic

Perhaps the principal reason for the rapld growth of pessenger
traffic on latin American airlines is the groat time saving which they
offer over surface transportation at sn sxtra cost which is not axcen-
8ive. The mccompanying table Elves some striking typleal comparisons of
travel times and fares on representative routes by surface and air trans-
portation; the accompanying chart indleates the comparative travel times
by air end surface botwesen the pringipal Latin American capitals.

It appears that oo certain typleal Journoys betwsen Hew ,ibrk and
Latin Ameriean the travellsr can seve from throe days to two weeks at an
extra cost of §15-$30. Within Latin America itaelf the relative tims
saving is squally great. A striking axample 18 the trip from Busnos
Mres to Ric de Jansiro which takes only 74 hours by plene as comparsd
to 6 days by surface travel., Om many other routes from 36; to 90% of
the travel time can be saved by air travel and in some cages the fare 1ig
cheaper. In others the premium is relatively large but not unduly sxcas—

give in view of the time saved. Tt should be remembered, moreover, that

| g




COMPARISON OF AIR AND SURFACE TIME
BETWEEN PRINCIPAL LATIN AMERICAN CITIES
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surfage land travel in Latin Americs is often sxtremely uncomforteble and
i - even dangerous so that ths mirplene has s greatsr advantage in this re—
spact than in the United States where it is competing with safe mnd often
J lururisus trains. ALl the above comparisons are for heavily travelled
routes, When the travellsr streye from the beaten path, surface trans-

portation is ineredibly slow and Irregular and the airplene has an enor-
mous advantage.

I Popsenger Volume 1927-1940. As can be seen from the accompany-
s ing chart, eir passenger traffic has grown rapidly. Between 1927 and

—— 1S

AlR PASSENGER TRAFFIC
IN LATIN AMERICA

(MILLFCHS OF PASSEMCEE WILES!
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1940 passenger miles increassd from 3,690,000 to 169,288,000 despite ir-
regular fluctusticns in trade and surface passenger traffic.® It im ob-
vicus that the 0. 5. and U. 8. affiliated airlines have always carried
the bulk of the traffis. Im 1934, the year Qurmany opened the all-air
airplane trana-cceanic mall servics, the [, 5. companisn acoounted for
BL.5% of the total. In 1940 this proportion had dropped slightly to 76%.
At the same time the Garmans increased thair proportion moderately from
12.4% to 14.8%. During the same period local mirlines showed the greatest
improvement, increasing from 6.3% to 9.4%. In the absence of adequats sta-
tistice it is impossible to determine mcourately what proporticn of total
surface passenger travel in and to Latin Americs is now moving by air,
but figurss which are avallable on traffic betwesn the Tnited States and
Latin Amerles show thet the proportlon of travellera lesaving tha United
States for Latin Ameriean countriss by alr has incressed from 2.7% to
20.2% in 1940,

It ia interasting to note that in the United States the [ropar=
tion of domestic airline travel to air plus Pullman travel combined ham
inereased in & roughly comparabls ﬂumu_.ﬂ'un 0.TF in 1930 to 11.3% in
1940, ¢

DMetritutien., Map IX shows ths traffic density in paseengera
per week on the principel routes of the Pan American Bystem in 1940, Un-
fortusately there are not sufficient data available to permit the inolu-
sion of similar information for {ha routes of the other Latin Amarican
elr transport companies.

# Batwesn 1936 and 1940 pessenger milea increased 111%, exactly the samas
paroentage increase as was shown by the U, 5. domastic system in tha
sams pariod.
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A glance at the map indicates that traffiec in the Caribbean
area in generally heavier than in South Amsriea, which is to be expected
in visw of the heavier murface travel in the former section. The most
etriking single featurs in the Caribbean is the heavy traffic, largely
tourist in nature, on the Miami-Havana route. The density of 985 par
woek on this run is four times sme great as on any other routs in tha Sys-
tem# bt much lowsr than the heavily travelled U, 5. demsstic routss such
an New Tork-Bostonm (4,000 par weak).

Hext to the Miami-Envens route in density ere the Mismi-Nassau
(226), the Bromneville-Msxico Olty (152), and the one along the Venezus-
lsn coast from Maracaibo to Barcelena (153) where oil field business jus-
tifles 7 schaduless per week, On the ccast of Brasil from Racifs to Rio dm
Janairo, whers Panair do Brasil offers local servics in mddition to Pan
Amarican's through service, traffic avaraged 90 per wesk.

Through traffic on both the east and west coasts appeared to
avarages about 60 per week in each case - a low fipure in comparison with
about 400 per week carried by ome U. 5. domestic airline on its New York-
Los Angeless route.

Traffic on the west comst L& Paz—-Buenos Adres disgonal route
was notably light (7 per week on the lightest portion) in comparison with
the 23 per week on the Buenos Alres-Asuncion-Rio de Jansiro sast coast
diagonal. The latter figure was apparently limited by the space awvail-
ables, ths load factor being 82%. Traffic on the trunk lins cut-off from
Balsm to Rlo de Janeirs (not shown oo map) averaged 42 par week during
tha four months 1t wasm in operation in 1940 but hers again space was o

¥ Minmi Havana produced 11.3% of total passenger miles in 1940.
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limiting factor. Traffic on the Amezon route from Belem to Mansos would
also probably have been higher if more service had been flown. Though

it averaged only 8 per week, the load factor was &4%.

Seasonal Characteristics. Adirlines  REVENUE PASSENCER MILES

operating in Latin America are relatively wn- aq (e

hazpered by severs winter weathsr which pro-

duces viclent fluctusnticns in U. 2. domestic

traffic ‘and as a consequsnce they enjoy a

N

>

very even traffic flow throughout the year Lo

except on the heavy tourist travel routes

Ww

T T TTTTs

(Miami-—Havans and Miami-Nagsau) where fluc-

tuations are very marked. Emct figures are I~

not avallable for the gmaller lines but the 4 J
1939 1940
chart on the following pags of the monthiy " e AR L2

traffic of the Pan Amerdican Syetem 11lustrates this point.

This even flow indicates that a high percentage of Pan Ameri-
can's traffic consiste of buminess travel because pesponal pleasure trav-
el causes a violent fluctuation in pteamship paspenger traffic te Latin
fmerice with two peaks - one in the mid-winter months and one in July.
The troughs in steamship traffic are 60% of the peaks.

The present leck of fluctuations in Pan American's traffic par-
nita very efficlent utilizetion of equipment and consequently contributes
substantially to economy in operation. In the future, however, a large
air tourist movement may develep as & result of the eampaign to sncourage
inter-imerican pleasure travel. If it does, we can expect that air traf-

fie will elso ghow large peaks in the winter months. Pan Ameriecan oould

95—

meet this sessonal demend efficlently by transferring equipment from its
Atlantic run which would ecarry its peak traffic in the simper menths under
normal conditions. This is one adventage which a large airline has over

& number of independent smaller companies.

SEASONAL FLUCTUATIONS IN REVENUE PASSENGER MILES
PAN AMERICAN AND U.S. DOMESTIC AIR LINES

LOGARITHWIC SCALE = WILLONS OF BREVEMNLE PASLEWCEE WILES
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Composition. There ia no detalled Information as to the compo-
gition of airline passenger traffic in Latin fmerica by types of travelara
but it ig estimated thet wuntil 1940 over 90% of Pan American's traffic
conslsted of tusiness travel, as compared to BOE on the domegtic lines.

In 1940 tourdst travel was very much higher than in previous yearg and
probably exceeded 20% of the total,

Fares. One way fares on the international trimk routes in Latin
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America run between 7.5 and 10.5 cents per mile as compared to 5.2 cantm sty Fo of I‘;ﬂ - line :{
on the largs U. 5. domeatic lines. Local fares are lower, av a o
g ¥ eraging Fatal . Milea Flown par Pegr. Miles per P
little over 5 cents per mile. There is no doubt that high fares have — Company  Accidents®  Fatal Accident*  Psgr. Fatality |
Pan imerican System 8 5,836,000 6,983,000
been a deterrent to air travel from Latin America to the United States. I‘M'EE « } 1 5:563:000 3:583:000
VIAN CADTA 3 3,180,000 3,575,000
in]1 motive than ] ¥
The Cermane, who have been leap impelled by the commerc motive i Condor 3 2.186.000 2:"?52:000
ourselves, charge somewhat lower local fares than Pan American and have ey 3 1,750,000 1,221,000
U. 8. Domeptic 21 18,614,000 19,482,000

been particularly liberal in making fare concessions.

Representative Published Fares on | It appears that air transportation in Latin Amesica 18 consid-

Typical Latin Acerican Airlines#

5 erably more dengerous than in the Tnited States, for the Pen American

1
s Peltars 0 . Syotem which has the best record of any line in Latin America flsw only
petioazl Local about one-third ap many miles par fatal accident as the U. 5. domestie

Hamie g0 Beall - i E:; airlines.#* Apparantly the hasard of opsration without complete airway
g:;;“ il ?:: facilities and other factors more than offsst the advantages of all day-
&ﬁz;?Lt:u:rg:ﬁvmi:nn 9.2 ?Hg light flying and better weather conditions. Though Pan American's safety
mmgzl. ot 8.7 racord was closely approached by Faucett, a small U. 5. managed compapy
E:TE;:xim de Aviacion ‘:;:; . in wiich Panagra hae an interest, it was very much better than that of any
U. S. Domestic 5.2 ! of the German compenies. Pan Amerdiecan flew 2.7 times a8 many miles per

Bafety. Acciurate accldent figures are available for only & few fatal accident in 1936-1940 as did Gondor, the safest German operstlen.

Mail Traffic
Tha volume of alr mail betwsen the United States and Latin

of the airlines cperating in Latin America. The records of & few repre-

pantative lines during the last five yeaers ere gumzarized on the follow-—

in - Americe has increased steadily sines 1928 despite wide fluctuations in
E phgEn.

- 1 T purt mail. The increase has
# fotual passenger revenue per revenus papsenger mile for Pan American the volume of businsss &nd ﬂ“ e o e e =

end pome of 1tes subsidiary companies in 1939 are given below. They
are lower than the figures quoted above bacause of deductions for
round trips, officinl reductions, etc.

not been as great, however, as in passenger traffic which rose 1180%

Company Cants per Mile |‘" o

coldents involving passengers only.
e msim a'? = #% The U. 5. domestic line with the best record, American Adrlines, flew
EL“EE’” I‘BS | 90,953,000 miles in the 1936-1940 pericd with only ome fatal mccidant -
Cia. Cubana 5,59 | in Jenuary, 1936.
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between 1930 and 1940%, as compared to 310f increass in alr mall traffic.
Alr mail poundage in the 1940 fiscal year is estimated at 33% of surface
mail exchanged between the United States and Latin America while in the
United States it was only 3.7TE#* of non-local first class mail.

AlR MAIL VOLUME BETWEEN U. 5. 9

ANMD LATIN AMERICA

SOUTHBOUND AND HORTHEOUND
ITHoUiANDS OF ROUWDA]

40

200

oo

-]

ezF 1930 el 1932 1933 I§B4 1838 TR S L L LR oo

A comperison with air meil traffic between Latin Americas and
Eurcpe 18 possible for 1937. Alr mail between Mexico, Central Americs,
and the West Indieg and Europe wap negligible in importance but sir mail
between Europe and South America totalled 118,500 pounds, ae comparsd to
90,700 pounds batween the United States and South Amerles. Letters ax-

changed with Europs are lighter than in the case of the United States be-

# Pen Americen and Pan Amerdcan-Grace Adrways only. The traffic of these
companies includes a pubstantial amount of loeal travel but is roughly
indicative of the movement between the United States and Latin Americs.

## 10.7% of pound-miles.
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oaune of the 5 gras weight 1imit, In number of plsces the Furopean vol-
ome in 1937 was 2,961,000 or 57% greater than the U, 85, volums. Over
thres—quarters of the Furcpean mail volume was with Argentina and Brasil.
Poundage exchanged with these countries totalled 91,200 aa compared to
25,400 batween these countries and the United States 1n 1937. Thie iz n
striking indication of the closs business and socisl ties with Europs.

Thers are po reslly sgourate statistics ss to the totel undupli-
cated mail poundage carried by Latin American linss, but a rough estimate
indigates that in 1940 Pan American performed some 330,000 ton-milen, as
gompared to 253,000 ton-milss for sll other Latin American u.irlinu.l In
Latin Aperica sir mil constitutes a less lmportant part of total mirline
traffic than is the case in the United States. Im 1940 it supplied only
9% of Pan American's and Pan American-Grace's total traffic and from 1%
to 3% of total ton-miles of representative local lines, as compared to
of for tha 0. 8. domestic aystem.

Distritution, Map X depicts the distribution of air mail
traffic betwesn the United States and Latin America. A high proporticn
of this volume consists of business correspondence and it might be ex—
pected that ths volume of alr meil betwsan the United States and the wari-
ous areas of Latin Americe would bear some relationship to the volums of
trade, This theory is borme out by the following tatmlation except for
thamuorﬂuuthlwiuuﬂnhprodmulmhmnuvulw of air mail
than of trads, poseibly because of the very kigh mil rates to that aros.
Tt will be noted that the West Indies mccounted for 38.5% of total pounds
of eir madl as against 15.6% of total trade. This difference ls apparent
rather than resl and stems from the fact that Pusrto Rico, being a U. 8.




possession, is not incloded in the trads figures. If its mall poundage
is sxcluded the percentage for the West Indies would be 13.7%.

Adr Mail 4 Total Trade® 1
Aresa {Pounds} Total (000} Total
laxice and Central America 153,263 28,1 314,008 23.3
:::::hmm“; 210,539 8.5 210,728 éﬁnﬁ
ca 33.4 1.1
Total % 100.0 1,%,&9-3 100.0

Except in the case of Brasil and Argentina the distributicn by
{nAividunl countriss also bears pome relaticn to trade wolume, for the
Latin American countries providing the largest alr mail wolume, Cuba
(87,500 1bs.), Mexico (60,900 1bs.), and Vemsguela (38,200 lba.), are
also important trade producers. The U. 8. pogeessions of Puerto Rlco and
the Canal Zone account for a large proportion of totel alr mail, primari-
1y becsuse of their closs connection with the United States end the rela-
tively large U. 8. populations. For exasple, Pusrto Rico (80,500 lbs.)
prodused cver thres times as much =ail as Brasil (24,100 1bs.) and the

Canal Zone (49,400 1bs.) twlce as much.

Ar Mail % Total Trade# ]

_ Country {Poumds) Totel — (go00) Total
Cuba 87,853 16.1 190,128 14.2
Puerto Elco 80,592 1.8 - -

Maxico 60,910 1.1 172,72 1z2.8
Canal Zone 49,372 9.1 &b, 63 3.3
Venazusla 38,131 6.9 110,857 8.2
Brazil 24,133 body 215,754 16.0

Other 37.6 &7 45.5
Total %ﬁ,aﬂ 100.0 1,%5,39»3 100,

* Calendar year 1940 - sxcludes gold and silver imperts from Latin America,

In contrast to adr passenger traffic which im relatively evenly
balanged, it is estimated that morthbound sir meil traffic ls only &0%
{1940) of the southbound yolume., Our sxporters generally make more 1ib-
aral use of the relatively expensive air mail service than do the Latin
American business men.

Bates. U. 5. air mil postege rates for pail to Latin America
run from 104 to 40¢ per half opunce depending on the distance. They are
coneidarabtly lower than Eurgpean air mall postage rates to SBouth America
shich ran from 50¢ to 60¢ for 5 grama (1/6 oz.) by Luft Hansa and 87¢ to
$1.00 by Air France before the war, The Italisn LATI at present charges

HﬁpﬂEgﬂfﬂnBuﬂihhmiummopu.

e e ey

O. E.
Jear Maxico Paru Chile Argentine Domaptic*®
1929 5% «40 +50 +55 «035
1937 «10 «30 «40 40 06
1940 «10 «30 »40 40 06

The U. 5. rate has not been changed since 1937 when 1t was re—
duged 20f-25%, It is the opinion in U. 8. business circles that & further
substantial sut in rates might atimulsts traffic snough to increase gromg
revenuss. It might also be depirable in the interest of & closer lismison
betwesn the Amerioan republics.

Poatage Tates for mall from Latin American countries to the
Onited States are set by those counirles. &s ghown in the tabulation on
the following page thay are conslderably higher than our southbound rates

expapt in the case of Mexlico.

# Par oUNCE.
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Fgetage fate
Nedght Unlt Cwrrengy
_Country Grams Qunoes Local U, 8,
Maxico 5 1/6 §0.20  $0.04
Colonbia 10 1/3 $0.35  $0.20
Venazusla 5 1/6 $0.75 $0.12
Brazil 5 1/6 58000  $0.25
Argentina 5 1/6 $1.15 $0.35
Chile 5 1/6 §7.60  $0.39

South American eountries pay Pan American Adrways on & pound-
nga banis for the eerriage of their meil north, uwsually at a rate consid-
arably lssa than ths postage revenus received. Prior to the passags of
the Oivil Aeronautics Act these payments were turned over by Pan Amardican
to the United States Fost Offiee Departzent. Under the present Act the
earrier recelves the payments but the mail rates to be set by the Ciwil
Asronnutics Board will presumsbly be correspondingly reduced.

Local Meil, Whils local mail traffic in Latin America is 1ight
bty U. 5. standards, 1t is not inconslderable, especislly in Brazil and
Mexico where loads of 125 to 175 pounds are not uncommon. In view of the
poor surface transportation In Latin Americs and the relatively low volume
of surface mail it would seem desirable for most countries to I:I-:l.a'pa.tch
all mail by air without surchargs as soon as poseible. This may be re-
glated by the local pontal departments, however, es they pay the airlinss
only 50%-60% of the air madl stemp rovenus for carrying medl and thus
reap & hendsome profit on the transagtions.

Ecuador was the first Latin Amerlcen country to contract for

the earrisge of all firat class sail by air (at 10 sucres per kilo or 30¢
. 8. Cy. per pound*). Brazil and Peru have taken a stap in this direc-

# The amount of mail belng cerried under this contract 1s neglizibls -
5-10 kilos (11-22 1be.) per trip.

=103~

tion by carrying all first class meil on their sdlitary lines without
surcharge to remcte towns devold of surface transportatlon.

As the following table shows, thers is little uniforsity in
1oesl air meil rates. When expressed in U, 8. currency many are bigher

than our domestls rate of &¢ per cunce and some reduction might be de-

plrabla.
Intra-Country Adr Pogtags Hates
Weleht Unit Currency
_ Country Grams Qunces Lgcal
tina 20 2/3 $0.05 #0.01
o : # g
20 2/3 A a
m.mam 16 H $0.05 $0.05
Ecundor
A 20 2/3 glo.40  $0.02
vl’-'iL gzmmpa 20 2;’/3 glo.80 $0.06
Maxico 20 i/a $0.20 #$0.04
Uruguay 1o 3 $§0.08  $0.00
Venszusls 5 1/6 f0.40 $0.10
United Btates 32 1 20,06
Express and Frelght Traffic

The U. 9. internationsl sirlines have not developed exprass
traffic much more guccessfully than the U. 8. domestic carriers. In 1940
; sxprens business provided 4.5% and 2.9% respectively of Pan Amarican and
Pan Aserican-Grace revemies, comparsd to 3% for the leading U. 8. domestln
1inss. Loeel Scuth American lines garriesd a much higher proportion of
exprogs and freight. Figures avallable for certain companies mhow, for
the most part, that they darived £4-20% of their revemuss from this cate-
gory. Ome company however, TAOA, derived over cne-half its revemus from
thesa sourcas.® Thess co=panien usually charge lower rates for large

the ares is

¥ This is & specinl case howsver. Surface transportation in

poor and nﬂ handlas & relatively hesvy volums of specialized commed-
1ty traffic.




shipments of heavy commoditiss, whioh they classify as freight, than for
axpress. Erpress rates ares roughly comparable to thoss in the United
States while freight rates mre about cnme-third our express charges. This
latter relationsahip is interesting as most students of commcdity traffia
possibilitiss in ths United Statss have mintainsd that no substantial
business can be developed untll rates ars reduced to a corresponding

level.
Expreas and Fraight Rates Oharged
Oy LAt LTl AN 1 . oy 4 TR0 B .u.' n..
Express Freight
Currency Curre
Company Local 0. 8. b. 8.
Pan Amarican
Brownevills-Mexico City $1.20
Miasi-Lima $0.85
Condar 11800  $0.59
Lloyd Aereo Boliviang Be. 34.90 #$1.05 Ba. 10.65 §0.32#
Frusatt 8L 5.40 §0.86
SEDTA g.21.90 $1.50
TACK £$0.67 §0.36u%
U. 3. Domestls $0.80

Two Latin A.mridanlniblmu operating in territory where sur—
face transportatlion im poor have developed commodlty and merchandiss traf-
fiec to the point where it provides from 20% to 60% of total revenuss.
Whore surface transportation is lisited for the most part to milan, it is
often ocheaper to cerry even very low valus goods by eir.d TAOAL has
built up & large business carrying a varlsty of produsts betwesn the

#* Loads of 500 kllograme or ovar.

;* Only on special comsoditiss designated as frelght.
The records of a large South Amarican mining company show a direst
mils oost of 28.9 centa for mule transpertation. This figurs doss ::-

include the substantisl extra cost of having goods mpecially packag
and machinery sectionalized. ke o -

-105-

ports and mines and agricultural enterprises in the interior of Central
America, In 1940 TACA carrdied 28,261,000 pounds of freight and exprese,
or 126% more than all the U, 5. domestic linss. However, this poundage
was carried over short distances and the ton—miles of transportation per-
formed wers only 1,068,000, This was one-third of frelght and express
traffic of all Latin Americen lines and 31% of the express traffie of the
U. 8. domeptic lines.

Lloyd Aerec Bolivimno, which operates in Bolivia whare rall and
highwey transportation is sketohy, has daveloped o :I.u,rg_c traffic in mis-
eellansous commoditlss inpluding such low walus goods an cersals and selt,
The company cerries more freight than passengers from the etandpolint of
welght.

Both TACA mnd LAB have flexible commedity rate policles. As
inddcated in the table thelr standard rates for freight are 32¢ to 36¢
per ton-mile but & large volume of freight is earried under contract at
sven lower retes.

Fan American'e 1940 express traffic was relatively large in
comperison with total percel post traffic between the Tnited States and
Latin America®, and lookdng to the future, there ls unquestionably o
lorge amount of commodity traffic avallable. L comprehensive survey would
undpubtedly show that there are meny high valus commoditiss interchanged
batween the sreas which could be diverted to alr by smart promotional
work and & redugtion in rates. There are doubtless mmny parts of Latin
Amarica whers frolght traffic could be developed om & large scele, par-
¥ Couthbound parcel post in 1940 (no figures are availsabla for northbound)

amounted to 7,499,949 pounds or only 1.42 times Pan American's 1940
express traffic.
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tigularly in ths mining distriots of the Andes and Central Americs and
the inaccessible reglons of the Amagon. The produstion of inexpensive
haavy capacity alrplanss with low ton-mile operating costs will push
the growth of air freight transportation but development of such equdp-—
sent will, of course, be postponsd until after the war.
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II AMALYSIS OF OPERATIONS OF PAN AMERICAN AIEMAYS 1929-1940

Formulatdon of futurs U. 8. policy towsrd Latin Assrican air
transportaticn must take into mcoount Pan American Afrways' pccomplinh-
mants in the field to date. In order to svaluate the achlevements in-
telligently it is well to trace the main featuras of the system's esvoluo-
tico.

Pan Americsn concentrated solely on the development of 1ta
latin Americen systes wntil 1933 when 1t begen active preparation for
trang-oceenic pervice. From 1935 through 1940 the company carried out &
worldwide expanslon program which kept thes United States in the forafront
of interneticnel avieticn. Trans-Pacific service was bagun in 1935,
Atlantic service in 1939, and servics to New Zealand in 1940. Operationms
in Alaaks were expanded mnd operations in China continued. As & result
of this expansion, the Latin American system which conatituted 878 of
total Pan American routs milsage in 1934 amomnted to only 52% of the total
in 1940,

Pan American did net willfully nsglect its Latin Americsn opera-
tions during thess years tut thers is no question but that ths company's
entrancs into other f{ields - an expansion which was unquestionably in the
best interssts of the United States - absorbed n comaiderable proporticn




of its enargies. the incoms from mail per total miles flown excluding the operations of

In 15940, its sajor sxpansion completed, Pan American
1 agnin devoted particular effort to improving its Latin American opara-
tions. This effort has been spurred by a number of cuteids influsnces -

the growing interest in both government oiroles and throughout the comtry

all subsidiaries has been reduced 56% but, as tabtulated on the preceding

page, 1t is still approximately three times as high as the mail incoms

of the U. 5. domestic systea on a nurraapimdi.ng basin.
in Latin America, ths threat of competition from other U. 5. airline The U. 8. government's net =ail paymante (after deduction of

groups®, and the sxamination of its operations by the Clvil Asronautice applicabls stamp revenues) for Latin imerican services for the eleven fis-

Board in preparation for the sstting of new mail rates, Sincs Juns, 1940 eal yoars July 1, 1929-June 30, 1940 total $47,202,000. Comparables net

Pan American has increased the spesd of its main services substantially, paymenta to the U, 8. domestlo lines in the same period total $59,852,000.

plaged thres new four-sngined Boelng land transports in service, and sub- In mdditlon, the government has axpanded spproximately $126,468,000 on

mitted a program to the Clvil Asronautice Board for inorsassd schedules

the maintenance snd construction of domestic mirway facilities, making
which would involve a 57% inersass in seat miles flown bagloning in July, total U. 8. expenditures for demestic alr transport approxisately

1941,

$186,320,000, or four timea greater than the net expenditures on Pan imeri-

can. ¥ Another interesting index of comparative U. 5. govermment transporta-

Mnited States Mail Revenues of Pan American and 0. 5. Domestic Syatems

Cants par Total Miles Flown (Mail and Non-Mail)

tion expenditures is the fact that the operating subsldy to U. 5. marchant

Pan Amerioan System 0. 8, Domantic System
Dollars Cants per Mile Dollars Cents per Mile marine ssrvices to latin America in the 1940 calendar year totalled
1930 4,150,916 100.2 14,618,232 45 $4,114,000, ns compared to a net payment of $2,893,000 for its Latin Ameri-
1935 Ty222,T20 93.2 8,834,732 15.8
1940 12,570,586 57.1 18,678,921 19.8 can operations during the fiseal year 1940,

0, 8. Governmant nditureas on Alr tion
1930-1940

Pan American and
Pan Amoriean Grace U. 8., Domesatic

Latin American operations have been extremsly profitable, par-

ticularly in the last {ive years. There has been a striking incresse in

traffie aince 1930 and a pubstantial reduction in opersting costs, btut

Pan fmeriean's U, 8. mail paymsnta wi Total Mail Payments $71,324,000 $167,396,000
NS K IR W e S U. 8. Govt. Stamp Revenus, sto. 2y 122, 000 DoO

duced only some 10f.#% Dus to & voluntary incrosss in non-msil mileage Het Cost 47,202,000 59,852,000
Expenditures on idrway Alds - 126,468,000

¥ 1In March, 1940 American Airlines filed an application for & certill- Total Cost $7,202,000 ,320,000
cate to operate from EL Pase to Mexico City. American Export Alrlines Passenger Wiles Performed 564,313,000 45 360,047,000

bas purchased TACA's extensive Central American operations, subject to
the approval of the Civil Aeronautics Board, and is belleved to havs
extensive plans for expansion in South Amarica,.

#% Mail paymsnts to the U, 8, domentic lines par mils flown with mail
have besn reduced some G68F in the sams period.

¥ Approximately $23,146,000 of this amount represents capital investmsnt;
the :'m!.nﬂnli is ;pax;‘tlng axpensa, Thesa facilities are also used to
e largs axtent by private fliers and by the Arsy and Nevy.

#% Pun American System.




What has the Onited States received for this expenditure? In

evaluating the return ws must remsaber that Pan Amsrican is more than &
transportation syatem and much of its valus to the United States is of an Ly
intangible nature. It has contributed toward bullding U. 5. prestige ey
throughout Latin America, It has alse provided valunble aid to the de- e
fenss of the Panama Canal and to our military position throughout the —
Latin American ares and has rendered important service during hurricanes
and epldesics. These lmponderables defy exact analyais but they are im-
pertant.
From ths transportatiom standpoint Pan American's achievement
is easler to eveluate. The baslo question is - "Has the company performed
its task in bullding an air transpertation system in Latin #merice sm af-
ficlently as the govermment could reascnably bave expected for the monoys
expended?® There are thres possible standards — none of tham emet - by
which Pan Amsrican's past achisvessnt and present services can be judged:
the long distance lines of the important Eurcpean air transpert companissj
the other airlines operating in Latin America, both Eurcpean and locally

owned; the U. 5. domestic linas,

The leading Eurcpean air transpert companiss are comparable to
Pan Amarican in that they are well financed institutions created by their
respective governmenta to Implemsnt national poliey by eperating airlinas
to ereas in which the parent government has & vital interest. The opera-
tions of KIM and Tmperial Airways to Indis and Australia belng largely over-
land are most nearly comparable to Pan American's Latin issrican service
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from the teschnical standpoint. Luft Hansa's and Adr France's prewar sar-
vices from Burope to Scuth Amsrica were not technically cosparable to Pan
Amarican's, as they wers for mail only and invelved & long (1,900 milss)
ovarwater hop, but thay represent Burope's attempt to compete with ths

U. 8. air service to South jmerica and must therefors be considered. The
following table compares the speed and fare of Pan American’s sarvice cn
itas important Mismi-Buenos Aires route with those of the European services
on routes of comparable length, Cemparisons have been mads as of the
middle of 1932 and the middle of 1939, the former year being the first inm
which the Fan American South American service was really in full operation
gnd the latter the last peried of mormal operations of European lines be-
fore the war, Safety comparisons are given for the 193.-1937 pericd, the
only years for which accurate Burcpean accldent figures are available.

Comparative Spesds, Farss, and Safety Hecords
of Pan imerican and Leading Europsan Airlines

Miles Flown per

arall Spesd E,I\-g par %5 Fatal Accident
{%.uﬂ per hour) in centa Involv. n a

_Company 1932 1239 1932 1339 [ﬁﬁ
EIM 39 91 6.8 7.2 1,954,000
Imparial a3 £ 5.7 Teh 7,285,000
FAA System L 53 10.7 10.1 &y 227 , 000
Alr France a7 85 12,797,000
Luft Hansa 23 9,542,000

It im apparent that in 1932 Pan American's overall speed was &%
and 27¢ faster than that of KIM and Imperial, respectively. The Pan imeri-
gan fars was 57% higher than KM and B88f highsr than Tmperial, but this was

largely dus to the difference in exchange rates, In 1939 the situation was
drastically reversed and KLM was 72% faster and Isperial 388 faster than

* Exoluding BOADTA..
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Pan American. In 1939 Pan Americah's fares were 40% and 35% higher re-
spectively than those of the two Eurcpean airlines. FPan American's intro-
duction of four-sngined land equipment in the fall of 1940 inoreased the
average speed on this route to 72 miles per hour and 1t should be noted
that the German lines at lsast had comparable four-engined transport squip-
ment avallable, which would have besn introduced on the long distance routes
in 1940 with consequent improvemsnt in speed had it not been for thes out—
break of the war. In this coanection it should be noted that im 1939 the
scheduled spesd in milss par hour of ths Air France mail servica from Paria
to Rlo de Janairo was mora than twice as fest as that of Pan American and
the Luft Hanse mall service 55% faster.

A comparison of safety recorde is also constructive. The Pan
American Syntem flew only 4,227,000 miles per fatal accident in ita Latin
American service® in the 1934-1937 period, or 42% less than Isperial and
56% less than Luft Hanea,

It would appear on belancs that the European long distance sar-
vices ghowsd much greater improvement over the 1932-1939 period than Id.i.d .
Pam American. Even the improvements in Pan Americen's service in 1940 did
aot bring it to the level of performance which the European ssrvices reachsd
in 1939 ms far as ppesd was concerned, In contrast to this lag of its Latin
imerican operations, Pan American's Atlantic and Pagifio services were in-
finitely superior to any comparable Furopean alr transport achisvemsnt.,
Similarly tha U, &, domsatic services were far supericr in techniqus, ser-
vice, and safety to any Buropean internal services.

# Exoluding SCAITA.

The most useful yardsticke by which to measurs Pan American's
performance is the standard of service offared by competing lines operat—
ing in the =ems territory end by U, 8. domestic linea. The former compari-
son is obwiously e falr one but the latter might be misleading unless pre-
faced by an explanation of the sajor differsnces betwesn domestic and
forelgn operationa. To begin with, the sconomics of the arsas in which they
oparate are fundsmentally differsnt. There are also wide differences in
their opsrating technique. The domestic lines connact areas of wery dense
population and compets with high speed, safe, and lwamrious surface transpor-
tation. They operate freguencies as high as 15-25 per day on certain routes
and the larger cospaniss do nearly half their flying at night. They have
elsborate ground facilities provided by the U. 5. government. FPan American,
on the other hand, operates largely in relatively ppargely settled unds—
veloped areas and competes primarily with plow steamahipa and primitive
surfacs transportation. It operates an everage of only thres frequencies
por wesk and fliea almoat pntirely by day. It must provids a ponaidarable
portion of its own ground facilitiss, Newverthelsss, thers are points of
gimilarity, Both systems have had ths same tools to work with in that they
have been operating with U. S. squipment and to & large degras with U. 5.
it is, therefors, fair to compars the trends of spesd, fareas,

parponnel.
and gafety in U. 5. domestic and U. 3. Latin American cperations over the

past aleven years.

Speed
Tt would appear that Pan American's local mervices ars 20% to 258

1 .'4‘..
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fanter than thoss of othar mirlinss operating in South America, moast of
which use Junkers JU-52 transports of Li0 m.p.h. speed, and have also shown
& somewhat more rapid relative increase in speesd over the 1935-1940 parioed.

Iyplcal Cwerall Spesds
{Average of Reprossntative Houtes)

1930 1935 1940
Local ]
Panair do Erasil 75 100 159
Conder 35 126 130
VASP * ¥ 135
Asroposta - 9% 132
Faucett ® * 128
Trunk Lines
Pun American Ina, bl Shue Toe

U. 8. Domestic ETes  1i6 167

Comparison with the U. 5. domsstic lines shows that Pan American's
long distance pervices averags legs than one-half the apeed of ouwr trans-
econtinontal lines, primarily dus to the necessity for overnight stops. On
routes whare such stops are not necessary, such as Misei-Cristobal, tha
averags speed, thanks to the intreductlon of new four-engined transports in
1940, now is fully as good as the best domentic mervices. Although Pan
Amarican's spesd was doubled betwssn 1930 and 1940, the improvemsnt wan IOI;-
what loas favorable than that of the domestic lines. '

The matier of night flying is hipghly controversial for there ars
gualified persons who belisve that it should already bave been introduced in
Iatin America. FPan Amerlcan, on the other band, while planning a certain
amount of flying after smset in its new 1941 schedulen; wishes to defer full

night flying until four-sngined equipment is avallable in lurge guantitiess

# Hot available.
+50vernight stopa.
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and airports ars improved.
Fares

Pan American's per mils pagsenger rates vary greatly om different
parts of the system, from betwsen 5 and 6 cents per mile on cartain parts
of ths Erazilian network to 13-1; cents per mils on the Cristobal-Trinidad
or the Mismi-Cristobal non-stop, apparently depending primarily on the com-
petitive situntion.

deal tive Pasge Farag# 1!
{0ne Woy Fare in Cents por Mile

1930 1935 1940

Local
Panair do Brasil 11.6 6.9
Condor i 10,2 6.8
SCADTA 27 4 13.8 10,1
Trunk

Pan American System 16,9  10.2 10,7
U, 5. Domagtic 8.3 ST 1T
The fares of the company's locally incorperated subsidiaries ars
gt in local currencies and uswelly are closely comparable to those charged |
ty ccmpeting lines. Panair do Bresil's charges are axactly the sams as
Oondor's on compating runa, though VASP is conslderably cheaper (5.2 cents
per mile va 7.1) on the Ric de Janelro-Sao Paulo pervics. However, ths com-

poting Germen companies are conslderably more liberal in making both fare

¥ Het return to Pan American Adrways per revenus pagganger mile (after de-
duction of reund trip discounts, half fares, etc.)for the first six months

of 1940.

Miami-Havana $.08
Wiandl-Cristobal A1
San Juan-Kingston 12
Rio de Janeiro-Busnos Adres 05
Browneville=Maxico City 08
Cristobal-Trinidad «L1d

## Hot available.
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concennions and granting free transportation. In Ecuador, for exampls,
SEDTA glves m 25% disgount to officials and to partiss of four travelling
togethar and & 75% disoount to telsgraphers.

0o 4its trunk routss Pan American's fares, though pome 35% below
1930, are slightly above 1935 in some cases. While 10-11 centa par mile
was not saxcessive for latin Americans eight or more yeers ago, ths drastic
depreciation in many Latin American currencies since has made such rates a
sarious barrisr to widespread use of the trunk line services, particularly
on Jouwrnsys to the United States. The steamship fare from Buenos Alres to
Hew York, for sxample, im only elightly more than balf ths air charge and
despite the time saving of fourteen odd days the extrs cost of $292 im a
barrisr to & latin Awerican of modsrate means. However, in certain instances
Pan Amorican quotes fares between Latin American pointe in local currencles,
which in reality reduces such rates to a point where they are comparable
to those of other Latin American operators.

Pan Amerlcan's trmk route farss ars spproximstely doublt the sver-
age per mile farss of the U. 5. domestic linea. In both cames reductions
::uu:o. 1930 havé approcimated L0%.

Freguency of Sarvice

Pan Amerdcan's local services offer a considerably greater frequancy
per weok than those of most competing Latin Amerlcan lines. Tts Cuban,
Mexican, and Colosbian operatlons all have frequsncies of from 4 to 5 per
week, whereas there are only two local lines in South America (VASP 4.5 and
Faucett 5.7) which approach this figure. In Brazil, Panair's frequency of
2.1, while low, im higher than Condor's. In general most of the emall latin

American lines average 1.5 to 2 frequenciss a week over the sntire syatems
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with tha German companies in the lower range, probably becauss of the re-
mote polnts which they serve und their general desira to cover as much

route mllieape 28 possible with the minimum amount of flying.

Comparative Aversge Fraquenoy of Service
(Round Tr

Trips per Tesk)
1930 1935 1940
Lgenl
Cie. Mexipans 4 5.1 5.3
Panair do Brasil 1.7 1,5 2.1
Condor 1.1 1.6 1.7
VASP 1.0 F
Irunk )
Pan American Inc. 2.0 2.6 3,1
Panagra 1.7 2.9 2.6
V. 5. Domestio 0.3 12,9 26.3

The frogquency cn Pan American's trunk routes, 2.6 to 3.1 round
trips per wesk, 18 mch lomer than on the gompany's local natworks and only
about ona-tanth the overage oo the U. 8. domestle network. It hes been
inoreassd only about 40#-50% since 1930, as compared to a 150% increass on
the part of the U. 5. damestio airlines in the same perdiocd.

Safety

The gafety racord of the varlous Pan American operatlons differs
goneiderably but in the 1936-1940 period even the least safe of the locel
aperations were ssfer than Condor and WASP, the local Germen and German
influenced operations. Of the Pan American logel gompanies, Ola, Mexigsns
and AVIANGA with thelir 2,000,000 - 3,000,000 slles por fatel accident were
only slightly sbove the Germen level of 1,750,000 - 2,000,000 miles.
Panair do Brasil; however, which was lIn direct competition with the Cerman
oparations, operated for the entire ten years without & fatal accident, as

did Cla, Cubana - a proof that safe operation with almest entirely Latin

*
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Amaricon personnel is entirsly feasible. Aervoposta. Argentine, a purely
South American company, also had a five yeer acoicant—f-se record.

tiva a ratlont
(M1es Flown per Fatal Acoldent Involving Fassengers)®
1931-1935 1936=1940
Cie, Mexipans (4,105,000) 2,360,000
Cia. Cubann 1,816,000 (3,483,000)
AVIANCA 1,867,000 3,180,000
Panair do Brasil 1931-1940 (7,858,000)
Condor (2,025,000} ' 2,186,000
TASP 1,750,000
Asroposte Argentina 1933-1940 (1,743,000]
Pan hmerican and
Pan Amerdcan-Oracs 5,919,000 6,085,000
U. 5. Domestic 9,522,000 18,614,000
hmerican Airlines 8,687,000 95,374,000

The trunk operations, Pan Aperican and Pan American-Grace,
averaged 6,085,000 =iles por fatal acoident, or only about one third as
mich as the domestic linesa. Moreover, these companies soowed practically
no improvement over thelr 1931-1934 record, while the domestic system flow
twiee ns mny miles per fatal accident in 1936-1940 ms in the previous
five years. It should be pointed out, however, that Pen Ambrican has not
had a fetsl ageident since 1939 end Pan American-Crace has 1::u:.‘r. hed ons
since 1938. A perlod of greuter safety may therefore have begunm.
Dependence on Subsd

The finel pesoure of the commercial success of an alr trans-
portation enterpriss is the degree to which it can support ltself from
comsercial revenus Alone. On this basis Pan Amerdcan's Mexlesn subsidisry

# Figures in () indicate mlles flown by companies which had no seccldsnts
during the periocd.
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with 82.6% of 1ts rovenues from commrslel sources corpered favorsbly with

eny Latin Amarican operatlon axcept TACA. Pansir do Brasil, whils in a

lesa favorable position, atill sakes & falr showing, better than any Latin
-

Amardcsn omned line except VASP.

—Comparison of Dependence on Commereial Revenue

1920 = 1940
(percent of pessenger, sxpress, and frelght revenuss to totsl revenuss)
1930 1935 1940
L
Fanair do Brasil 2.6 26.7 61,8
VASP 2T T3.4
Faucett B83.5
Cin., Mexicana 33.7 63,2 82.5
TACA 91.5
Trunk
Pan American-Grace 37.7
Pan American Adlrways 21,5 29.0 AT4
U. 8. Nomestic 30, T 65, 1 T4 L (3

The trunk line operatlona, howevor, showed a low percentage of
commerclal revenuns in 1940, 38%-47%, as coszpared to V4% for three leading
U. &« transcontinentel lines. Moreover, the Pan American operations little
more than doubled thelr propertlion of commercial revenus since 1930 while
the U. 5. lines incressed theirs two and one-helf times.

Conglusions

It would appeer that Pan Amerlcants locel services in Latin

America sre 20%-25% faster, no more expensive, offer a somewhat higher

nushber of frequencies, and are somewhat safer than are competing local linas.

+ Eatimeted total industry.
#% Average of Amerlean, TWA, and United.
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They alsc wake a failrly good shouing s to their degres of self support.
Howevar, while Pan American has and is furnishing s far better servioce
than its Latin Aperican competitors, the standard of service of tha latter
18 not pertieularly high.

In comparison with the U. 3. domestle lines Fan Amerlcan's
trunk services ers comperabls in spesd, except where overnlght stops are
involved whers they are only one-half as fast ss our transcontlnentel
pervices, Pen Ameriean's fures ars twloe as high as U. 5. domestic fareej
frequency of cperation only one-tenth ss greatj operaticns one-third sa
safa, and its proportion of commercial revenus to total revenus one-half
no gront. In moet of these cotegories, however, the percentage lmprove—
ment since 1930 is about as great s in the case of the domestlc system.
Exceptlons are safety, which hap not been improved significantly in the
last five years over the 1931-1934 period, as compared to & 100% im-
provement for the demestle llnes, and, proportlen of commercisl to total
revenus which the domestle lines have improved somewhat more than hes
Fan American. MAs far as its performunce 13 concermed, 1t stdll iags far
behind the U. 8. domeatlc ﬂjrsten elthough it has contlnued to recedive
three times as mich money per mila.

However, when we later discuss the proposed inprovements in the
internetional services, to become effective in the middle of 1941, it will
be pesn that & start at least has been made townrd bettering the situstion.

PART THHEE

FUTURE POLICY
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The provicus pages have dealt with the development of air trans-
portation in Laﬁin Americe, the elesents of its existing structurse, and
an appraisal of tﬁa perforsance of Fan Americen Airways. We ore no¥ Cob-
cerned with the major problems for which soluticns must be found if fu-
ture policy is to be developed on & mound basis.

The approach to these probleams will be centrolled by our basic
aims in relatien to Letin Amerlean air transportation and the principles
which we belleve should govern cur cholce of meana to attain those aisms.

The latter fall into two =ain categorles:

1. Tha rapid reduction or eliminetion within Latin America of the air
transport activities of enemies of the United Stataa;-

2, The active expanaion and improvement of the existing Latin American
nir transport system, both trunk and local, by the United States and
the nations of Latin Americs with the dual purpose of
a. providing an effective auxlliary to the military rejulresents of

national and hezisphere defense, ond
b, fulfilling the present ond future needs of Inter-American travel
and commnications, thus bringing about closer political, cul-

tural, snd economic relatlons and more cozplete understanding




between the citisens of the American republice.

If thess aims are to be achieved in accordance with sound prin-
eiples, Latin American alr transportation should

1. be enduring and to thies end invoke the reciprocal interssts of all
concernsed,

2. be carried out in part at lsast by Latin Amarican nations,

3. be formulsted as far es possible on the basism of sound economic prin-
giples with dus regard to the present and potential needs of inter-
American trade and commerce (immediate military exigencies will make
it pecepmary to compromise with sconomic prineiples in the early
stages of the program but they should never be lost sight of),

4+ be baped as far aa possible on activities alrendy in existence, and

5. utilisze approved methods of enterprise consistent with the prinsiples
of Pan Americanism.

The following discussion of the basic problems presented by

Latin Amerioan air transportation is framed by these aims and principles.

Four majer but interlocking guestions are I:un!i:ia:rad.

1. What steps should be taken to improve 1-.Iha trunk line pervice?

2. What ghould future policy be in regard to lecal service?

3. How should the United States combat fixie sir transpert activities?

L. Ghould the United States air transport syotem in Latin America contin-

us as & monopoly or should competition be permitted?

CLT L L L0 L ey

I IMPROVEMENWT OF 0. . INTERNATIONAL SERVICES

The world crisis and the resulting encrmeusly greater impor-
tance of Latin Aserican-0. 5. relations to hemlsphere defense and hemi-
sphere trads hap greatly increased the demends on our internstlonsl air
transport system. These demands - commsrcisl, politieal, and silitery -
will continuwe to grow rapidly over the forspgeeable futurse.

The syrtem as pregently oparated is not adequate for the tesk
gnd certain immedinte improvemente are necessary. Fortunately most of
thepe are elresdy well under way. Looking farther ahead, pleans must be
1laid &t cnoe for the development of the system to mest the requirements
of the naxt few years, and steps must be initiated to implement thess
plansa. Prompt mctien is necepesry, for certain preperaticns such as the
construction of new equipment, the integration of equipment requirements
with defonse demerds, and the bullding of ground facilities will inevita-

bly takes a consldersbls mmount of time.

IN CAPAC HERVIC!

The capacity of the present servies is elearly inadequate to
cops with existing traffie, to eay nothing of that to be expected in the
near futurs. Although the load factor on the Pan American Adrways trunk
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systes as & whole was only 55% in 1940#, there wers several important sec-
tione whers it averaged TOE-—20L.

Bectlons of with Load
2240
Panspe Miles

Seatdon ith.nu.ludii E
Miamd Havana 11,495 ™
Miami San Juan Tad'Th T3
Eelem Buenos Aires 9,011 61
Apuncion Busnos Alires TED 82

In March, 1941 traffic increases raised the System's load factor
to 66F and on some key sections such mp Miaml Oristobal, Miami-San Juan,
and Bolem-Rio deo Janeiro to BOF—90%.

is large four-englned equipsent will net be available in gquanti-
ty for pome time, the only practical method of raising cepacity ismedistely
is to increasse the mumber of frequencies with existing types. Pan Ameri-
can &nd Pan American-Grace have crdered 18 Douglas DO-3s#% on which pri-
orities have been granted. Theee airplanss will all be delivered by
early summer and the company has proposed to the Civil Aeronautice Board
en expansion of service as of July 1, 1941, which will result in an in-
cresss of 57f in geat miles offered. Present schedules and proposed addi-
tione are tabulated on the followlng page. It will be noted that the
present high frequency routes gensrally recelve a smaller percentage in—
crease than the low frequency routes.

#* It ls difficult to saintain se high a loed feoter in long distance,
low frequency services such as Pan American's, as is possibls in the
short distance high freguency services flown by manmy of the domeg’io
elrlines. Cempetent suthorities feel that the maxisum possible lued
faoter on the Pan Amerlican System at ite present schedule freguency is
in the vicinity of 60%.

#% Thess cozmpanies cperated 21 DC-38 on December 31, 1940.

-125-

Proposed Service on Belscted routes of Pan American Adrwmys

Equl pmant Bchedules per weak
Froposed To be added
Boute Fresent July 1,1941 Current July 1,31941 Total
Miami to
Havana 8-42 Lg-3 1L 7 21
Barranguilla via
Clenfuegos & Eingston B-42 5-42 2 2 A
Cristobal B=307 B=-307 3 - 3
Miami-Buenos Alres
Wiami-San Jusn B-307 B—BD‘?;
B-42 B-42 A 3 7
£-43 5-43 )
San Juan-Trinidad B-307 B-307 5 3 &
(Non Stop) S-42
Trinidad-Belem(Non Stop) B-307 - - -
n n (A1l Stops) 5-43 oe-3 )
a3y 1 & 7
Bele=-Rio de Janeiro
(vis Cut O£f) D03 -3 3 3 &
Ric de Jansiro-

Bupnes hdres Do-3 -3 & 2 ]
Brownsville-Mexice City D0-2 or 3 oo-3 14 - 1
Mexico City-Cristobal 00-2 or 3 oC-3 6 1 7
Cristobal-Trinidad 0o-2 or 3 no-3 & 3 7

It iz beyond the scope of this report to analyze the requirements
of particular sections of the system and cbviously tourist demands on such
routes &5 Mlami-Heavena are less lmportant than the requirements of tuasineas
traffic on the main trunk lines. HNeverthelesa, thore 15 no question but that
prasent traffic necessitates & very substantisl Incresse In capacity.

Looking farther into the future, there 18 a wery large amount bf
purface travel from which sn expanded sir service can draw, Steamshipg
traffic between the United States and Latin America in 1940 is estimated to
be equivalent to 338,000,000 passenger miles of air {ravel and, as shown

on the following page, Pan American is estimated to have carriesd only about




10% of the combined steamship and edr traffic between the two arens,

In the United Etates 1940 eir traffic was 11.3% of ulunbl.nad air
and Pullman, despite the fact thot the alrplane offers a much smaller
tlme saving over the train thsn Pan American does cver the stenmship.
There appears no resgon why in the future much more than 10% of inter-
American traffie should not move by alr,

Estimated Syrface and Alr Passenger Uiles
tween Tnited tes and Latin jmerica
1940

Equivalent
Alr b4
Iapgsenger Miles Iotal
{Horth & Scuthbound)
Surfaoe
Scuth Ameriea 162,000,000 4£3.0
Mexdoo & Cantral America 112,000,000 29.7
fest Indles 64,000,000 17.0
Totel 338,000,000 83,7
Adr

Latin Amerioca 28,850,000 10.3
376,850,000 100.0

Traffle between the Americas in the years ahead should excesd
the 1940 level. Increased trade and strenuous defense activities will
sti=ulate travel. The development of plessure travel to Central and South
Ameries hes herdly begun. Only 1,315 0. 8. citizens went to South Americs
en crulses in 1940, despite the fact that the formerly large volume of
plessure travel to othor purts of the world had ¥irtually ceased due to
the war. Continuance of war cenditlons or the entrance of the United
States into the war mny probibit most pleasure travel, bub under reason-
ably norzal conditions and glven intelligent promotion and i=proved hotel
accommodutlons, it should be poseible to develop & falr emount of air

tourist travel between the Americas.

RATES AND TRAFFIC PROMOTION

Tha avowed purpose of the United Etates to encourage travel and
trade between the American ropublics can be mocomplished by low passonger,
pall; and exproess rates. As a matter of fact a reductlion in such rates
to below cost might be one of the most effective and lnexpenzive waye of
stimilating inter-American relaticne. Pan Aserican's representative one
wiy pasgenger fares on trunk routes, which are sctually gomewhat higher :
than in 1935 in some instances, are some 10.7 omts pear mile, or twice the
E:vsiraga U. 5. dopeptic rate. They are 40%-50% higher than corresponding
gteamphip fares while U. 5. domestio fares are only 5%-10% above Fullman
fares and are sometizes sctually less when all expenses are considered.

How that such stress is being placed on inter-Amerlean relatlons
and Pan Amerloen i proposing to incremse its serviee nearly 60%, 1t would
foos appropriste to experiment with fairly drastle fare redoctiops. The
compiny has propoped to reduce ite average fare some 10.5% by lowering
those on roubes now in the highest brackets some 15% and by other minor
changes. This will sti1l leave the air rates some 30%-40% sbove the
steamship rete. While this premium i probably commercislly justified be-
cause of the great time paving invelved, it n.av&rt.hnlu; constitutes &
lerge barrier to the usa of the mirplane by those of moderats mesns m
perticularly by Latin Asericans, many of whose currencies have depreciated
greatly eince 1929. An it is this government's expresped policy tq an-
courage travel between the Americas, it would sesm justifiable to offer a
limited pumber of special air cruises at rates substantially less than

those proposed. The responss to this experiment would give & sound basis
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for future fare policy. Oisilarly, it muy be wise to liberalisze our dis-

) | gount and free transportatlon policy as far as Latin American government

officinls are concerned. The Jerzans' offer of free transportation with-

in Latin America and from Latin America to Germany* has beesn a potent

weapon in building up good will.
It is gquite probable that these experizsnts may prove comser-—

elally suocessful but if they de not, any logses resulting from govern-
ment Instigated policies should be compansated for by increaped meil pay-

manta, This is one of the occapiong where en internationsl airline must

act as an arm of the government rather than as a puorely commercial con-

eern. It emphasizen the difference betwsen the internstional and the do-

magtlo alr transport companiasa.

Bepldes reducing fares; there 18 no question that the interna-

tional carriera should inoreage thelr promotional effort, In 1940 Pan

American's advertising expense amounted to only 4.3% of passenger revenuss “_”'
ag comparsad to around 9% for the best managed domestic 1ines., On the ﬁ_ﬂ

other hand; its traffiec expense mlu 2L.5% of passanger revenues. Such
expenses for domsstic lines nlm apound 10% of passenger revemues. A re-
dustion in traffic pxpense and a substentisl Incresse in advertising ox—
penss should produce results, partioularly if accompanied by a general
campaign for inoresssd inter-Americsn travel on the part of the govern—
mant.

Spaed and Quality of Service

The inauguration of the Belem cut-off and the introduction of

# Meny South American officisls were carried free on the German Zeppalin
service.
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three long range four-sngined Boelng land planes on the Miami-Oristobal
and Miaml-Trinided routes in 1940 hava cut two days from the Pan Ameri-
can east coast scheduls and aboubt one day from west coast schedules
(Mimmi-Buenos Adres). Wevertheless, the average overall speed to distant
South Amerioan points is ptill extremely low (72 milea per hour from
Miaml to Busnos Alres) and oan never be increassd substantially until
night flying is introduced. It i axtresely questlonables whether night
flying can be safely carried out with twin-engined squipment, partioularly
on the west coast, and ths problem of incressing speed brings ue squerely
to the desirability of installing modarn high speed four-sngined equip-
mant throughout the system.

Even the proposed improved services to be insugurated in July
ars spsentially mokephift; a glaonee at the schedulss shows that nothing
larger or more modern than D0-3 equipment will be used in Scuth America
and that the traveler from Mew York to Buesnoa Adres wia the esast coast
will sti1l spend three nighta on the ground en route. This is sisply not
godern alr transportation over distances of such magnitude and every at—
tempt should be mads to provide a more sdvanced service particularly im
this ares whers we ere amcious to imprese the inhabitants with our superi-
ority in the alr.

Introdustion of Modern Four-Engined High Spaed Equipment

The British Empire sarvices and the German internal nstwork have
a1l besn operated with largs four—engined equipment for the last two
yoars., The Germans would have hed a substential amcunt of such equipment
in their South American sarvice long before now had it not besn for the

WAL s




Pan American, on the other hend, has only three really sodern

four-angined alrplanes in servics in Latin America, its 32-passenger
Boslng 307s, and undar its proposed new schedulss nome of these will be
operating in Bouth Amerlea proper. However, it fully realizes the neces—
sity of new equipment and has ordered sighteen four-englned long range,
40-ton, LS-passenger Lockheeds* for Latin American marvices. If thias
order le approved by the Priorities Board, thess airplanes can be placed
in service in late 1942 or early 1943. They will eliminate the necesslty
for overnight stops and will permit a redustion of the Miami-Busnos Alres
time to about 20 hours, as compared with the present 82 hour service.

The effect of such a reduction in time 18 dramatically illustrated in Map
II which shows how mich closer the Americas have been bromght togather
through reductions in travel time. The effect of this new servioe will
be so far-reashing that it is absolutely essential to imsugurate it if
the interoationn]l trumk route syetem is properly to meet the neads of com-
merce, nationel defenss, and inter-American relations. The new alrplanes
are not in any sense luwourien.

The Introduction of large four-engined commerclal equipment is
desirable also from the defesnse standpolnt becsuse Lt will requirs the
construction of en extensive system of large alrports and comprehansive
ground facilitles, which will have military valus. Woreover, a fleet of
thim size would have & considerable ‘carrying capacity, if rapld movement
of large mumbara of men to certain sections of Latin America should ba

necaspary.

* Pan Aserlcan-Orace has four D0-4s on order. If approved by the Prior-
ities Board, they can be placed in service in 1942,
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Present airport facilitiss in the Caribbean and Scuth America,
with few exoaptions, ars inadequate for large aireraft and in certain ssc-
tions the distance between emergency flelds is so great that Lt would be
diffioult for short ranges private or military alrplanes to make the trip.
Thers are practically no facilities for night flying and repair bases are
limited, most of Pan Amarican's being situated on U. 8. territory.

The effect on inter-Americen travel and commercial and social
rolations will also be great. We have ample evidence from U. 5. domestio
oparations of the stimulating affect of the introdustion of faster and
larger equipment. Such nsw typee have invariably ereated new travel in
addition to marsly diverting 1t from surface carrlers.

Tha introdustion of new squipment will place most countries in
Latin America within twenty-four hours of New York - a service Incompara-
bly mora comfortable than the present three day service. It should have
the same stimilating effect on traffic that the inmtroduction of overnight
pervices between New Tork and California had on transcontinental air travel.

From the peyohological standpoint the larger airplane - three
times the gross weight of the present DC-3 - will build greater confldence
ameng the traveling public and make & real contributicn toward enhancing
U.8. prestige throughout the sren, The tremendous affect of the Rindenburg
sorvica on Gersan prestige in Brazil 1s well lkmown and the proposed high
gpesd Pan imerlcan sarvice should have the pame sort of raffect, miltiplisd
enormously because of the number of countries served. At present Condor'a
four—sngined Focke-Wulf dwarfs any plana which Fan American hag in ser—
vige in South America. If the aituatlon were reversed, tha affect would
obvicusly be most strilking.

= : ainds




It is pot too wuch to say that the imayguration of 24 hour ser-
vice between the American republics in large comfortabls airplanss will
be one of the greatest single scontributions that can be mads to the ocmuse
of hemisphere solidarity.
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II FUTURE DEVELOFMERT OF LOCAL SERVICES

The development of local air transportation 1s of vital impor-
tance to Latin Americe; it 1s bound to have a profound influence on the
future economic mnd social development of the individual American repub-
1lica. Foreign nations will have to play an important part in this de-
veolopment because of Latin America's dependence on forelgn sources of
seronautlioal sateriel, technicisans, and capital. It is obviously desir-
abla that the Unlted States take sdvantage of pressat conditions Se epon-
sor the development rather than let 1t fall once more inte the hands of
Eurcpean powers.

The problem-of our exmct relation to local air transportation
in general and to lecal airline companies in partioular is & delicate one
for 1t involvas a practical, political, and commercisl approach to Latin
Amarioan governments and industry. Thers is unquestionably a pE.ssi.qu
econfliet of interssts. Should we expand the local operations of cur in-
ternational lines in arder to seoure & dominating position In as many
gountries as possible or should we aid Latin American countries to expand
thair locally ownsd companies, thus tudlding up possible future competi-
tion for the present U. 5. owned trunk and local services?




diffarent countries, sost of the Central American countries having rether
gomplete networks, In South Amerlca, Colombia, Venssusla, Brazil, Uruguay,

It im o truism that large parts of Latin America have skipped

and lati: 11 ed and Argentina and Chile in view of thelir
an ara of transportation and leapt at a bound from the male to the air- PADLATE e TRy L oy ST AN ==

importance are both notably deficlent, s they have a lowsr coverage than

any of the other South American republice except Paraguay and Bolivia.

small, which have 1iterally no mechanical transportation sxcept for t;-h.i

‘ plane. Thers are dosens of Latin American commmitles, both large and
|

Bome of the routes operated by local companies connset important

airplans and it is not surprising that there are wmﬂrm!ﬂ.umr
cities between which there 48 & large volume of surface traffic. A few

airlines in these arsas than there are miles of rallroads.

such routes ars listed below mnd it will be noted that few of them offer

58 much service as the sizs of the cities which they serve would appear

{ Miles of Alrlines # of Total Poju- to justify. Hoverthelsss, their profit potentlalities are substantial.

Lountry Fer 1,000 8g. Wiles latlon Served

South America Local Alr Routes Comnecting Large Latin Amerdcan Cities
Argentina 5.l 24.8 Ho. Alr
mmﬁl g.g ;.E.% From Surface Schﬁdul:!t

4 . . & ation  City and 2 puletion Trapaport FPer Wee
e 1 2 ci ”

o . . flo de Janeiro Bao Paule Radl =
Ecusador 6.3 14.0 1,711,000 1,217,000
Fﬂ-ram 3!6‘ 12.8 Rio de Janeire Porto .llB‘EI"S Thd Boat o
Paru 13.3 LL.3 1,711,000 322,000
Uruguay 2249 42.3 Busnos Adres Montevideo o Boat 26
Venszuala 11.0 19.4 2,318,000 683,000

Total South America 9.1 21.9 Bogota Barranquills 40 Part river 10
Central Amavice = ' 330,000 152,000 gteamer — part
Cogta Rica Th+8 30.6 « train
El Salvador 19.7 £, Bogota Medellin 150  ¥o mechani- 2L
Guatemala i 1.0 9.9 330,000 168,000 cal means
Henduras 37.9 17.4
Nicaragua 27.3 18.1 Wext in importance commercially to these high density routee are
Panama 241 28.4,

Total Contral Aserica 30.7 L3 those connecting eities of small and moderate size which have been developed
Mexioo 12.8 13.B :
Wast an over o period of years to the polnt where they Justify e relatively high
Cuba : 29.0 27.0 "
Dominican Rapu‘hllug 10.8 Tk frequency nnd sre proving resscnably profiteble. Typleal of these are
Haitdi

Total Wast Todias n.7 15.5 AVIANCA'2 petwerk in Colombie, Faucett!s in Peru, CHCA's in Cuba, and TACA'®

Total 20 Latin American Republics 10,2 15.7 in Central Amerlce.

¥ Includes pchedules of trunk line companies.

As the above breakdown shows, the coverage varles greatly in
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Finally, thers are services to small, remcte commmities valuable
frem the standpoint of public service but in sany cases pot commercislly
Justifiabls unless relatively heavily subsidiged. Typical of thess are
the services of Panair and Condor to the interior of Brasil, the local

services of LAB, those of SEDTA in Esuador, and varicus local oparaticns
in Peru. This type of service seldom operates more than twlce a week and
aven then on & scmewhat irregular basis. Loads are usally small and ex-
cept in the case of the U. B, services tha routes are cperated with obsc—
lescent equipment often of the single—engined type.

Local and trunk operations® are responably well segregated from
the corporate ptandpoint dus to Latin American laws restricting cabotage
activities to paticnally incorporated companies. Condor 1s the only Latin
Amsrican incorporated company which operates an international trunk syetem
in addition to ite locel operations® and Pan American'e extensive local
operntions ars pegregated from its trunk eystem being earried out by locally
incorporated subeidiaries.

It will be noted in the table on the following page that, contrary
to the general impression, U. 8. comtrolled lines operate nearly cne-half
the looal serviges in South America or alsost twice aa much as the Germans.
In Central Amarica and the West Indies where the Unites States controls 858
of local operations, there are no German services.

Geographically, U. 2. controlled operatione, almost all in the

# Local mir transport companies may for the purpope of this study be de—
fined as those whose cperatlons ares confined to the boundaries of a
eingle country.

# TACA'e Central American system provides through service between several
Contral Amerlean countries but cperations are separately lncorporated
within sach country.

Bolivia, and Eeuador.

in Mexico, Braszlil; and Esuador.
It is the Latin American owned operations, however,
which must recelve our particular attention here.

o

German oparations are strongest in Erazil,

of

rations in

Fan American Adrways group, oarry out mll local operations in Cuba and
Colombis, the majority of cperations in Peru, and have a strong position

(=}
Basad on an arbitrary divielon of 't._mni: and locsl routes

U. 8.
German
South Amerlcan®
Other
Total
MEXTCD
U. 3s
Yexican
Total
CENTRAL AMFRICA
0. 8.
Central American
Total
WEST INDIES
Ts S«
Other
Total

TN ANMERTC
U. 8.
Oarman
Local
Other
Total

Local Mileags

Route Milea of
Local Service

18,433
10,770
7,360
33,553
%4
4
# L
5,661
EH
2,991
1,317
4,308

28,079
10,770
12,615
2407
54,511

54,871

Brasilian Military & Havy Lines %&'%zj
¥

Total Local Milsage
Total Trunk Mileage

(Grand Total

92y

1

Total
47.8
27.8
19.0

k

100.0
16.5

:

100.0
O6.

3

100.

&3,
D

o

&

# Exoluding some 10,000 milas of the Brazilian Military and Haval Sarvices
which offer mail service only.
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From the positive standpoint there is no question that a strong
Latin American air transport industry, comtrolled and managed as far as
poealbls by Latin Americans, is the most effective possible protection
agalnet f:;tm European asronautioal penstration, It is to the best inter—
est of the United States that Latin Amarica be strong saronauntically and
wo should be willing to malke immediats and long term saorifices to amchisve
that end. This does not mean that we should throw away our prossnt strong
posltion in local air transportation for nothing or make lavish loans for
tha bullding up of Latin American airlines in a spirlt of sentimental
philanthropy. It will be futile to sacrifice our interssts foolishly in
the hope of buying cooperation. There are, howsver, certaln practlicabls
gteps by which we can help develop Latin Amerlcan air transportation om
a business-like basis. These steps should form an integral part of our
program against Axis Influsences.

Among the various methods the sals of U. 8. squipment to bona
fide Latin American alrlines on & favorabls basls can conatitute s power—
ful stiimulus to local air transport development, particularly whan com—
bined ‘dt.h some technleal operating assistance.

There i considerable controversy as to what type of equipment
the United States should maks avallable for looal lines operated aithar
by U. 8. or Latin Amarican companiss. Our own international companias
oparate thelr local services with modern equipment and often in & somewhat
unnacessarily sxpsnsive manner. The Latin American nations naturelly de-
elre the moet modern alrplanes and sometimes for reasons of prestige wish
to obtain larger types than traffie justifiss. At the other extrems
cartain muccessful local companiss such as TACA and Faveetf operate princi-
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pally second-band chsclescent airplanes often eight to ten years old.

Whils our international carriers should bs dissusdsd from opar—
ating unnecessary expensive local services it doss not appear that except
on osrtain freight routes there would be enough saving by operating second-
hand equipment to justify the loss of prestige to the United States.
8imilarly, it would be unwise to sell second-hand equipment to Latin Amerl-
can lines.

It 1s highly important to work out & sound arrangement for joint
U. 8. = Latin American ownership whereby Latin fimerican governments mnd
reaponsible private capital can obtaln an interest in local entsrprises
which are now 1008 U. 8. owned (much as the U. 5. owned companies in
Mexico, Cubs, and Brazil) and later to take a leading part in new airline
development.

From the negative standpoint no attempt should be mads to re-
place operaticons in which Latin Americans have an important Iinterest with
Us 5. omwned organizations, unless the Latin Amerlican interessta refuse to

gooparate in the elimination of German influence.

CAN OWNED ATR THAH THDL

. The locally owned Latin Americen eir transportation industry is
g=all, At the end of 1940 the 18 companies composing it owned only about
30 multi-engined sirplones and ssployed cnly 700 persons. Ite cperatlone
cover only 12,600 route miles or 14% of the area's totel netmork (23% of
puraly local cperations).

Thers are fundamentsal reasona for the limited growth of local
airline operations. The technical foundatlon haa been lacking; there ia no
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airoraft factory in Latin America capable of tuilding mltl-angined trans—
port alrplanes or their power plants. GQualified flying and maintenance
personnal has alsc been scarce except in Brazll and Mexico where U. 8.

airlines have besn required by law to train enough personnel to cenduct
their operations. In addition to these technlcsl weakmesses the financial
resources of tha industry have been very limited. Air transportation in
Latin Amerios generally has not been highly profitable excapt in the case
of the libarally subsidized U. 8. international lines. Locel private
eapital which i mecustomed to a high rate of return has been reluctant to
enter the industry and most of the capital for air transport development
hap come from governmant Bources.

8ix Latin American governments bave finanoed commercial alr
transport ventures in whols or in part*. Chila (1929) and Vemezuela (1933)
astablished government cwned companiss with monopoliss of loeal service.
Bolivia hes had a substantisl interest in privately ownad Lloyd Asreo
Bolivians sinoes 1925%%, The Brazilian states of Eso Paulo and Rio Grande
do BSul have small interssta in VASF and TARIG. Colombia acquired a 15T
interest in AVIARCA in 19354,

The few privately owned linen are relatively small. FLUNA (Oru-
guay) and Asroposta (Argentina)] are by far the largest btut they fly an
avarage of only sbout 300,000 mlles each per year, one-fourth as =uch am
Condor. Thers are three other privately owned lines in tha Argentine,

BARA, Corperacion, and TARSA, but nome of them flies more than 100,000 miles

# TIn addition to the Erssilian Military and Navy mail lines,

## In May, 1941 ths Bolivian government acted to foros the withdrawal of
private interests.

# To be incresased progressively under the terms of ite contract with Pan
Amarican.

ke
g
3
:.
—
=
0
o=
=
e

L1

per year. In addition South imerican private businsss-men have an interest
in VASP (550,000 miles) and it 1s believed in VARIG (350,000 miles) but
German interests have a substantial equity in the former company and &
controlling one in the lattar,

Thare are nins Mexican owned companiss of wvarying sisze which to-—
gothor fly ap much mileage as all the Bouth Amerissn cwnsd 1ines. The
three largest, Sarabls (736,000 miles), Woodaide (430,000 milen), and LAMSA
(415,000 miles), are all larger in terms of volume of cperation than amy
wholly South American owned company. The remaining six are of varying sisza
oporating from 30,000 to 200,000 miles & year btut some of thelr operations
ars on &n irregular basis. In Pansma, Gelabert, a locally owmed company,
flew some 170,000 miles.

The local Latin American industry will contime to depend on
fornign sources of equipment for mome time to come but Latin American
capital can ba expected to play & more important role in its development
over the naxt few days. Inoressing nationalism and a growing realisation
of tha importance of both alr transportation and military aviation ara
gausing Latin American gwmn}-.l to lock more favorsbly on airline
ventures from the standpoint of providing capital and furnishing subeidies.
Colombis has recently taken an interest in its local alr transportation
company, AVIANCA, and other countries mre rumored to be interssted in a

pizilar arrangement. '
T PART STATES
I LOCAL AT TRANSPORT DEVELOFMENTT

Until very recently U. 8. government policy toward lecal cpar-
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| ' ations by U. 8. subsldized carriers has been eithsr passive or definitely

restrictive. This has been in sharp contrast to the Oerman policy.
Their Latin Amsrican air transport system has consisted primarily of &
series of local networks, with trunk operations and direct connsctlons
with Germany of secondary lmportance until the last few years.

I fur own interpaticnal systes was concelved as & trunk lina pat-
work commecting the United States with the Latin American countries. It

| has besn subsidised entirely through contracts for the carrlsge of U. 8.
=s1l, The operation of a natwork of local lines wag not contsmplated nor
any provision made for pubpldizing such operations. On the contrary the
government frownsd on such services, feeling that the U. 3. operator might
make use of these to conceal earnings and that in cases whare they ware
unprofitabls they in effect "eiphoned off® the subsidy intended for inter-
national trunk operationa. The U. 8. operators onm their part have not been
anxious to initiate local pervices wilthout U. 8. subsidy; thers wers rala-
tively few routes which produced sufficlent comsercial traffic to permit

profitable cparations.

Desplte this, the creation of our international trumk systenm was
followed ilnevitably by the absorption of a number of local eompanies by
trunk route cparators; this in effeet resulted in a U. 8. cwned local sya-
tem of considerable proportioms. Pan American mbsorbed Cim. Mexioans de
Aviacion in 1928 and Cla. Cubana de Avisclon in 1931. Tn the latter FoAr A
substantial interest in SCADTA was also purchased, later being incressed
to represent control of the Colomblan company. Pan Amerlcan—Grace absorbed

Peruvian Alrways in 1928 and bought a substantlal interest in Faucett in
1938, 411 these operations were subsequantly expanded and in addition
>

1999973332238 802%

Pan American has bullt up a substantial local network in Brasil through its
subaidiary, Panalr do Brasil, formed for the purpone.
World C a8 O U. B

Zfolicy Toward Local Operations

The cutbreak of the war brought a sudden reversal of ths U. 8.
negative attituds toward local opearations. Our government and later the
public bagan to realizs the importance of the local Jerman operations as
vehicles of German influsnce and became sware of the necessity of slimi-
pating them. To combat them effectively it has been suggested that our
international earrlers mhould expand thelr local operations greatly and
that we should extend ald in the form of alreraft, personnel, and fi-
nanoial assistance to Latin Amerlcan owned logal lines.

The Tnited States im therefors faced with the problem of de-
veloplng & new fundasentel policy toward local operations. As stated in
the baginning of this section two principal coursss are posgibles. We can
sithar develop cur own local services aggressively wlthout regard to ths
neods or ambitions of the Latin American owned industry, or wa can ald that
industry as mmach as possible and extend ocur local operaticons only whem such
porvice 18 clearly essential and Latin American companies are umables or
umwilling to provide it. The latter course unquestionably tullds up po—
tential Latin American competition for our existing local cperations and
ovar the long term would create a Latin American industry which might well
compete with us in the lnternatlonal field through interchange sgresments
betwean national lines or even by ptralght Interpnatlional cperaticnas.

Fhile it may seem sufficiently deasirable to protect ocur cwn
position at all costs, we should not loss sight of the fact that it is right
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in principle that Latin imerica sheuld cemtrel its local systems and that
ultimately it will do so. There are powerful arguments for snoouraging
their develomment even at the risk of potential competition to cur own compa-
nies rather than retarding it for selfish ends. Aoy attempt on our part to
deminate permansntly the local networks of Latin American countries will
ultimately produce a strong reaction against ws. Latin American naticna

ars already begimaing to ressnt & large proportion of their local airlines
being in foreign hands and this ressntment will grow in the future. Tha
difficulties of ths forelgn omned oll companies in Mexico are indieative of
what might happen.

Any arrangement for joint cwnership should inelnds a provision
whareby the Latin American partner can imcrease its intersat in an orderly
feshion over & parled of time. The agresment between Pan American and the
Colombian govermment in regard to AVIAMCA 1s 11lustrative of the type of
arrangezent which appears failr to both U. 8. and Latin American interests.
By its provisions the government received a small initial interest [15%)
in the jointly owned company and has an option to increass ite emership
over & parled of years. Pan American om its part agross to furnlah techni-
cal management as long as its stock interest dose not fall below 25%,

A sound jodnt ownerehip arrangement under prosent conditiona
might be ons in which the Latin American government in question owned 408,
ths U, 5. sperator 40%, and Latin American private interests friendly to
the United States the remaining 204,

Lo erm Development o al Trans tien

Lookdng te the more distent future a large scale expansion of

local eervices under Latin Americen or joint Latin AmericenU, 8, eusplcen

-145-

will be & contribution to the econcmic Aevelopment of the individual Latin
Americen republice. Meny important towns and certein of its larger
countries - potably Argentina and Chile - are Inadequately served at
fregent. TIn addition thers are various eress in the Amazon reglem which
can only be opensd to trade and commerce by the alrplane. Mlr txansportation
can alpo help greatly in opening up new mining enterprlses in inacoessible
pountain regions to which purface transpertation is prohibitively expensive.
The shortage of airplanes and pllots in the United States will, of
course, make it difficult for us to mseist large scale expansicon of local
routes at this time. MWoreover, these new services can best be carrled out
by types of alrplanes which are mot in production. Wost of the local Latin
Amarican passenger routes can best be operated by small, cheap twin-sngined
airplanes. HRelative cheapness is essential becsuss of the limited financial
resources of the purchapers tut high speed 1s not important becavse of the
primitive nature and slowness of competing esrrlers. Thers will also be nesd
for & special type of largs fralght—carrying elrplane with a roomy fuselage
and the lowest poseible ton-mile cperating ccet. HNelther of these types ig
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aveilstle at pressnt. Our senufacturers have concentrated on satlafying
U. E. eirline reguirements for relatively large, high speed machines whose

T

first cost is of secondery importance because of the great intemalty of use
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in dozestic service.
After the war our country will be free to concentrate on the de-
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valopment of speciel designs for thae Latin American parket and ample sup—

pliss of manufacturing facilities and technicians will be avellable to
It may be well to inject a word of cautiom,

=

accelerate this development.
against over-optimien as to the ultimate elze of the Latin Amwerlcan
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market in terms of present military production. A relatively few airplines
can parform & great deal of transportation - for ecample, some 2,000 DO-3o
could carry all the Pullman traffic in the Onited States.

III THE FROBLEM OF COMBATTING AXIE AIR TRANEPORT
ACTIVITIES IN SOUTH AMERTOA*

The Gersans organiged the first successful airlines in Bouth
America¥# in the early 1920's. Thesa enterprises were primarily commer—
cial in pature and remained mo untlil shortly after the accemslon of the
Hational Socialist government. At that time Gersen alr transport policy
underwent a fundamental change and Oermen aotivities in Bouth Amerios,
whils commercial in form, becams largely propagandistic and even semi-
military in intent. A large seale expansion progras was begun sarly in
1935, the spearhsad of which has been the Brazllisn incorporated Bymdi-—
gato Condor. Oondor is to all intents and purposss an arm of the Carman
government-ownsd Luft Hnalzu and hag been liberally supplied with eguip-
mont and funds, Bagides expanding the services of wholly German ownsd
companies the Germans have scquired influsnce over a mmber of South
American ownad lines by selling them eguipment and furnishing them with

technical personnel om very liberal terma.
There ere nine alrlines (15,500 routes miles) operating in South

¥ Beo Pages 40-48 for deseription of the expansion of Oerman airline
aotivitiss in Bouth Amsrica under the Hitler reglme and Pages 58-T3
for a resuss of the problems confronting the German operators as a
ragult of tha war.

#% There are no Axis controlled or influenced airlines in Oentral A=srica,

Mexleo, or the West Indles.
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America which use Gersen equipment sxolusively.® Beven of these also em-

ploy various proportions of German personnsl. Two of the latter, Condor
in Brazil and SEDTA in Ecuador, totaling #,300 route miles, are completely
German owned and managed.** Two others, Lloyd Aereo Boliviano in Bolivia
and VARIO in Brazil, totaling 3,600 route miles, though partly South
American cwned, were criginally organized by Germans, are German managed

to a large degres, and undoubtedly still have & large proportion of OQerman

ownership. The remainding three, VASP in Brasll, Aeroposta in Argentins,
and CAUSA in Uruguay, totaling 2,900 route milen, are South American cwned
companies to which the Germans pold airplanss on attractive terms with the
stipulation that Oerman pdlots and technicel personnsl be employed until
the equipment was fully pald for., OCGerman influence is still significant
in VASP but Aeroposta and CAUSA have reduced their Germen personnel
graatly in the last two years and are sntlrely under South American man-
agemant.

Serlous Ttallan alr transport activity in South America im com—
paratively recent. In 1938 the Italians provided squipment and personnal
to Corporaclen; a pmall Argentlne airline, but their first major affort
dates from Decembaer, 1939 when LATI began cperations from Home to Rio da
Janeiro, This line now providess the only air comnection betwesn South
America and Eurcps, the Gersan and French trans-Atlantie services having
besn dlscontipued ae & result of the war. In February, 1941 ths Argentine

government granted LATI permlsslon to extend its operations from Hio de

# Included in thie category are Lloyd Aereoc Boliviano which has one U. 3,
plans and Asroposta Argentina which has a few obsolete French planea in
storage.

#% A third German ownad lins, Lufthansa Peru (1,070 route miles), was
taken over by the Peruvlan governsent in April, 1941.
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Jansiro to Buenos Adres and thenos to Santisgo. The anncuncament of the

concession stressed the "traditional friendship® between Argentina and
Ttaly.

Axis and partlcularly Oerman airlins activity in South America,
evan on the present scale, is certalnly againet the best interssts of the
United Elt-ltou.' IIt. offere both a near term threat whioch i1z primarily mil-
itary end & more ssricus long ters menace which in addition is ecopomic
and political.

Unquestlionably there has besn & quasl-military purposs in some
of the Gerzan operations during recent years. Certain of their routes
appear to have been opened to tap strategle areap without regard to traf-
fio pomsibilities and merisl photography has been extensive. In contrast
to the U. 8. airline practice of keeping pilots more or less steadily on
one route for reapons of safety, the Oermans have rotated orews among
their South Americen 1lines and batween Oermany and Bouth Americn. Fre-
pumably this has been dons in order to familiarise as miny men as posaible
with Bouth American terrain.

Since the cutbreak of the war some of the activities of the
Axis linas have been almost openly militsry, TUntll preohibitsd by the
Bragilisn government, Condor used its four-engined Focke-Wulfs on several
occaniona to cbserve tha positions of British crulsers cperating in the
Bouth Atlantie probably passing this information on to German surface
raiders, In March, 1941 Brazil fined LATI because of an extended "test
flight® that may hawe had pome gommection with the departure of Italian
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freightera from Eio de Janoire the next day.

Despite thess sctivities the German lines cannot be regarded as

e gerlowr immediste threat to ocur eountry. The only militery operations
which they could concelvebly perform egainset ue would be & surprise atteck
on the Ponems Cannl® or the provision of ground feeilities for en invad-
ing Oermen air fleet. Their rescurces pre Inadequate for either task.
Inelwding the equipment of South Americen owned lines; there ore only 35
multi-engined German airplanes in South Aserica and all but two of theps
are cbeoclescent Junkers planes of about 140 m.p.h. erudsing speed.*®* Euro—
pean experience has ghown that while lucky hite are possible large numbers
of well escorted bombers are necessary for successful ralds. Even if this
tiny fleet of cbsplescent transports could be secretly assembled and
equipped with bomb racks, they would be incapable of delivering a serfous
attack on the Canal.

Similarly the airports and ground facilities of the Cerzan lines
ars insufficient for oven a moderste pumber of silitery eirplenss, mch
lesg 8 large imvading air flest. With fow exceptions, alrports throughout
South Americe ere smell end not eguipped for night flying. BRedio installs-
tions are modern but servieing facilitles even at the princips]l bases are
limited. Condor's beee st Alo de Janelrc, which is the only one equipped
to carry out major overhauls, represents an investment of not ower £65,000,

The originnl cost of the total ground fecilitles of the four principel

# In this commection it Ls interesting to note thet the eirline distance
from the ghoulder of Erazil (the mest loglesl point of military irvesion)
to the Panama Canal 1s some 3,000 miles.

##* The only modern Oerman shipe ere the two four-englned 200 m.p.h. Focke-
®ulfs owned by Comdor, which are out of service beceuse of Brazilisn
regulations on the use of German pllots.

DEURURLRLRLLLLILILIII L)

Cerman lines are valued st less than $500,000, as compared to sbout
$4,000,000 for those of Pan American Airways, Ino. slone.

In short, while the very existence of ths Germsn lines sust in-
evitably be & pource of anxiety to e, it 18 diffioult to oomedder them n
roal and immediate military threat. Howsver, the potential danger ie of
the utmost periousness. If Cermany should win the war, the Germen con—
trolled airlipes would have grave militery potentimlitiss, Their network
would undoubtedly be greatly expanded. Elaborete ground facilities of
military velue would be established and large munbers of high performance
eirplanes placed in pervice, Under such conditions the SEDTA cperaticna
in Ecundor end the Condor lines in the weatern reglonn of Brazil weuld
conetitute real menncen to the Cansl, The Condor bames on the shoulder
of Brazil eould be of great value ms a bridgehesd for an invesion attespt.

The political threat, though lsss tangible, is more immediate.
The Oerman linep are & menace to cur relations with 8cuth American coun—
tries and to the political stabllity of the republice thezmselves. German
eirsen are people of importance in thees landa where air transportation 4s
vitel to commerce. They have been cerefully chesen for the political as—
pect of their task. Meny of them are men of culturs apd charm end they
are in a.'pnrb].cu.ll.r.‘l;' favorable position to influence drmy, Havy, snd Adr
Forcs officials who wield great power in mopt South American sountries.
German ground crews in sparsely settled districte and pllote pessing
through those districts have unigue cppertunities to spresd political prop—
aganda on & broad scale. Contrel of the commercial air transport system
would be & moat valuable weapon to & factlon attempting a coup d'etat in
one of the emaller countriss. It im believed that Germen airline offi-
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cials have alrsady attempted to influsnce local political attitudes. It PrOgram Lo b datayed Hy Ro: great s sagind for the! easlbEI bLes 68 Wiowe
is eamy to ses how powerful they might become if their companies were ex- conoernad,
panded greatly and backsd by the prestige of & victorious Oermany.

There is no doubt that the sarly elimination of German influence

The spsentials of o succeseful program are cutlined in m confi-
dential memorandum not incorporated in this report. I

e

R

i is necessary to the national interests of the United GStates.

The elimination of German influence will invelve the replace—
ment of wholly OGerman owned lines by U. 8., South American, or Joint
0. 8.,~South American cperations. Also all German personnel and equipment
ghounld be replaced with U. 8. personnel and equipment.

The suocess of such & program dependa both on the South Ameriean
nations taling more or less sotive steps sgaingt German Interests end on
our ability and willingness to provide the necessary equipment, perponnel,
end funds. Here, as in the entire Latin Amarlcen aviation program, we
bave a ghort term and & long term objeotive. The short term objective is
disposing of German owned (ss distinet from Cerman influenced) setivities
es rapldly as possible. The long term cbjsctive ls permanently replacing
German with U. B. influsnce in Latin American aviation affairs.

That Germany values her Latln Azerfican ties highly is evidenced
by the faoct that she gemt thres fraighters to South America this year
through the British blockads, st great risk. All thres carried airplanes
and ppare parts among othar produots. The suocese of this effort was
widely publieized and enhanced Oerman prestiges conelderably. It is there-
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fore avident that if cur program is to suocesd; we mist put forth an
equally strong effort with dispatch and declsion. We cennot allow our




IV TU. 8. MR TRANSPORT POLICY AS APPLIED TO LATIH AMERTOA
MONOPOLY OR COMPETITION

EAST POLICY

Prior to the passage of the Civil Aeronautica Act in 1938,
there wae no law which clearly et forth the policy of the United States
toward tha economic phase of air transportation. The carrlers operated
under the AMr Commerce Act of 1926 (sd=inistered by the Puresu of Alr
Commerce) which was primerily devoted to technical regulstion of cpera—
tions and prewmotion of eivil aviation. The only laws dealing directly
with the economic phass of eir transportation were ths various air mail
Aotes suthorising the Post Office Department to comtract for the carriage
of mail. As the Acta ware written in broad terma, the Postmsster Gensral
really controlied the economic development of the domestic and foredigm
elr transport companies by bhis pelicy of letting mall contrects and se—
lecting mail routes.

The first domestic air mail contracts were let* by competitive
bidding. Competition wes strictly limited and controlled by the Post-
gaster Qenaral but it nevertheless exieted among the several companies
operating the system. After the cancellation of mail contracts in 1534,

* luthorised by the Kelly Bill signed February 2, 1925,
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competition was intensifisd as a result of the reletting of contracts
after cutthroat competitive bidding. For a while rate wars, unsthical
advertising, and the other evils attendant on unregnlated competliticm
wore in evidence.

There is now direct competition on most of the heavily traveled
routes in ths United States and irdirect competiticm between terminale by
d_'l_i.l‘fmnt routes on many others.* There is no competition on the mpajority
;:r the light traffic routes. Cozpstition may be excessive in & few in-
ptances and inadequate in others tut on balance there im little question
that the competitive stimulus has been effective in producing rapld im-
frovezent of equipment and service - more rapld then could be reasonably
axpected under & monopoly. However, the cost to the government in suppert—
ing a number of companles has probably been greater, particularly in the
sarly stages, than 1t would have been had the entire system been cperated
by one organization.

The Forelgn Adr Mall Act of 1928 provided for competition on
foreign routes, requiring that contrects be let to the "lowsst responsible
bidder that m- satisfectorily perform the service”.®* Ap it was unlikely
that one company would be low bidder cn all routes, the poseibdlity of
more then one 1ine entering the foredgn field was at least implied. How—

¥ Throe lines compots Dotneen New York and Chlcogo nod two Detwean Hew

York and Washingten tut there 18 no competition between New York and

. Boston and San Frencisco and Los Angeles. Three major lines offer
transoontinental service to Los Angeles and San Francisco by differsnt
routes. The largest domestic compeny cperates 178 of total route mileas
and the five largest companies 65%. The remaining 35% are ocperated by
ezmell gozpanies.

## In contragt, the first domestic air mail Act merely sutherized the
Poptmaster General to let contracts for cerrying the mail without any
stipulation that there should be competitive bidding. This permitted
nogotinted contracta.
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over, a roview of the development of U, 5. sir transport abroad shows that
in practice it has been cur national policy to have our foreign air trans-
port oparations conducted ms & monopoly. When the Latin Awerican syetem
was established, bide were sought for the yariocus mall contracts in tech-
nical complisnce with the Act., However, by requiring that routes be put
in operation in & very short time and by other sometimes arbitrary inter-
pretations of the law, ths Postmaster Oensral go arranged matters that no
company except Pan Asmerlcan Alrways amd its unnniitu. Pan American-{race
Adrways, ever had s real opportunity to obtain & comtract. Blmilarly,
competition wae not epcouraged when the Pacific contract was let in 1935,

i Lrmepey Aet of 1938 - Rece
ompat elopsants ore Fie

Tha pappage of ths Civil Aeropautlce Aot in 1938 paved the way,
potentlally at least, for t-.ha development of competition in the foreign
field. Thie Act turned the economic regulation of mviation over to &
five-man Authority¥® and for the first-time clearly set forth government
policy towsrd alr transportation, both domestic and foreign. The Author-
ity was empowered to grant certificates of convenlence and necessity which
in effect gave the coarriers a franchiee for their routes end for the first
time provided a means of controlling excessive competition. Om the other
hand, the policy clause of the Act stated that "ocompetition to the extent
neceppary to assurs the sound development of an alr transportation system
properly adapted to the nesds of the foreign and domestic commeros of tha
United States, of tha Postal Sarvice and of the natlonal defensa" should
bs considered in tha publie intersst and In accord with the public con-

# How the Civil Aeronautics Board.
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venlence and necessity. Thies provislon certainly indicated that some
competition might be permitted in the foreign field and mince the snact-
ment of the law a ommber of companies have applied for route certificates
for operaticne abroad. :

In July, 1940 the Civil Aeronsutics Board awerded a certificate
of convenlence and necesslty to Americen Export Alrlines, Ino. for a
trans-Atlantic parvice in competition with Fan Americen. This decision
has been oullified for an indefinite peried of time by the refusal of the
Congress to appropriate funds for the cperation® on the grounds that ms
mthe foredgn sir mail wes on a subsidy basis, increasing the cost of the
operation without in any way incressing the revenue ..... 18 & doubling
up process on the Treasmuwy of the United Etates". This wae in spite of
the fact that the State Department, Navy Department, Maritime Commissdion,
and Civil Aercneutics Authority foreefully endoreed the appropriaticn.

American Export Airlines s elso amclous to enter the Latin
American fisld, Subject to the spprovel of the Civll Aeromsutics Board,
it has purcheazed TACA, a company operating approcimately 5,000 route miles
of local lines in Central America. It has elso applied for a route from
Wew Orleans to Guatemsls City which, if granted, would connect the TACA
system with the United Statem. TACA, In turn, has sought the right to
sxtend operations to the Canel Zone. BHesides attempting to bulld up a
pysten which would parallel that of Pan Aseriecan in Centrel Amerlcs,
American Export Alrlinss i interested in expanding to Scuth America. It

# In Dotober, 1940 the Appropristions Committes of the House refused te
appropriste the necessary funds (contedined in a Deficlency BEill),
Earlier this year the Senate Appropriations Commitiee endorsed the
necessary appropristions buot the proposal was agedin rejected.
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is rumcred that 4if its applications in Central America are approved, the
company will attempt to moquire other local airlines in South America and
sptablish an extensive system competitive with Fan American's on that
continent.

Pan American has sought to cosbat American Export Airlines’
aotivities in Central America by financing and equipping & new local op-
erator in Guatemale, who is said to be a close asscolete of the Cuatems-—
lan dictator. Thie operator has succeeded in having some of TACA's fran—
chises cancelled and i1t is reported that seversl unsavory incidente have
coourred, such am the "hijecking® of TACA'e freight by the new company.

Further competition in Latin Amarica ip threatensd by American

Airlines which hap applied for a certificate from EL Paso to Mexico Clty.

Waterman Steamahip Company has alpe applied for a Guatemala-New Orleans
certificats.

The United States 1s now in the position of encouraging active
coppatition in its domestic air transport system and cperating ite foreign
air transport system es a monopoly. Both syetems have been succesgful and
are more efficlently managed thon the comparable cperstions of other coun—
tries though cur lead in the foreign field is parhaps somewhat smaller
than in the domestioc.

As a result of current efforts of other companies to enter the
forelgn field, the question of monopoly or competition le now very much to
the fore. Thers is & clamer in government and aviation circles for the
setabliphwent of a definite policy in international alr transportation.

$3333311H
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Thie idea of & "definite” future policy is dangerous because of two fao—
tors which sust receive fundamental copsideration in all decisions ms to
alr transport polioy.

Alr transportation, as & well orgdnized industry; is little

more than ten years old. It is young and ite future course too

unpredictable to warrant freeszing ite future development by an
irrevoceble step.

The United Btates le in the midet of a great world erieis and

presant policy must be primarlly determined by existing inter-

national dengers.

We must therefore adopt a short term policy geared to the exi-
genciea of the near future but flexible enocugh to embrace the essentinls
of a long term poliey. The prineipal arguments for and against competi-
tion ere outlined below in the 1ight of theee basic conelderations and
with ppeciel reference to the Latin American eir transpert probles.

Argusents for Monopoly
Competition has worked go well in the domestle fleld that on

. the surface 1t would seem loglcel to extend 1t to the fmiFn'filld.

There are, however, important differences between the two types of astiv-
ity. The purpoBe of our forelgn airline operations 1 not; in the pres-
ent state of world conditlions, solely or even primarily sconomic. Our
foreign airlines are more than means of transportetion - they are imple-
pente of natiomel policy. Ae long as chaotic world conditions contime
all erguments for or ageinst monopoly must be conesidered in this light.
The two etrongest arguments for monopoly stem from the international

struggle and arei




Italy, Japan, England, and France all cperate thelr foreign airlines
through such monopolies.* Thess are the cozpanies with which Pan Ameri-

can must compete. It must be as large and powerful as poselble if it is
to combat them suocessfully. The forelgn air transport sarvice of tha
United States represents an investment on its part for the furtherance of
national interest and national defenss. It should have the full forom of
U. 8. diplommtic power behind it which would be imposeible if it were
split into eeversl different companies. Only a monopoly with worldwide
operations can have the same prestige as the govermment backed fereign
companies. This argument has & great deal of force, nobt only because of
the present crisis but alsc because the United States may be engaged in an
sacnomlc struggle with mildtaristic antions for world domination long after
the present war. It was & controlling factor in lesding Great Britainm to
abandon competition in forelgn eervice betwsen two privately owned compa-
nles for a slngle government menaged monopoly, British Overseans Alrways*y
whose sscurlties were guaranteed by the State. Alr Minister Fingnley Wood,
in advoosting this move, said in Parliement that "naticnal ends® could not
be attained by "privete companies which mist quite proparly have regard
for the interests of their shareholdera®.
i 1) tan the of ¢ on &n II: 8. com-

" by the gorernmenks Ta the oise of Bslend, the soptiel T st

by the public but is guarantesd by the government and the panagenent

ie appolnted by the govermment. In France, the capital is largely

privets and the management government dontrollsd.
## In April, 1940 this anmrbﬂthIlpﬂiﬂliﬂqrmﬂrﬂilh

g8 in their relati fore ta which embarras

the Upited States. This danger is & very real one, particularly under
presant conditions where it im of the utmost importance to maintain T. B.
prestige. The present controversy betwoen American Export Airlines and
Pan Amarican Adrwayse in Central America is an excellent example of the un—
pavory sguabbles that may develop. It has certainly redounded to the
disadvantage of our government as did previous controversies between NYREA
and Fan American in 1930-1931 when those companies were competing on the
papt const of South Amwerica, This type of controversy im almost inevitabls
in direct ocompetition on the same route. The danger of troubls would be
much less sericus under indirect competition or reglonsal monopoly and
would be particulerly unfortunate in Latin Americs where ons of the pri-
mary purposes of bullding ocur air transport system has been, and still is,
to Llnoreass the prestige of the United States.

The other arguments in favor of monopoly are primarily of an
gconomic nature end are intended to prove that monopoly in the forelgn
fiald is chespar then competition and, under proper government control,
equally sfficient. They era more applicables to the formulation of long
term policy as cost Lls not a primary censideration in the presant orisis.

i 8E aiva oY than competition.

Ao A _Opern the saza territor ngcessar d cate
some of the costs of the firat line and on very few routes is there encugh

traffic for mors than « A I¥) is chea to oper—

ate than several small companies because of the advantages of largs scalae

A
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Thers is a point, however, beyond which tha degres of cost reduction




diminishes and it is not necessary for one company to cover the world im

order to be sfficient. If competiticn is attempted however, it im im-
portant that the competitive units operate efficiently and be strong
encugh financially to ensure the development of new equipment.

Lowsr cost is not a controlling argument in faver of monopoly
by o powerful and waalthy country whose primary aim is the development of
the most effective and efficient air transport system posaible.

gre i no d of s . 8. fore r transport ba-

coming indolent or wasteful. Thers 18 active competition from the linss
of other nations and this, combined with the complets rogulation provided

or to be provided in the Civll Aeronautics Aet, assuras seonomleal and
afficient operation, Foreign competition 1s keen tut it 1= not as satle-

factory a stimilus to efficlency as competition from other U. 8. lines.
Becmuse of natlonal pride thers iz a tendency to undersstimats the value
of foreign operating standards and technigues which reduces thelr efficacy
as spura to improvement. For example, the cempetition betwean European
linea has not been perticularly effective in forcing them to lmprove their

services.*®

Even 1f forelgn competition forces an American momopoly to im-
prove lts sirplanes, L1t does not result in the mozt produstive type of

# The supsriority of Pan American's de—lcing equipment was not appre—
elated by Imperlal until they hed a fatel sccldent on their Bermnda
pervice desplte the fact that the two lines wers cperating in direct
cozpetition. WNatlonal loyalties have alse influenced the flow of
traffic in Burops. In 1935-1936 Britlsh subjects rode happily in
Imperial Alrways' 8-year old 105 m.p.h. Handley-Page Hanndbals in
preferense to KIM's 170 m.p.h. Douglas D0-28. It ia queationable,
howaver, whether the travel patronege of T. 8. oltizens would be in-
flusnced as much by national loyaltiss. In prewar days they flocked
+o the faster and mors lwourious Eurcopsan steamships at the expense of
our own lines.
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compstition between U. 5. equipment manufastureras. A monopoly 1 likely
to buy only ¢ne model of a glven typs of ship at a time. Thus only one
manufacturer is given an opportunity to desonstrate his product. MNore-
over, the repearch and development of foreign menufecturers in producing
superior ailrplanes is not available to the United States. Finally,
foreign competition 1s of 1imited valus as a yardstick of efficlency to
a government regulatory body because the policies and cperating etandards
of other nations differ greatly.

Tha pressnce of forelgn competition and government regulation
gombined do not in themselves ensure maximm officlency ln the operatiom
of n U. 8. monopoly. They do not provide the same stimulus to lmproved
sarvice and reduced costs that ars furnished by competition between U. S.
companisa, Nevertheless, they do provide some stimslun and strengthen
the ergument for monopoly Af it appears in the national intersst or for
other reasona.

Arguments for Competition

Compotition in eir transportation may be direct or indirect and
it is even possible to secure some of the advantages of compstitlon through
the eatablishsent of reglonal monopoliss. To be economlcally sound, direch
compatition on the same route, particularly in & subsidized industry, must
ba limitsd to thoss routes having enough potential traffic to support both
gompanies. Except for the nm; Atlantic thars ars relatively few routes
in the forelgn flald where the traffle potentials are cleerly great encugh
to justify two U, 8. airlines. Indirect competition to the same termini,
or at least to the same area by differsnt routes, which is the most common

form of compatition in the domestic eirline eystem, is possitle in some
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omess. As an exasple, two airlines, completely independent of each other,
could each operats a routs (East Ooast or West Coast) betwesn the United
States and Busnos Adres.

The principal argumsnts for compatition are as follows:

[ D8

fields of soti ¥ omaatic fia

The United States is probably going to make great sasrifices to uphold its
philosophy of 1ifs in the world. We should thersfors not abandon the
basle principle of competition in any fisld mnless there are very good ar—
gumants for doing so. Moreover the operation of the domestic alrlina BYB=
te= by & mmber of companies and dirsot mnd indirect competition on & mum-
bar of its routes has proved a successful policy. It im perhaps the
greatest single reason for our preeminence in air transportation tech-
ol qus,

This argument in itself ahould be conclusive unless thers is
clear svidence that in holding to competition we endanger our national
position in world affairm.

c tlon is tha most aff hi-d uf to bet arvia

and lower operating costs, When ons company installs new equipment, {m-
proves 1ts sdvertising or introduces a new standard of service, its
competitor 1 virtually forced to do something about it reasonably soon,
The adwonitions of a government regulatory body can foroe the eorreation
of cutragecusly bad service tut they cannct provide the constant stimulus
for improvement which competition furnishes. Nedthar is the profit mo-
tive an adequate stimilus, . Thers ere wrually good resscns as to why a
new techniqus or nnin-ymtﬁpmimntuudifth.qmu

CRURLLRLRERRE s s isiddaaaase

doing fairly well the burden of proof im on those who wish to change tha
status quo. 1

This argumsnt is certainly sound and is borms cut by ths bens-
fieial affect of compstition in improving the equipment® and service of
the domestlc lines. New typeas of alrplanes and isportant lsprovements
guch as soundproofing and slesper services have beesn introduced much ear—
liar than they would have besn under momopoly.

Tha foreign field is so leacrge that more than one compsny ia
peceppary to handle it efficdently, While not basically an argumsnt for

the competitive prinoiple, the argument that an enterprise can becoms too
blg for efficient mansgement is a popular ona at the moment. The posaible
evils of unlimited expansion are likely to prove dangsrous in the early
ptages of & new trensportation industry where thers la a constant tempta-
tion to anter new fislds without properly consolidating and developing
exinting properties. Thers im no doubt, for exasmple, that Pan American
would have given more attention to its Latin American servics in 1934-1939
1f it had not been engaged in cpening its Alaskan, Paclflc, Chinsss, and
Atlantio services., The Cadman Committes was mr;ﬂ. by those considerations
when it recommended that British Alrways rather than Imperiasl should be

# (ompetition hap foroed the domestic system to be extremely progreasive
in egquipment development. In 1933, for example, United Alr Lines in-
stallsd 150 m.p.h. Boeing 247s. Less than s ysar later THA introdused
170 m.p.h. Douglas DO-2Zo. Im 1935 only two years after TWA had equipped
with DC-28 American Adirlines introduced the 180 m.p.h. Douglas D0-3s
and all 1linss were amcious to purchass this plans. TWA introduced four-
enginsd 200 m.p.h. Boeing 3078 in 1940 and the other lines are now at-
tempting to meet this competition. A mopopoly would not have introduced
new typss as rapidly. The changss in equipment have been expensive from
the near term standpoint but they have grea improved masrvice to the
public. As eash new type attracted more and reduced costs they
have in the long rin reduced the dependence of the system on
pubsidy mora rapldly than would otharwiss have been the cass.
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permitted to operate the British Scuth American sarvice "to avedd over-
burdening® Imperial.

c n B a8 tory task of Byet-chid
providing a yardstick for regulatory decisions. If thers 1s only one

U. 5. lins, it is almost impossible for the regulatory agency to tell
whether ite operation represents meximum efficlency and whether govern—
mont ald is at the proper level. Forelgn competition dosa not provide an

adesquate yardstiock becausa of the differences In standards and national

policies. '
o mora ive in the ba tha 1
run it hastens rather than delays self-pupport, In the sarly stages of

development of a subsidized industry competition is more expensive than
momopoly for in effect the government is subslidizing two deficits instead
of one. However, the advocates of competitlon argue that, provided
enough potential traffiec is avallable, 1t reduses the ultimste coat to
the government by encouraging each lins to lmprove equipment, intensify
trafflo solicitation and reduce costs, thus haptening the day on which it
will become independent of subaidy.

Competition can, of gourse, be carried to excess mas it wam in
certain stages of ths development of the domestic system whon the paral-
leling of routes, rate wars, and unsthical advertising campaigna threat—
enad to do gparlous damage.

Tha Civil Asronsutice Act has eliminated the danger of such un-
sconomio compatition by providing for adequate control over the establish-
mont of new routes and other mstivities. To make it a complete Eafaguard
it should be amended to provide control over adequacy of service and pas—

]
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panger rates in foreign air transportation.
Argusents for Regional Menopoly

The problem of establishing really effective competition betwesn
U« 8+ airlines in the foreign fleld 12 complicated by the relatively few
areas whers thers is snough readily available traffic to make competition,
elthar direct or indirect, Jjustifiable in ths pressnt state of the art.
The opponents of complete monopoly argue, however, that this should not
force the Unitad States to abanden all hope of retaining soms of the ad-
vantages of the competitive prinoipla. They offer as a solution the crea-
tion of "reglonsl® monopoliss whereby ons comparny would, for exaspls,
operate the Pagific pervice, mnother the Atlantlc parvice, and a third the
Latin Amarican system. Thie i1s the policy which has besn adopted for our
rubsldized merchant marins.

There are four principal argusents for reglonal moncpoly:

Reglonal momopoly, though it does not provide as active a atimsu-

1ns for improving service am direct or indirect competitlom,

doas provide a standard of comparison which is of real valus to

a regulatory body. It alsc encourages wide sxperimentation in

equipment and operating techniques.

It i= cheapar to the government than competitioh ap thers iam

lese duplisation of costs.

As the companiss operate in different areas, it greatly reduces

thes danger of competition for diplomstic favors.

If properly planned, it limits the system entrusted to any

gingle company to a reasonable mize and eliminates the danger

of management being spread too thin. It is argued that a world-
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wide system is too big for any one oompany to operate.
Arguments against Reglonal Monopoly

The principal argument used against reglomal monopoly by the
advocates of momopoly is that it has been trisd by England, Germany, and
France but abandoned after the reglonal companies failed in competition
with cther nations. This contention 1s not strictly scourate as will be
sean from the following cutline of tha forelgn air tranaportation policy
of these leading nationa.

It is true that all the aountries in question began thair air
transport activitiea after the World War with a smltiplicity of privately
ownad companies® and later (1924-1926) consolidated them into menopolies,
which in most cassp were govermment controlled. However, dus to high
costs and low traffie, the economic position of air transportation was
g0 different from what it 1s today and the Eurcpean countries were so pra—
disposed to monopoly becauss of thedr long standing state controlled trans—
port and commmications systems, that these decilsions of fifteen years ago
have 1ittle wvalus as precedents for us today. EBurcpsan poliey in more
more recent times is worthy of examination, howaver.

England. TImperial Adrways (founded in 1924), the British na-
tional company®®, wee privately ownsd but had thres government dirsctors

# In 1923 thera were . companies in England, 11 in Franoe, and 20 or more
in Germamy. From 1922-1924 the British ssgregated the activitias of
their lines into zones, one line running from London to Parls, one to
Brussels, and one to Amsterdam and Berlin. However, air transportation
in those days was barely out of the experimental stage and this experi-
sent in reglonal scnopoly has 1ittle application under present condi-
tiona.

#% The British have, like oursslves, encouraged competition in their do—
mestic system but domestic alr transportation in England is a miner
matter because of the smll alse of thes country.

-

-
[ d
L
—
-—
i
—
i
-
G
G
-
b
S

-169-

on its Board., Well run at first, it lapsed into serious inefficlency im
tha middle 1930's. At that time British Adrways, a emell wnsubsidized
company, had an aextensive, well run competitive service in Europs and
there was a strong feeling in Parliamentary circles that further competi-
tion should be encouraged.

Partly as & result of this Parliamentary cutery, the Cadman Com—
mittee was appointed in 1938 to inquire into:the state of British air
traneportation and to recomsend a future policy. The Committes recommanded
against direct competition betwsen Btlrimh subsldized companies on any oos
routs tut stated that Isperial AMrways was overburdensd with the task of
operanting the entire British overseas alr trensport system. It endorsed
the previcus decision of the Alr Ministry that British Alrweys, a small
and hitherto unsubeidized company, comtimus to operate the Eurcopean mer-
vices mnd ba antrusted with tha mkﬂfwl sarvice to Socuth Amari-
o8, Although the valus of the competitive stimilus in such an argument
was not stressed, the recommendation was an epndorgement of regional monop—
oly.

The govern=ment almost immediately (November, 1938) rejected the
recomsendations of the Cadman Committes and in Aprdl, 1940 formed a single
govarnment company, British Overscas Alrways®, to take over Eritish Alr-
ways ond Imperial Adrways end carry out all British air transport activi-
tiss overseas. The entire Board of this company ip appointed by the
Seoretary of State and its securitlies are guaranteed by the State both as

to principel and Interost.

# Probably due to the government's dsclsion to form this new company
British Airways never inaugurated its South Amerlcan service altheugh
extansiva purveys of the route were mads in 1938-1939.
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The argusents sdvenced in favor of thim new type of organisza-
tion did not include criticism of the funotioning of reglonel momopoly
which in faet had never come into full cperation. They were rather ar-
guzents againgt any kind of privets cperation inm the foreign air trans-
port field., In Justifying the policy, Alr Minister Sir Kingeley Wood
said, "OUnder the new corporetion national intereste and national advance
would come first." This and a "farsighted long range policy®™ in trans-
port plans produstion could mot be atteined "in the face of heavily sub-
eldized competition from national airlines of other countries™ as long as
the British syetem wes opernted by private coppanics. Privete compenies
must fquite properly have regard for the primery intersste of thelr stook-
holderen®, and eould cnly obtain capital at a high rate of return which
would incresse the ultirmate cost to the Stete. If Eritish national inter-
ests were to be furthered most effectively the pretense of commercisl
operation had to be abandoned and the system smade practlically an arm of
the State.

It was gleo argued that the new smonopoly did not represent an
abandonment of competition ms thers nevar hed been dirvect competition be- *
tween Imperial and British Arways and ample competitive stimmlus n.a.. pro=—
vided by the national companies of other nations.

It is cleaxr that England has never glven reglonal monopoly a
thorough trisl in modern times although she was tempted to do so by the
inefficlency of her privately managed momopoly. Elr. recent edoption of
& state monopely has been motivated by the fact thet foredgn air transport

* Quotatlon fro= Parlimmentary Debate on the British Oversess Arwaye Aot,
July 11, 1939,
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development under present conditions im more a weapon of national policy
than & commeroiel enterprise. I

France, The French, on the other hand, did institute & full-
fledged reglonel schems in the sarly 1920's with Latecosre ocpareting to
South Americs, Adr Orlent to Indo-LChina, and Adr Unlon in Europe. Those
companies, snd particularly Latecoere, failed in competition with the
national airlines of other nations but as they were extravegantly and even
fraudulently mansged it is difficult to attribute their failure primarily
to the faot that they were reglonal, In 1933-1934 the French government
merged the three regional lines into & single systez celled "Alr France"™®
which weg one—third omned by the State ond whose entire Board was State
eppointed. Thie company, which ceased operations with the collapee of
France, was somewhat better mensged than 1ts prodecessors but was still
the least efficient of the major Furopesn sirlinss. Wenopoly was not a
cure for ita troubles.

Germary. In 1926 Cermany combired her many smell locel lines
into Deutsche Luft Henes, & government omed and managed mencpely. This
ie the most progressive airline in E;n'opo and ono of the moat progressive
in the world - sptrong evidence that a government monopoly need not be
technically backward - end in view of the current Cerman philosophy of
state ownership, it i inconceivable that Gerseny will agein adopt com—
petition, reglonal er otherwiee. It 1s of interest, bowever, that the
suocesaful Oerman expansion in Scuth Awerics was carrled out by ssveral
emall German sponscred compinies rather than directly by Luft Hansa itself,

% jlir France was not & conplete monopoly. Chargeurs Reunis cperated a
soall line oo the west comst of Afries and Alr Afrigue cperated an

extensive network in central Africa.
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indieating that the prestige of a great worldwide system 18 not always
necepeary for suocessful competition abroad.

Except for the brisf Emgligh flirtation with competition in
1937-1938 all important Furopean pations® have operated thelr forelgn air-
linee es national monopolies since 1933. This certaeinly indicates & be—
lief that this ig the best form of organization. It should be noted, how-
ever, that their background of state ownership of railrceds end commmice-
ticns facilities predisposes Europeans to this type of artmiutl.in.rn.

France is the only country to have given reglopal monopoly & serious trisl

and her failure was probably due s soch to corruption and inefficiency
ag to the inherent defects in the type of orgenization.

Another argusent advanced against reglonnl monopely (as distinct
from the generel arguments ageinst the principle of competition iteelf)
aside from Europenn axperience, is that with modern long range, high speed
equipment there is every likelihood that the reglonal zones will overlap.
Fith elrplanss that can spen the Atlentle in twelve houre no company will
be satiefied with the slze of its zone and will wish to penetrate that of
ite competitors. Thim possibility existe but if government regulation ie
adequate and if the mumber of gzomes 18 kept amall, the danger 1s reduced

to the vanisghing point.

CONCLUSTORS

Hone of theee arguments are clearcut for there are many adven—
tages inherent in competition end many in menopoly. HNevertheless, it is

¥ The s=all Burcpean countries (Holland, Belgium, Folend, etc.) have
also operated thelr transport syestems ma natlonal monopolies.
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poeeible to draw certeln gensral conclusions and to translate them into
specific terms as far as cur Latin American eir transport cperations are
aonearned.

Benaral

The world 1s now confronted with a war which say last for years
and the results of which no one ocan foreges, At least as long as the
preseot crisis laste, every effort should be mede to avold destructive
dispates betwsen U. 8. carriers in Latin American serviee. BSuch disputes
tend to generate contempt for the United Btates in &1l Latin American
countries. They greatly complicate the task of the Department of State,
making 1t impossible to exert the full force of cur diplomacy. To prevent
puch unfortunates occurrences no U, 8. carrler should be glven fimancial or
diplomatie support to establish service in & country where ancther T. 8.
earrier is already opersting umless it can be shown that the new pervice
w11l be supplesentary to, or at least nom-competitive with, exleting U. 8.
parvices. Mo line should be glven & certificats to provide such service
or to provide service already being adequately rendered by another T. 5.
carrier.

Tha type of interpationsl structure establipghed after the peace
will inevitably have a controlling effect om cur forelgn elr transport
policy tut wmleas there ere redical changes in world philesephy (such
a5 would result from a German victory), we should give moricus considera-
tion mt that time to extending competition. The eventual sstablishment
of competitive stapdards of service without direct duplicetion or cut—
throat competition is desirable. There are few routes in Latin dmerica
which will mupport two companies at present and the end in view might best

T o T € O L 0 e T f‘hj;;;T'Q:;&_'ﬂg;WMj :
Fo— —~ L -




~1Ti~

be mchieved by completely segregeting the Latin American air transporta-
tion system into two bamic trunk lines, sach with its connecting feeders.
One could operats from Misel to Buenos Aires via the east comst and the

other from Brownsvills, Texms, to Busnos Alres via Oentral America and

the west coast.

The baslc reason for recosmending such extension of competition
ip that the puccess of air transportation for many years to come will de-
pend on the rate of its technical progress. Competition is the wont ef-
fective method of mccelerating technicel adwences and improvements in
service, It has achisved this result in the domestic field and will do
the pama in the foreign field.

If intelligantly planned and controlled, ccmpetition mhould be
little more expensive to the government than monopoly. It might sotually
be cheaper over the long mum. Adherence to the following principles will
enaure the avoldance of economically unmound competitions

The competing unite should be sufficiently strong financislly

to ensure the developsent of equipment and to avold sapping

ths strength and lowering the prestigs of U. 8. edr transporta-
tion.

Direct competition brt.nun.m 8, linee in Latin America

should not be permitted except om the few routas whars thare

ie smple troaffic and where the relations of the United States

with the countries traversed are such that there would be o

possibility of endangering cur pational prestige. Direct com—

petition could be justified on the heavy traffiec route between

Mew York and London, for example, while 1t would be indefensi-

POIIIIINIAA43444 3843347395481

ble in certein parts of Eouth America whare total traffic is
light and diplomatic relations delicate,
Indirect competition betwsen the same termind or aress but by

different routes should be used as & substitute for direct

competition when the latter is pot fessible.

If it proves impracticable to establish sufficient direct and

indirect competition to secure the full wvalus of competitive

etimiue, conslderation ghould be given to astablishing a very

limited nmuzber of reglonal monopolies.
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long term problem in each of the major fields coversd and thet thers
must, thersfore, be a short term and a long term policy in each case.
The ghert term mpproach must take into seccount the sterm reali—
Ty that we are involved in & world orisis of titanie propartions and that
Latin Americe and partlcularly its air transportation are sssentisl ele-
ments in our pationsl defense., The way in which we combat German influ-
ences, the methods for and degree of improvement of intermatienal and La:. i

eal services, and our choles of competition or monopoly must all be gon-
trolled by this overwhelming reality. We must fight force with force; we
cannot abide by the niceties of mound business practice and conventional
eccnomice if by doing so we impede our national defenss.

Dur longer term program which will coms into sffsct after the
war can be approached in a mors deliberate, though not in a laisurely,
faghion. It must be bmsed asm far an possible on mound soonomic prineiples

!
L o 4]

Toe purpose of this report has besn more to explors the fisld
and throw the major proble=s into relisf than to make specific racommds-
dations. Hevertheless, our examinatien has insvitably produced soms spe—
eific suggestions and it sesns wall to pumsarize thee here.

GENERAL
- Tha entirs approach of tha United States to Latin Americen avi-
h ation policy must be based on the feot that there is = ghort term and a
F - II

and on the very resl community of intarssts betwesn ocurselves and Latin
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America in aviation matters. It must be broad in scops bescauss of the
size of the area involwed and the importance ef the commerclal and polit-

ical stakes to be won.

INTERNATTONAL SERVICES

Our own air transport operations in Latin America are distinct-
1y superior to thes Garman and Latin American services with which they com—
pete from the standpoint of apesd, schedule frequency, safety, and the
quality of servioe. However, their farep ara considerably higher in pomas
cases. (o all counts owr services are at leest me good as any comparable
long diptanca eervica operated by Europsan companies bafors ths war. Thay
are, howaver, distinctly inferior to the best U. 3. domsstlc services in
all thess respects. Thelr inferlority camnot be attributed wholly teo the
difficulty of operating in forelgn countries with limited airports and air-
way facilitien.

They can and ghould be improved in certain important respects.
Fortunately most of tha ismedintely necessary improvemsnts hawve wlready
baen propossd by Pan Americsan end ecan ba put into effect in the near fu-
turs.

Short Term

Copacity of Service. The capacity of the mervice 1s inadequate
for present traffiec and should be incressed as load factors have avernged
B0E-50% in recent menths on several important sections. An increass of
57% in sent miles flewn has been proposed by Pan Amsrican and priorities
have bssn granted on the necemsary airplanes. It is difficult to deter—

mina the degree of increase required on spescific routes but mors services

A7~

is certainly necessary. A heavy increass is desirable if stimmiation of
traffic between the American republics is our ohjective. As surfuce
traffic between the United States and Latin America is approximately ten
times eir traffic, ample potential business is available.

Fares. Fares are high in relation to surface rates (40%-50%
above first class steamship fares) and should be lowered. Pan American
has proposed to the Clvll Aeronautics Bosrd an aversge redustion of about
10%, which nppears most deairable. To explors the affect of fare reduc-
tions on revenuss, experiments should be made with aven lower fares to
encourage 4 wider use of the service by lLatin Americans.

High Epeed Four-Fngined Jerviee. The present service i1s largely

flown with 21-passenger twin-sngined D0—3s and flying is confined to day-
light hours. This is an obsolascent type of sguipment for really long
distance routes. Contlnuous night and day service with four-engined high
speed alrplansa is desirable from the commarcisl and military standpoint
and should be insugurated as scon as possible. Such airplanes are undesr
develipment and whether they ere in operation or not in 1942-19.3 dapands
primarily on the judgment of our military services. By cutting the pres-
ent Hew York-Buenos Alres time by two-thirds such service will have a pro-
found effeact on inter-American relationa.

Adirport and Adrway Facilities. Present airport and airway fa-
cilitiss are inadequate for night and day service with modern four-engined
airoraft. They should ba improved not only in ptrategic areas tut through-
gut our trunk line network.

Long Term
Monopoly or Gompetition., The baginning of competition betwssn
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U. 8. companies in Latin America has already produced unsavory quarrels
damaging to the prestige of the United States. There should be no change
in our present monopolistic etrucoture in that ares until the pressnt ori-

ple 1a past,
If the world returns to & more or less sound basis after the

war, serlious consideration ehould be given to the introduction of 1imited
competition between U. 8, companies in Latin America, preferably on & re—
glopal basls.

LOCAL SERVICES
Contrary to gensral belief the United States conbrols over ons—

half the local service in Latin Ameriea, local companies cperate one-
quarter, and German companies one-fifth of the route milsage. Oerman in-
fluence, however, ie strong in several of the South American owned linas.
Cur attemptes to elimimate this influence will bring ue in close gontact
with local Latin Americen eirlines.

Short Ternm

EProvidipg U, 8. Equipment to Toosl Afrlines. A strong Latin
Amarican cvmed and mansged elr transport -iu!\iatq is the best protection
againet European avistion pemeatration. We should endeaver to tuild such
an industry. Oupplying U. 8. equipment and persomnel to bona fide Latin
Amerigan alrlines on a favorable basle,can be one of the most effective
forme of ald. The amount of equipment nesded would be emall for there are

only 35 malti-engined Gersan airplanss in Latin America.* If we are to

# In addition tha locally owned Latin Americon airlines operate 27 multi-
ongined airplanes of varying ages, mostly of U. 8. manufacturs.
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H‘t‘dnthlﬂlp-utnfhmlmium,lulmﬂwwfmﬁn
should be on & business-1ike basis, huttmttuhqcnwﬂmhr
lavieh financial mid would be umwise.

U. 8. Teohnical Personnel. U. 5. technical parsonnel should be
supplisd with 7. 8. ﬂﬂmhmiﬂmtrmunnﬂhmm
persommal in safe operation.

; of onf. In the
Wu#mu.ﬂ.mﬂdﬂammtth@tmmhﬂ-hmﬂ-
tute U. 8. operstions for those in which Latin Americans have an important
interest unless cooperation in eliminating the German influences is re-
fused.

Loog Term
Joint U, 8.-Latin Awerican Ownership. One of the most effective

ways of ensuring Latin American-U, 8. cooperation in air transport matters
is through Joint ownership of companies. A sound errangesent should be
worked out whereby Latin Aserican governmenta erd rrivate local capital
can soguire an interest in losal l4nes {euch as Mexlcana and Pamair do
Brasil) which are 1008 U. 8. owned. Contrasts for the purchase of stock
nna:hdingmhwumiudnfm{mhuthth‘bnm!ml-ﬂ-
cen and the Colombian govermment in the gape of AVIANCA) would be & desir-
able method.

Future Expansion of Loonl Service. Many Latin American eoun-
tries have inadequate local mervice at present. Extension of freight and
passenger gervice to remote reglons can be effsctive ino improving the sco—
romie and social position of individusl eoumtries and strongthening Latin
American solidarity. lrt-rth-m,nhmuphmip-ntmdpnlml
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uuh-m,mmmmmmwmwmmuu;
mmmm-rwmpmmmwmm.

Development of Speoial Types of Airoraft, Types of airoraft
mtminpmﬁmﬂmdﬂhmnmytmuﬂhiuntdmmwh-
cal service, thhumnuhnphin—mgindtmpo‘rtaf
moderate size and a large freight ship with a low ton-mile operating cost.
Armmumu.s.d:ummlhnbhtodmt-uthdrattmtdmtn
such projects. sy

German owned and influenced sperstions cover some 15,000 route
miles url'bw;tﬂjo.tthnh‘mmdlminamthlmriu. They op—
srate only 31 multd-angined airplanes practically all of which are obag-
lescent and do not constitute m sericus immedinte military mensce. How-
aver, they are affective propagandn-sprending instruments and would aon-
atitute u grave military and politionl threat fo the United States should
Germany win the war. Under such conditions thelr facilities would be ex—
panded to the point where they would become of renl military use. The
early elimination of German influensa is therefore essential,

Specific recommendaticns as to o program te schieve this and
are szbodled in & confidentisl memorandum not incorperated in this report
but it is possible to make & faw general recommendations hare,
Equipment and Parsonnel

Equipment and personnel should be made avallabls immediately for
the antd-Axis program. mmtmﬂdumhmuhm
only 35 milti-engined German airplanes in South America (including German

183

airplanes omned by cther than German and German influenced lines).
Immediate Aotion Necessary '

The importance which Oermany places on retaining her position
ip ovident from ﬂu fact that, despite her gigentic military operations,
nh-hl.uuﬂ;tth-nmightwt through the British blockade to South Ameri-
¢a each of which carried eirplanes and parts. In combatting German owned
alrlines (as distinet from Germen influsnced lines) we are not competing
with & rival businese firm but are warring against a politico-military arm
of the German government in a fisld which it considers of vital signifi-
cance. Wo must act with as much force and dispateh sp if we wore defend—
ing the United States from military attack,
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COUNCIL OF NATIONAL DEFENSE

COORDINATOR OF COMMERCIAL AND CULTURAL RELATIONS
BETWEEN THE AMERICAN REPUBLICS

MMERCE DEPARTMENT BUILDING

WASHINGTON, D. C. JUl:f 31, 1941
Ve el e HOySE
f
O Ao 2919 MM
RECEIVED

Dear Mr. Presgident:

Thank you for your memorandum of
July 1lth calling our attention to the fact
that William MecKinnon has the American and
South Americen rights to distribute a cure
for hoof and mouth disease.

We had already received some corres-
pondence on the matter and are investigating
1t in cooperation with officers of the Depart-
ment of State and the Department of Agriculture.
If action on our part seems warranted, I shall
not fail to inform you of it?

Sipcerely,

Nelson A. Rockefeller

The President
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THE WHITE HOUSE
WASHINGTON

July 11, 1941

NENORANDUN FOR
HON. NELSON ROCKEFELLER

I get the following confidential
information:

*Taformant says that ¥William
¥oXinnon has the American and South
American rights to distribute a oure
for hoof-a uth disease. This
ocure is a discovery of Charles Helm
(Swiss Jew) and its effioacy has al-
ready been demonstrated in Franoe.
MoKinnon expeots to make money from
the distribution of this antidote
but suggested 1t might be offered
to Argentina and Brazil as proof of
this eountry's good neighbor polioy.
He is trying to contaot the Nelson
Roockefeller outfit with this idea.
HoKinnon is believed to be a reliable
man, vouched for by MasDonald of
U. 8. Steel."

Will you look into it and 1if

there is anything to do, go ahead
and investigate?

"I n# n.



JOHN FRANKLIN CARTER
{(Jay Franklin)
12io NATIONAL PRESS BUILDING
WASHINGTON, D. C.
"We, the Pecple”

"The Week in Washington” Metropolitan 4112

Metropoliten 4113
July 10, 1941.

MEMORANDUM ON INTERVIEW WITH WILLIAM McKINNON (Canadian subject)

RECENTLY RETURNED FROM OCCUPIED FRANCE,

LicKinnon can be located at Hotel Madison, New York City.

He reports much opposition to the leval-Petain policy in Brittany,
with a threat of civil war against the Vichy regime if collaboration
with Garmanyrlad to hostilitles against England.

Informant also says that McKinnon has the American and South

American rights to distribute a cure for hoof-and-mouth disease. This
cure is a discovery of Charles Heim (Swiss Jew) and its efficacy has al-
ready been demonstrated in France, McKinnon expects to make money from
the distribution of this antifiote but suggested it might be offered

to argentina and Brazll as proof of this cougtry's good neighbor policy.
He ‘is trying to contact the Nelson Rockefeller outfit with this idea.

<~ ] leKinnon is believed to be a reliable man, vouched for by liacDonald of

U.S.Steel,



McKinnon
Walker July 9, 1941,

Williem McKinnon, Cenadian | previously reported upon)
living temporarily at Hotel Medison, this city, called me forra
lengthy talk.

He said that he f2lt the recent removal of Sen. Gaston
duParc as Meyor of St. ialo, France, would beer closer study
and expressed the opinion thet it came &t the request of the
Nezi representatives in Vichy. He characterized duPsro as
8 genuine Frenchman with pro-British lesnings, and said that
duPare is a native Breton.,

He reported that in Brittany the Nezis withdraw small policing
forces at night, concentrating them into larger garrisons at
various points because the Bretons were killing off the small
detachments.

Incidentally, he mentioned that when Lavel tried to get
Marechel Petain to declare war on Englend sbout two months BEO
Brien@, also a native Breton, blocked the effort by declaring that
such action would resul in civil war in Frence and that he had
300,000 men who would fight to the death if & war declarstion was
mede by the Vichy regime, Petein mwevented the declaration
after Briand steged a parade of several hundred Frenchmen srmed
with mechine guns.

He also reported that the Bretons are constantly contecting
British Intelligence and turning in information about Nazi troop

movements.

Laval and Briand are constantly sgainet easch other with
the former completely under Nazi domination, for which he is being
well paid--in Nazi currencies -- one of the desls being the
Germasn purchase of the Havas News agencies which have a large coversge
in Bouth America as well as in Turope.

At this point in the interview the telephone interrupted
and the csell was from Sir Ashley Sparks secietary erranging for an
interview.

MicKinnon said that Albert , of Meximes in raris, is the go=-
between for ell dirty work against individuels as he takes the
money paid for such efforts and splits it with the Nezi Gestepo and
Army officers.

Separate report is made on suggestions of leKinnon regaerding
Prince Viehnu, brother of the Meharajs of Nepal, India.



	0001
	0002
	0003
	0004
	0005
	0006
	0007
	0008
	0009
	0010
	0011
	0012
	0013
	0014
	0015
	0016
	0017
	0018
	0019
	0020
	0021
	0022
	0023
	0024
	0025
	0026
	0027
	0028
	0029
	0030
	0031
	0032
	0033
	0034
	0035
	0036
	0037
	0038
	0039
	0040
	0041
	0042
	0043
	0044
	0045
	0046
	0047
	0048
	0049
	0050
	0051
	0052
	0053
	0054
	0055
	0056
	0057
	0058
	0059
	0060
	0061
	0062
	0063
	0064
	0065
	0066
	0067
	0068
	0069
	0070
	0071
	0072
	0073
	0074
	0075
	0076
	0077
	0078
	0079
	0080
	0081
	0082
	0083
	0084
	0085
	0086
	0087
	0088
	0089
	0090
	0091
	0092
	0093
	0094
	0095
	0096
	0097
	0098
	0099
	0100
	0101
	0102
	0103
	0104
	0105
	0106
	0107
	0108
	0109
	0110
	0111
	0112
	0113
	0114
	0115
	0116
	0117
	0118
	0119
	0120
	0121
	0122
	0123
	0124
	0125
	0126
	0127

