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Varney Air Transport
1934-1937

A Doubtful Start

1
:as born, but that it was ever born at al. For an arline
tosurvive, it should posse: d

et
allfour counts, the litle airline which started service on
July 15, 1934, tolink Colorado with western Texas did not
‘measure up too w

ines, Inc. (South-
western Division) — for this was the impressive title of

detirmiied tsvidial Wt S ahagp indy made a good

dynamic personalt.

Walter T. Varney

Varney was aman of ideas, and a man of action, typical of

largely responsible for the creation of a United States

Continental when — was
what is sometimes known as a shoe-string outfit. There
were four pilots, Avery Black, Jess

and Louis H. Mueller, who supplied the money.

‘The airine’s survival in those early days owed much to
Louis H. Mueller, whose keen business sense acted as a
brake and throttle control upon the effervescent Varney,
who was prepared to charge off on speculative ventures
atthe drop of a hat, and frequently did. Mueller, a small,

on new, though not necessarily wild schemes.

services, including a ferry service acros
Bay. s i he early Twens when the Urited
States was uncertain as to what use would be made of
surplus warplanes. Varney himself had learned to fly in
the Army at the end of World War I, and his check-out
pilot had been none other than Louis Mueller, an early
relationship which was later to mature into a powerful
business partnership.



Walter Varney was one of those visionary aviators who
foresaw a future for the airplane as a commercial trans
port vehicle. He came close to becoming one of the great
legendary figures of aviation, bul he never quite settled
down to one project for along enough period to become
established. The nearest he got to attaining steady
respectability was when, early in 1926, he founded Var-
ney Air Lines. This was in direct response to the provi-
sions of the Contract Air Mail Acl, passed on February 2,
1925, for the specific purpose of transferring the task of
carrying United States air mail from the post office to
independent air carriers, who were invited to bid for
contracts covering designated intercity routes.

Varney Air Lines won the contract to carry the air mail
between Elko, Nevada, and Pasco, Washington, and
began permanent service on June 6, 1926, after a false
start three months earlier The choice of this pair of
points, at first glance of nealigible traffic potential, was
typical of Varney's lively imagination. He discerned that
the establishment of a northern transcantinental route
through the Dakotas and Montana, to reach the Pacific
Northwest (and thence to Alaska) was still many years
away; and that the logical connection from the east to
Seatile, Portland, and Puget Sound would be by a branch
line from the already-established air mail route linking
Chicago with San Francisco. In fact, Pasco was an
important junction for both the Northern Pacific and the
Union Pacific Railroads where they came face to face
with the Columbia River and diverged to serve Seattle
and Portland.

After changing the line's southern terminus in 1927 to
the more populous Salt Lake City, and extending it
northwards to Spokane and Seattle in 1929, Varney sold
the entire outfit to Boeing Air Transport, the largest
division of United Air Lines, in 1930. By this time, former
flight instructor, Louis Mueller, had become Varney’s
lawyer and right hand, and he was instrumental in raising
United’s bid for the route, whose strategic importance
was now realized, from one to two million dollars.

Varney used the money fto start another airline in
California, the Varney Air Service Ltd., also known as
Varney Speed Lines. He began llying from Alameda, on
San Francisco Bay, to Los Angeles in January 1932, on a

Avery J. Black was Varney's first chief
pilot and general manager,

Caile Maslie who Nssid Varnevil
1934, was his former check-out pilot, and Speed

1 hour 58 minute schedule, using the fast new Lockheed
Vegas, whose trim lines and aerodynamic efficiency had
demonstrated a clear improvement on the Swallows and
Stearmans which he had used on the air mail route in the
Northwest. The connection across the Bay to downtown
San Francisco was made by Varney Air Ferries, using
single-engined Sikorsky $-39 amphibians for the 6-
minute hop. With a flair for publicity, Varney offered a
dollar o each passenger for every minute that the San
Francisco-Los Angeles flight was late, a tribute both to
the Lockheed design and to the reliability of the single
Pratt & Whitney Wasp engine.

By 1933, however, he had abandoned the intra-
California service, and had ventured into the interna-
tional arena, seeking what appeared to be a great oppor
tunity to secure a lucrative air route between California
and Mexico. He negotiated an air mail contract with the
Mexican government, established connections with some
independent airlines in Mexico, and began service from
Los Angeles to Mexico City early in 1933, This too was to
be as short-lived as previous Varney enterprises, as he
fell victim to the predalory maneuvers of another large
airline corporation, Pan American Airways. Pan Am
coveted the California Mexico route, as a vital link in its
master plan, and in February 1935 Walter Varney sud-
denly found himself without a contract.

Walter F. Brown
and the Air Mail Scandal

The unpromising route from Denver to El Paso had
previously been a minor pawn in the complex game being
played with the air mail contracts during the 1930-1933
period. The United States was like a chess-board, with
the postmaster general, Walter Folger Brown, acting as
Grand Master on one side of the board, and the airlines
complying with the Grand Master’s game plan on the
other. Western Air Express had operated the Denver-El
Paso route, and when the air mail contracts were all
cancelled during the political upheaval accompanying
Brown’s ianominious departure from office in the fall of

Walter Varney, cofounder of Varney
s, learned to fly at the end of

and partner.

e Aen e vigoraus
‘promoter of air transport.




flight to Pueblo. He carried 100 letters, but no passengers.

1933, this was one of the few which actually changed
hands.

The creation of Varney Speed Lines as a north-south
operaior in the sparsely populated Rocky Mountainarea
could thus be attributed to politcial opportunism, or
mare accurately, private enterprise taking advantage of a
political opportunity, Without the Air Mail Scandal of
1933-34, when President Roosevelt abruptly cancelled all
air mail contracts on February 9, 1934, and then author-
ized Postmaster General James Farley to call for new
bids on April 20, 1934, the Southwestern Division of
Varney Speed Lines, later to become Continental Air-
lines, would never have existed.

Walter F. Brown had exercised his powers as post-
master general by awarding lucyative air mail contracts
to those companies which met his criteria for qualifica-
tion. In general, these latter appeared to be possessed
only by rich, powerful corporations such as United Air-
craft, the Aviation Corporation, and General Motors,
whose well-equipped aviation subsidiaries and asso-
ciates accounted for 91 percent of the U.S. domestic mail
in 1933, Brown manipulated the provisions of the Third
Amendment of the Air Mail Act (better known as the
McNary-Watres, or simply Watres Act), approved by
Congress on April 29, 1930, to fashion an air mail route

On July 15, 1934, Jass E. Hart was sworn n by El Paso postmaster, M. L. Burleson, to carry the mail. Hart then made Vamey Speed L

network which became the foundation of the system that
we know today. But to do so, he did mare than apply the
letter of the law. He circumuented its infent by a succes-
sion of route awards — for this is what the air mail
contracts amounted to — whose Machiavellian com
plexities led ta questions as to his integrily being asked in
high circles, especially when il was revealed that many of
the best contracts had been distributed under question
able circumstances after what became known as the
Spoils Conferences in Washington. The lion share had
all gone to Brown's favorite corparations, while the “little
guys” had often gone begging.

When the dust of a cangressional inquiry had settled,
with Brown banished to obscurity, the post office was
ready to go back to a new chess game, following tre-
mendous public pressure resulting from a sad interlude
during which the Army had carried the mail, and several
pilots had been killed in the process. Ironically, most of
the big contracts were reissued by the Democratic
administration to the former giants who had dominated
the industry during Republican days, but just a few,
consisting almost entirely of routes of low air mail traffic
potential — the crumbs from the master's table —
becarne available under a tightly scrutinized competitive
bidding process.



The First Route

And so Walter T. Varney, who provided the name and
the know-how, and Louis H. Mueller, who provided the
finance, made their bid for Route Number 29, one of the
minor items in the list of 32 routes designated by the
postmaster general when 45 airlines gathered together in
a room of the Post Office Department in Washington on
April 20, 1934. Tn terms of length, the 530-mile Pueblo-
El Paso route did not measure up to the extensive
awards to the Big Four — United, TW.A., American,
and Eastern; nor, for that matter, to others, exceeding
1,000 miles in length, awarded to Northwest, Delta, Han-
ford, or Long and Harmon; or even to those approaching
that distance, awarded to Braniff, General (Western),
Pacific Seaboard, or Wyoming Air Service. True, it was
not the shortest; but mast of the other short routes
included at least one large city in the contract.

In the context of Varney’s other ambitions, however,
the diminutive route linking Colorado’s second city,
Pueblo, with the fifth city of Texas, El Paso, had some
merit, with a deeper significance than might be perceived
at first sight. For El Paso was directly across the Rio
Grande from Ciudad Judrez, the northern terminus of
the central trunk route, sometimes known as the Aztec
Trail, leading directly to Mexico City, via several impor-
tant cities. Already possessing the Mexican mail contract
for the Mexico City-Los Angeles route, via the Pacific
Coast, Varney and Mueller perhaps had in mind the idea
of some link between the Southwestern Division of Var-
ney Speed Lines and his big route, possibly at first by a
link from El Paso/Judrez to Nogales.

In 1934, Varney had probably not realized the power of
Pan American in Mexico. The instrument chosen for the
developing foreign air routes by the resourceful and dic-
tatorial Walter F. Brown had been Pan American. Every
single U.S. foreign air mail contract, except those to
Canada, had been awarded to Pan Am or its associates;
and the chosen instrument policy was tacitly retained by
the Democrats even after the Air Mail Scandals. Pan
American had secured its position in Mexico in 1929 by
buying the largest Mexican airline, C.M.A. (now Mexi-
cana), and when Varney attempted to intrude inits terri-
tory, it moved quickly, exerting political pressure to with-
draw the latter’s Mexican mail contract. Additionally, Pan
American secured the central route between Ciudad
Judrez (andthereby El Paso) and Mexico City by setting
up a subsidiary, Aerovias Centrales (Central Airways);
although later, for obscure reasons, this was allowed to
pass to an airline formed by Gordon Barry, a friend of
Varney's who had sometimes hitched a ride to California
from his local operating base in Mazatlan.

Such strategic speculation was of little worth, how-
ever, when Varney Speed Lines (Southwestern Division),
with its base at Denver, began service between Denver
and El Paso on July 15, 1934. Mueller had judged that,
‘even without the mail contract north of Pueblo, a single-
plane service from the Colorado capital was essential to
attract passenger traffic. The fact that the first segment
of the mail route south of Denver was allocated to
another airline was a quaint survival of the old system.
Wyoming Air Service won the contract on a Cheyenne-
Pueblo route, with the important city of Denver anly an
en route stop; and it took a few years to straighten up this
awkward arrangement.

The little Lockheed Vega kicks up the dust on the gravel runway at Sante Fe, New Mexico.
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Varney operated from modest ground facilities. This was the airport at Puebla in 1935.
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Exhibit A. Varney Speed Lines timetable, July 15, 1934,



The first Varney air route was thus Denver-Pueblo-Las
Vegas (New Mexico)-Santa Fe-Albuquerque-El Paso,
carrying passengers, mail, and express, but restricted to
passengers and express only between Denver and
Pueblo, The aircraft selected for this operation was the
Lockheed Vega, capable of carrying six passengers; but
with space allocated for mail, each of the four Varney
planes had only four seats. The aircraft were by no
means the largest available, but they were matched to
the meager demand. At least, taking some liberties with
the exact truth (TW.A. had just introduced the Douglas
DC-2) the Lockheeds were advertised as “Ameticas
Fastest.”

The Vegas were almast the last of a generation of
single-engined aircraft which could be reasonably used
as airliners during the formative years of air Lransport in
the U.S. But “reasonably” is an inexact term. Today’s jet
passengers would not take too kindly to being served a
box lunch {from the cockpit) in a cardboard box, while
squeezed not too comiortably into the narrow cabin of
the Vega. Nor would today’s crews he tao happy aver the
idea of having lo wear fur-lined jackets lo keep warm or
of having to plug cracks in the cockpit with chewing gum
1o keep out the drafts.

In terms of mail traffic, which in 1934 was essential for
survival because it accounted for a substantial percen-
tage of the total revenue, Varney was reputed to be a
past master in devising ways of augmenting the revenue.
In the former days of Varney Air Lines, under the terms.
of the old Kelly Act, when mail payments were made
according to the weight carried, Varney staff were
reported 1o have been sending carefully wrapped bricks

to each other along the Elko-Pasco route. Now, on the
Pueblo-El Paso route, Varney promoted the air mail by
designing special Christmas cards which were calculated
to augment the mail receipts.

On September 1, 1934, Varney Speed Lines moved its
base from Denver to El Paso, and effective September
20, curtailed the northern terminus of the line to Pueblo,
with Wyoming Air Service providing an immediate con-
nection to Denver via Colorada Springs. No doubt this
move was precipitated by the sluggish passenger re-
sponse. Only nine people were carried during the first
two weeks, and competition from both the Wyoming Air
Service and the Santa Fe Railroad eliminated the need
for a third carrier. Al this time, aminor change appears to
have been made te the airline title, “Southwestern”
becoming “Southwest.” Alsa, the slogan “The Trail of
the Conguistadores,” accompanied by an attractive
insignia reflecting the theme, was adopted. Diminutive
Varney Speed Lines may not have received a very large
crumb from the postmaster general’s table; but it cer-
tainly tried to make the best out of the offering.

Varney Air Transport

Towards the end of 1934, Walter Varney spent most of
his time organizing, promoting, and trying to preserve
Lineas Adreas Occidentales (L.A.C.} which was the
name under which his California-Mexico City route was
operated, using the faster Lockheed Orions, developed
from the Vega. He was soan to terminate the service, as
has been described earlier in this chapter, but he fought

Communications in the early days left something to be desired, as shown by the station interior at Pueblo.
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Exhibit B. Timetables showing name change from Varney Speed Lines to Varney Air Transport.

hard in a battle that he must have felt that he had some
chance in winning. In any event, he appeared to lase
interest in the Southwest Division of Varney Speed
Lines, and on December 17, 1934, it was reorganized
under the modified name Varney Air Transport, Inc.,
under the sole direction of Louis Mueller.

During the next two years progress was hardly spec-
tacular. Trinidad, Colorado, was added as a stop early in
1935, as was Raton, New Mexico, in 1936; but these
changes were noteworthy only in the eyes of those local
communities, and certainly not calculated to augment
the impact of Varney Air Transport on the commercial
aviation scene of the United States as a whole.

More important was the realization that, however neat
they may have looked on the map, routes from north to
south in the more sparsely populated areas of the
U.S., such as the Rocky Mountains, were not likely to
generate much traffic. Accordingly, in defiance of possi
ble satirical comment, Varneys promotion during 1935
included references to a “% hr 50 m. Denver-Los

Angeles” service, in which the passenger was invited to
sample the amenities offered by Wyoming Air Service,
Varney Air Transport, and TW.A. Varney supplied only
the route segment between Pueblo and Albuguergue,
whence TW.A. took over with its Douglas DC-2s, to
offer ascenic ride via the south rim of the Grand Canyon.
Varney offered a similar promotion between Denver and
Dallas, via El Paso, in cooperation with American Air-
lines, but the scenic promotion in this case was some-
what muted.

While such efforts displayed a sensible desire to
expand the route system in the direction of major
markets and to try to obtain some of the east-west traffic
volumes which predominated, the only real change to
the route structure during the Varney period was made
on May 14, 1937. On this date, Wyoming Air Service sold
its air mail contract and terminated its operations
between Cheyenne and Puehlo, via the important junc-
tion point of Denver. United Air Lines purchased the
Cheyenne-Denver portion, and Varney picked up the

7



southern section. Through service was thus reinstated
from Denver to El Paso, Colorado Springs was added to
the system, while Trinidad and Las Vegas were omitted.

Transcending such events, however, was animportant
«change in both the management and the financial struc-
ture. On July 5, 1936, Robert F, Six had purchased a
minority interest in Varney Air Transport. He paid
Mueller $90,000 for a 40 percent shareholding and also

gave him a promissory note for §20,000 as a personal
bonus. Mueller’s judgment of the intrinsic worth of his
property seems to have been as acute in 1936 as it had
been in 1930, when he had pushed up Uniteds offer for
Varney Air Lines. Neither he nor Robert Six were to
regret the bargain that had been struck; though in his
later years, Walter T. Varney may have had some misgiv-
ings as to whether or not he had backed the wrong horse.

‘This was the new Lockheed Vega paint scheme when the company name changed to Varney Air Transport
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Lockheed 12

Birth of the Name
1937-1941

Robert Six

From the time Robert Six joined Varney Air Trans-
port, there was little doubt as to who was thereafter
going to be the driving force in the airline. His strong
personality was to dominate Confinenfal i ines' o8
Varney was — for more Ahan Iour

ffand
and an abrasive tongue.

Robert Forman Six was born on June 25, 1907, of rich
parents who traced their ancestry back to Holland, and

a per

By the time he was 20, he had left school, left home, and
left the country, spending two years at sea as an ordinary

decades. S reign bsted #bye
oftha time, every major decision and most ofthe minor
decisions were taken by him. There were periods when
some members of |hE staff almost had to ask his permis-
sion to sharpen a pencil
b tpact o Veemiy Al Teanwpoitin

seaman. By 1927, he was working as a bill collector for the
Electric Company. In i
lessons — no doubt one of the milions fired with avia-
tion enthusiasm by Charles Lindberah's epic Atlantic
flight in 1927 —and departed from P.G. & E. whenit was

time.In 1929, if hased

tec The two events, Si arcivlin July 1906 and the
acquisition of a good portion of the Wyoming Air Ser

offeingcharter flights and joy rides n the vicinity of San
Fro

May 19
parchans st ko o G’ bskivs, o s e
loyee, his 40

him

Boeing flying school, with hopes of becoming an airline.
pilot with Boeing Air Transport; but this led to his being
asked o leave because he persuaded the students in

ent el e u
ity, which was confirmed on June 1, 1937. Indeed, he
Hehad,

4 Serdeek Travelle Ho st ikl 1o el srother

a persuasive charm which was ot marred, as in later

applied to joi
= rocond of craahiaedings i the Travelsis bebind hm,
fe then went to sea again, this time as a passenger to
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Robert F. Six joined Varney Air Transport in 1936 and quickly
took contral. This portrait was taken in 1951.

China, where he managed to persuade the China
National Air Corporation (C.N.A.C.), a Pan American
associate company, to allow to fly some of their
planes on test flights.

Returning to the States in 1932, and after another year
in Europe, Six then worked as a delivery truck driver for
the San Francisco Chronicle, a most unlikely appren-
ticeship for a future airline president. At this time, a big
manin the physical sense — he was six feet, four inches
tall — he was still drifting, and in the lower levels of the

social structure at that, But he still retained a semblance
of respectability, and led a kind of double life, alternately
delivering newspapers and attending smart dinners.
Curiously, Six was in San Francisco at the same time as.
Walter T. Varney, who later gave his name to the airline
which Six purchased, but who at that time was well
established in the business in California (see Chapter 1).

Through his society connections, he was introduced,
early in 1936, to Thomas F. Ryan Ill, who had just
acquired control of Hanford Airlines. Tommy Ryan
introduced him to influential friends, and this was to lead
to Six’s approach to Louis Mueller, having, almost in
passing, gotten to know Jack Frye, president of TW.A.,
and Robert E. Gross, a senior executive and future pres-
ident of Lockheed Aircraft. By the time Robert Six girded
his loins in El Paso, Texas, after a few months settling im
to assess the potential of Varney Air Transport, he was
already moving in the right airline circles

Varney becomes Continental

Shortly alter the deal with Wyoming Air Service which
brought Varney Air Transport to Denver, the U.S.
government passed a law which required all scheduled
airlines to operate twin-engined aircralt, which also had
to be equipped with two-way air-to-ground radio. This
requirement was in line with the growing momentum of
air transport during the mid-1930s, when the United
States assumed world leadership, by a substantial mar-
gin, in the airline business. Concurrently with this ascen-
dancy was its dominance in the manufacture of the finest
airliners in the world, easily outstripping in technology
the best that Europe could offer. Most of the airlines
aperating in the U.S. were equipped either with Douglas
DC-2s, which went into service first with TW.A. in 1934,
or with the larger DC-3s, with which American Airlines
gained the edge over TW.A. in 1936. United was rapidly
reequipping with the Douglas type after aninterim period
during which it had launched the worlds first modern

0




The Lockheed 14 succeeded the Lockheed 12 in 1939, This picture, with Ralph Carr, governar of Colorada, and O.R. “Ted” Haueter,
Continental's vice president af operations, shaws the old “Indian Head" insignia.

aitliner, the Boeing 247, in 1933, but had fallen victim to a
misguided policy in which the manufacturers, then part
of the same United Aircraft Corporation as United, had
tried to corner the market for its own associate. The
technical race which followed accelerated the develop-
ment of siressed-skinned, retractable-geared, aerody-
namically clean metal airliners, to the extent thal airlines
which did not passass them wera in a different, and lower,
category from the industry leaders.

Varney Air Transport, along with others such as Han-
ford, Morthwest, National, Boston-Maine, Wyoming,
and National Parks, was clearly in the lower category,
and the airline had litle alternative but to acquire twin-
engined aircraft and the radio to go with them, or go out
of business. Crisis point had been reached. By the
summer of 1937, Varney's fleet was reduced to one Lock-
heed Vega, two having crashed between 1935 and 1937 at
El Paso, and two at Rattlesnake Butte, Walsenburg,
Colorado. Six moved with alacrity. He and Mueller
mortgaged their homes as security to put together the
necessary cash for the down payment of $5,000 on each
of three [ockheed Model 12 twin-engined airliners. Each
of these “Baby Electras™ cost $39,500 and, with a capac-
ity for eight passengers, could fly at 213 m.p.h. Mean-
while, a second Veega was leased from Hanlord Airlines to
back up the Continenial fleet of ane airplane

While not as large as the DC-2s or DC-3s, the Lock-
heed 12 was ideal for the relatively thin traffic between
Denver and El Paso, the only route that Viarney had, with
little prospect as yet for acquiringany others, At least the
plane was a good performer, flying about 35 m.p.h. laster
than the Douglases and Boeing 247s. As for the two way
air-lo-ground radio equipment, Six was able to borrow
this through his friendship with Bill Patterson, head of

United. The trunk airline supplied Six and Mueller with
what they needed, on indefinite loan, the only callateral
being an implied agreement to feed each other with
connecting traffic.

With a certain amount of flai, Varney Air Transport
introduced the Lockheed 12s on July 1, 1937, Simultane-
ously, Six changed the name of the airline to Continental
Air Lines, and replaced the Conquistador image with the
slogan “Fly the Old Santa Fe Trail.” Continuing a tradi-
tion set two years previously, the newly-named airline
promoted ilself with pardonable exaggeration, adverlis-
ing again the [astest and most scenic route from Denver
ta Los Angeles, together with similar inducements to fly
from El Pasa to all places in the eastern United States.
Continentals modest contribution to this impressive
service was almost hidden in the fine print.

On October 31, 1937, Six moved the headquarters of
Continental Air Lines to Denver, and on February 3, 1938
he was elected president of the airline, a position which
he had held in all but name since only a few months after
joining the company in 1936, Six was only the 16th
employee, a strongindication that Continenlal was still a
very small link in the complex air transport web covering
the United States.

During the first two years of his presidency, Six must
have been alittle frustrated by the limitations impesed by
the rigid system under which airlines could — or to be
more apt — could not expand their route systems.
Unable to do anything to modify the air mail contract
which designated the precise points to be served, no
more, no less, as Route 29, Continental Air Lines was
obliged Lo concentrate on improvements to the quality of
its service offered to a rather restricted public.

Accordingly, on February 15, 1938, a modest increase
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was made to the frequency offered between Denver and
Albuquerque, over which seament there was apparently
aslightly healthier demand for seats. At the same time, in
an effort to promote the idea of family travel, rather than
to perpetuate the convention that flying in the United
States was only for businessmen, film stars, or playboys,

Continental offered to carry wives hee ul charge dunng

but he was gradually won over to the idea of a separate
agency. Until the whole policy was thrashed out and
decisions made, very few changes were made to the
basic airline route patterns. The airlines meanwhile con-
centrated on improving their fleets and gradually leamn-
ing their new trade.

The new route certificates, which became known as

an experimental period. The
acquired a new look by the promotion of a traditional
Rocky Mountain image through the adoption of an
American Pueblo Indian head as an insignia.

New Regulations, New Aircraft,
New Routes

‘The most important aeronautical event during 1938
was the passing of the Civil Aeronautics Act, signed by
President Roosevelt on June 23. Vigorously promoted
by Senator McCarran and Congressman Clarence Lea,
the bill, which was known by their joint ndes, cmated
an inds dent agency tober ibls
aviation. The airlines would now have lhzrr own special-
ized agency in Washington, able to develop procedures
and regulations which specifically applied to air trans.
port, rather than to transport generally. Most impaertant,
this Civil Aviation Authority (C.A.A.) was empowered to
issue permanent route certificates, and for the first time,
the post office, with its financial influence through the
mail payments, took a secondary role.

All this followed a period of three years, from 1935 to
1938, during which the politicians argued out the policy to
be taken in commercial aviation. At first President
Rouosevelt favored the idea of the airlines coming under
the control of the Interstate Commerce Commission,

i SR i o
Oscar R. “Ted” Haueter, was responsible for Continental’s
operations from 1938 until 1968.
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Grandfather Rights, became effective on August 22,
1938. With very few exceptions, they preserved the sta-
tus quo, ensuring only that full public service had been
offered by the candidate airlines — the qualifying period
was six months — over the routes applied for, and that
proper standards were being maintained. Continental’s
was signed on July 11, 1938, and made effective on
November 20. In anticipation of opportunities ahead,
Bob Six arranged Continental’s first public financing,
through a stock offering with Lehman Brothers, amount-
ingtoa $280,000injection into the airline’s bank balance.
Six’s actions, though often unexpected, were method-
ical. He wanted new routes, To operate new routes, he
would require new aircraft. And to buy new aircraft, he
would need fresh capital. Hence the new stock offering.
The Civil Aviation Authority had made it clear that it
would scrutinize every route application very carefully,
demanding that the applicant should be “fit, willing, and
able” to operate the route requested. This implied that
(hz necessary aircraft must be available, together with
and ing facilities to back

them up.

Bob Sax and Continental Air Lines must have made a
good impression on all counts. One of the few roufes,
indeed the only route not taken up with the Grandfather
Rights awards, was that from Pueblo to Wichita, via
Garden City, Kansas. The winning bid apparently had
failed to meet the C.A A% criteria, and Six jumped at the
opportunity to provide a service whose direction was
east-west, rather than north-south. True, it linked, at
best, cities which could be described only as secondary —
Denver-Kansas City would have been preferable — but
the rules of the game in those days gave incumbent
carriers almost an inalienable right to monopoly or near-
monapoly autharity. And all the best routes were spoken
for.

Nevertheless, on July 5, 1939, after a years litigation
(suggesting at an early stage that the bureaucratic
process of checks and balances could sometimes be
agonizingly slow), Bob Six started his new route, des-
ignated A.M. 43 under the new system. "Twas a small
thing but his own.

Using the new funds, Continental bought two Lock-
heed 14 “Super-Electras,” equipped with 10 seats, and
put them on the Denver-El Paso route towards the end of
1939, thus releasing the Lockheed 12s for the new
Pueblo-Wichita route which had been inaugurated with
the last of the Lockheed Vegas. A single Lockheed 10E
Electra had also been leased temporarily on May 5, 1939.

The year 1940 was quite eventful, by comparison with
the relative stagnation of the previous few years, before
the Wichita award. On May 14, a new service was added
oon an alternate route between Albuquerque and El Paso,
serving the cities of Roswell, Hobbs, and Carlsbad, all in
New Mexico, the last being the site of the famous Cav-
erns and a fourist attraction of considerable note. In
August, three 16-seat Lockheed Ladestars were pur-




chased, and the Lockheed 125 sold. Though the Lock-
heed twin-engined airliners were not as large as their
Douglas twin-engined counterparts, they were all faster,
and though Continental was still as et only a small
airline, it was already demonstrating a certain elan and
zest for life.

Miner changes were made to the route pattern. Latein
1040, Las Vegas (N.M.) was reintroduced as a stopping
point between Santa Feand Pueblo; and La Junta, Colo-
rado, added on the new route to Wichita. Early in 1941,
Hutchinson, Kansas, was also added to the latter seg-
ment, but Trinidad and Dodge City had to await Conti-
nental service until their small arass airstrips were im-
proved sufficiently to accommodate the Lockheed twin-
engined types. For the financial year ended on June 30,
1941, Continental carried 17,232 passengers, who pro-
vided $218,000 in revenue. Emphasizing the airline’s
dependence on indirect subsidy, this was less than half of
the $491,000 earned from mail payments.

By this time, Bob Six had made some drastic man-
agement changes, realizing that some of the early Varney
staff were not growing in stature and ability in parallel
with Continental Air Lines. Soon after he had become
president of the airline in 1938, he had hired Oscar R.
Haueter (always known as Ted) from TW.A. to become
his flight operations vice president. Haueter was small in
stature — rather like Louis Mueller — but was large
enough to stand up to Six, for all the latter’s six foot-four.
Haueter’s ability to match Six’s bluster was responsible
for keeping Continental’s flying routines on an even keel
and up to standard — which was, infact, the reason why
Six valued his presence.

Another key executive was Stan Shatto, hired earlyin
1941 from Braniff Airways, to become chief of mainte-
nance. He came on board in April, just before the new
Continental maintenance hangar was built at Denver,
and was in time to supervise the orderly introduction of
the fleet of Lodestars. Shatto used his experience to
persuade Six to standardize on this aircraft, to simplify
stores and maintenance procedures, and thus save
costs. Accordingly, steps were taken to dispose of the
Lockheed 1ds.

Although Continental Air Lines’ development during
this period immediately preceding the entry of the United
States into World War Il was not spectaculay, it was
followinga steady course. Based on Shatto’s recommen-
dations, and armed with additional finance, Six ordered
six more Lodestars. The funds came partly from a
second round of public financing, through Tehman
Brothers, in March 1941, worth $170,000; and partly from
alarger sum of $425,000 borrowed from the Chase Man.
hattan Bank. The money was used mainly to purchase
the Lodestar fleet, but also for other purposes such as
improving ground facilities.

Still seeking the ideal image with which to market his
airline, which for all its imposing title still served only
three western states, Bob Six changed the insignia vet
again. On April 27, 1941, he adopted a new, modern
“Thunderbird” design, which quickly replaced the old
Indian head on planes, literature, and other promotional
material. This latest choice was registered at the U.S.
patent office as a “Service Mark,” and was probably
among the first to be given such official recognition.

Perhaps the most important event in 1941, however,
bearing in mind Continental’s desperate need to break
out of a geographical area which, in the foreseeable
future, was unlikely to experience a traffic boom, was a
route award by the Civil Aeronautics Board. On June 21,
it authorized an extension of the Pueblo-Wichitaroute to
the city of Tulsa, recognized as the nation’ oil capital,
and the location of the kind of wealth and travel potential
needed to augment the Continental Lodestars’ average
loads.

The Tulsa service did not begin until December 15, by
which time Pearl Harbor had come to symbolize more
than just another U.S. naval base. Six and Continental
must have known that aspirations for greater expansion
would have to wait, in the face of the exigencies of war
And it was ironical that the airline’s first stewardesses
should have started flying the line on Christmas Day,
1941, with full hostess service on all routes starting on
January 5, 1942. For by this time the United States was at
war, and stewardess service could justifiably be regarded
as an unnecessary Juxury.
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Wartime Activity
1941-1945

An Industry Mobilized for War

s, ik b b i sl emebiond A
and n Lt America. One o fs greatest achievements
A

ber 7, 1941, the United States found itselfin a global war
in which the two main theaters of combat were thou-
sands of miles from its shores; on the one hand in

other wi
acific. Fortunately for the armed forces, now desper-
sy nriea] of  oesive kg fics e, the Al Trciaport

seen the pomue crisis, and had laid down |ong range

Air Ferries, Inc.
on July 24, 1941 It had maugumed scheduled serviceto
Africa by October, and to the Persian Gulf three
weeks before Pear] Harbor.
Whide Pon American’s wertime atievements warethe
t knoun because they were the most widespre:
other aines contrbuted in no small measure. TWA
foined Pan Am on the North Atantic; United and
Northwest, introducing the new four-engined C-5ds,

an emergency.

the far north, including the Al

ded with,

port division of the Air Force. Some of the airlines may
have feared this might happen, as their fleets were con-
siderably depleted; but without exception, every airiine:

going, albeit with shoestring fleets and over-reduced
networ

Withits vast experiencein overseas fying, Pan Ameri

viding long-range aircraft capacity across the worlds
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il
via the southern route from the northeast tip of Brazi

bridge between Alaska and the Lower 48
‘Through a combination of geographical misfortune
and lack of corporate srength orfet size, many
airlines, mainly t} secondary level such as
tinental, werein pmuce unableto makedlxvc(cun-

such as Pan Am and TWA were able to do. A notable
exception was Northeast Airlines, which won its spurs



by some remarkable work on the northeast fringes of the
Nerth American land mass. Although, like Continental,
only a tiny airline by comparison with the Uniteds and
Americans, Northeast no doubt staked its claim for war-
time logistics honors by its operating experience in and
proximity to vital airfields on the trans-Atlantic supply
route, including Maine and Canada.

Continental was not so blessed. It was still a local
service airline, Jocated in the center of the country, with
little to contribute either in aircraft fleet or flving expe-
rience where these were needed. By today's standards, it
was only of commuter stature. Indeed, many of the air-
lines in that category today fly more services over more
routes yet do not even qualify as regionals. Nevertheless,
in 19421945 Continental plaved its part honorably and
contributed more than its fair share of experience and
assets to the war effort.

On February 16, 1942, the Army Air Forces Materiel
Command called on Continental to modify 49 B-17 Fly-
ing Fortresses at Denver. Such modification programs
were common practice during World War 11, as manufac-
turers were unable to keep up with a steady stream of
alterations, improvements, and equipment substitutions
demanded by the military. To have tried ta incorporate
these modifications, requests for which arrived at the
plants almost daily, into an accelerating preduction line,
much less install them retroactively, would at best have
been counterproductive and at worst would have pro-
duced chaos. Thus, aircraft weve completed to the origi-
nal specifications, and the many modifications were dealt
with by a series of subcontracts. The aitlines, which

The interior of the Lockheed Lodestar.

were already familiar with the process, and possibly
tmore experienced in handling large aircraft than the
Army itself, were ideal to undertake the responsibility.

Atfirst, Continental performed its tasks in an adjacent
United Air Lines hangar at Denver; but by October 1,
1943, its own designated Denver Modification Center
was completed. Under the direction of Stan Shatto,
more than 1000 B-17s were modified there, no doubt
justifying the outlay of $5,000,000 to erect the twin 600 x
400-foot hangars, On one occasion, the Continental
tearn was assigned to the task of improvising the installa-
tion of long-range tanks in the bombers, whose mission
was later discerned to be participation n the Battle of Mi

Subsequently, in February 1944, the Modification Cen-
ter took on Boeing B-22 Super-Fortress work, convert-
ing standard aircraft into photo-reconnaissance planes
Commendable though the wartime efforts were, how-
ever, things did not always run smoothly. Not long after
the B-29 contract began, labor relations became so bad
that production rates were affected and a strike was
threatened.

A Crisis of Leadership

Opportunity knocked at Six’s door; although perhaps
afairer assessment would be to state that an opportunity
occurred and Six grasped it with both hands. In Sep-
tember 1942, Six had joined the Army Air Transport
Command. Other than C. R. Smith of American Airlines,
who had been called to the colors in April of that
year to take over Ferrying Command, Six was the only




In August 1940, the Lockheed Lodestar was i tarep

airline president to wear uniform in World War II. He did
some flying, but most of his work was in administration
and logistics planning, including the selection of a site for
an airfield which was to become Travis Air Force Base.
He also organized the shrewd scheduling of aircraft
being fervied to Africa via the Caribbean and the north-
east coast of South America,

Six’s health deteriorated just about the time the
Denver Modification Center was having its labor pains,
and thanks to the intervention of Continental’s Flight
Operations V.P. Ted Haueter, General “Hap™ Arnold sent
Six on a thirty-day leave to Denver to straighten things
out. He accomplished this successfully, having to use his
Air Force authority to overrule some of the former
orders laid down by Shatto and the acting president,
Terry Drinkwater.

Drinkwater’s career with Continental lasted six years.
He joined the airline in 1938 as its legal expert, and
quickly learned all the fundamentals of airline administra-
tion, to the extent that Six began to rely on his advice on
many other vital matters. When Six joined the army, he
called upon Drinkwater to run the airline in his absence,
against the wishes of some of his old colleagues. But in
fact Drink f d in his role of ive vice
president well enough that, by the time Six came march-
ing home after being discharged from the Air Force on
June 11, 1944, he was confronted with a “palace revolt.”

Drinkwater felt that his performance in running Con-
tinental during a very difficult time entitled him to a more
permanent slot at the highest level of the company
administration, and campaigned to share the running of
the airline with Six, who, according to the plan, would
have been the chairman, with Drinkwater as president.
But Bob Six saw this as a humiliating demotion for Louis
Mueller, with whom in the early days he had saved Con-
tinental from a rapid demise by their faith and their
investment, risking personal fortunes and property to
keep the company alive. He would have none of it. The
ranks divided, and within weeks, Drinkwater resigned to
join American Airlines as a vice president. Stan Shatto
was to join Drinkwater three years later, at Western

ir Lines.
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Undoubtedly, Drinkwater was entitled to feel the need
for recognition, having preserved and strengthened an
airline for Six to come back to, and it was unfortunate
that the old adage about two being company and three a
crowd was only too apt in this case. The new acting
president took owver in September 1942, only a few
months after Continental had been directed on June 1,
1942, to surrender half of its modest fleet of Lodestars for
the use of Ferry Command. This came only a few weeks
after the C.A.B. had increased Continental’s mail rate
from 38¢ to 48.5¢ per mile. This combination, although

Stan Shatto and Ted Haueter say goodbye to the Lodestar on
December 5, 1945.



fortuitous (as the decisions sprang from different govern-
ment agencies) seemed cynical enough. But Drinkwater
and his wartime staff must have felt even more frustrated
when, on December 11 of the same year, the C.A.B.
awarded Continental a route from Denver to Kansas
City, when it was already desperately short of planes to
service its existing route:

Quite obviously, the airline was unable to inaugurate
service. In fact, there was a provision in the certificate
that service could not be started until the Army and the
C.A.B. agreed that there were no objections on the
grounds of national defense. With a fleet of only three
Lodestars and one hastily-equipped ancient Stinson as a
stopaap reinforcement to carry the mail, to operate Con-
tinental’s existing system became a daily triumph over
adversity. On October 15, 1943, Air Transport Com-
mand did release one Lodestar, after 17 months of active
service duty. Less than three months later, with one hand
of the government blissfully unaware of what the other
hand was doing, the C.A. B. awarded Continental a new
route, from Hobbs, New Mexico, to San Antonio, Texas,
on December 8.

Progress at Last

“All dressed up and nowhere to go” could well have
been Continental Air Lines’ slogan as it entered the New
Year in 1944, But, coincidentally with great efforts being
made in the Modification Center for the war effort, the
next door neighbars, the aperating side of the airline,
under Drinkwater, began to make good progress. On
March 1, 1944, it opened services on the Kansas City
route, via Topeka {A.M. 60), with the Lodestars, and
exactly two months later began ta serve San Antonio
from Hobbs, via the growing cities of Midland/Odessa,
Big Spring, and San Angela, including a direct single-
plane flight between El Paso and San Antonio. Almost
three years had passed since the route was first recom-
mended by the C.A B. Examiner on August 21, 1941.

At last, Continental Air Lines was beginning to tap
some markets of substance. San Antonio was at leasLas
important a traffic hub for southern Texas as Denver was
for the Rocky Mountain area, while Kansas City was a
large metropolis by comparison with any other city on
the whole network. Further consolidation was to follow,
when, in the summer of 1945, the C.A B. awarded the
link route from El Pasa to Tulsa, via Wichita Falls, Lub-
bock and Oklahoma City, to add yel another fast-
growing city of importance ta the Continental map.

With a route system now set firmly asiride the five
southern midwestern states, Continental Air Lines could
at last contemplate the acquisition of larger aircraft, to
achieve equipment parity with most of the higger airlines.
On duly 22, 1944, the first Douglas twin-engined type was
received from the Army after it had announced that 21
military C-47s would be released, to be drawn for by lat,
al the Douglas Santa Monica plant. Shatto's team con-
verted and rejuvenated the C-47 inlo DC-3s in record
time, and the first one went into service on December 22,
exactly five months after delivery, and just in fime for

The DC-3s were certainly needed, if the statistics were
any measure of Continental’s praspects. For the financial

Terry Dri
during World War II.

year ending June 30, 1944, 51,800 passengers were car-
ried, compared with only 11,400 four years earlier Mail
carried annually had increased from 209,000 to 885,000
pounds during the same period. Far more significantly,
for the first time in Conlinental’s history, passenger
revenue, at $846,000, exceeded mail revenue, at §687,000.

Although the C.A B. had had a change of heart on the
mail rate, halving it to 24.8¢ per mile, the prospects for
Continental to earn its keep, without disproportionate
dependence on the mail, were now good. The priority
reservation system, introduced as a wartime measure,
was eliminated on October 15, 1945. As more DC-3s
were made available by Shatto’s engineers for Haueters
operations, service frequencies wera increased, and full
advantage was taken of the variations permitted under
the route cerlificates (for example, a nonstap Denver-
Kansas City flight, and one via Topeka, opened on July 1,
1945). With eleven DC.3s to service aroute pattern three
times the length of the prewar network, the last Lock-
heed Lodestar was retired. Continental Air Lines, headed
by Robert F. Six, now more authoritarian than ever after
his bitter experience with the “palace revolt,” prepared
to meet the challenges of the postwar era.



on O:mber 1,1943,
parked in front.

Center.

Line-up of B-26s at Continental's Den
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Growth of Varney/Continental, 1934-1940. During the first decade of its existence, Continental was never more than a local service airline.
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Continental Douglas DC-3

Post-War Frustration
1946-1950

Modest Route Changes

When, on March 5, 1946, Continental Air Lines began

April
5, 1951, an attempt to purchase the ailing Midwest Air-
lines. This would have given Six access toa market inthe
northern midwestern states, incluling the important
wt ot survive for

to Tulsa, with through service from El Paso to the latter

hmg e operations on May 16, 1952

city, it appeared that a new, exp:
was developing. Oklahoma City, an important stop on
this route, was also connected to Denver, by a direct
through service, on July 16, 1946. Under the system of
Toute applications which had become sandard procs-
dure under the C.AB. administration, Bob Six,

route cases during the decade that followed.
v g thed

any consequence added directly to Continental’s net-
work was Houston, as a route extension from San An-
torio. This was auarded on July 13, 151, and promptly

logical ratonalizationofthe route structure. True, Con-

CAB. had mruscd e 24,1 oo
Continental  of Pk

be content with very meager fare: e A able
‘The cities of Lawton and Fort Sill were added to the EI
Pace Ten e o0 hpel 16, 143, Saerre, Touth ot
Consequences (formerly Hot Springs), Los Cruces, and
Raton were added to the Denver-El Paso route; and

hardly noticed beseny
Eomtosmnies theath Tabuad, S et
manent pomli on a trunk airline network was precar-
ious. All except Lawton, Fort Sill, and Raton were
deleted on September 1, 1954, when Alamagordo Air
Force Base — calculated to generate the special traffic
which this important military center, with its key role in
the nation’s rocket experimental progra
fituted.

m — was sub-

c

ines, an aspiring local &
ettt Ozark, at Scame o il boing omamud i

2

tion during the early postwar years. The combined total
population of all the cities served was about 3,700,000,
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less than that of either Chicago or Los Angeles. By force
of regulated circumstance rather than by choice, it was
compelled to mark time, hoping for one of the prima
donnas perhaps to falter.

During this period of frustration, Bob Six and his cap-
able team of dedicated executives set about improving
efficiency and profitability. Continental streamlined its
procedures, and achieved technical parity with the larger
airlines which continued to be favored by the C.AB. in
the matter of new route awards

From DC-3 to Convair-Liner

Continental ended the year 1946 with a fleet of 14
DC-3s, (named Skystreamers as the result of an employee
contest) of which one was held in reserve and was used
for training. For the financial year ending on June 30,
1946, Continental carried 167,000 passengers, earning
$3,245,000 from that source. During the same period it
camed 486 tons of mail, earning $637,000, actually less
than in three of the wartime years. Clearly Six’s airline
was no longer simply a mail carrier, carrying additional
passenger accommodation only as a bonus source of
revenue

1946. Without the pressure of competition, and the need
to carry freight, it could theoretically have served its
network with the trusty DC-3s. But because of the
steady fraffic growth, and even though the route system
was stabilized, Continental was forced to upgradeits fleet.

Bob Six had to cut his coat according to the cloth. His
flexibility of choice in new equipment was more limited
than that of the giant airlines. The disparity of size in
terms of route distances and route densities between the
so-called Big Four and the smaller trunk airlines was
immense. While United and American were putting four-
engined DC-4s into service, and hastily preparing for
80-seat DC-6s and DC-6B%; and with TWA and Eastern
setting a fast pace with Lockheed Constellations, Con-
tinental had to be content with augmentingits DC-3 fleet
with pressurized twins. Four-engined equipment was out
of the question.

Six and his team evaluated the new Martin 2-0-2 and
the Convair 240, both 40-seat pressurized airliners of
modern design, incorporating postwar technical advanc-
es such as nose-wheel gear and radar equipment. The
choice was the Convair 240, of which five were ordered
on August 17, 1946. Continental did not regret its deci-
sion as the Martin ran into structural problems and had

One other itemin the statistics was nol
Just as for air express, a separate revenue item accounted
for air freight, first carried by Continental on January 1,

to be redk 1, while the Convair-Liner was developed
into several versions, to the extent that many are still
flyingtoday. It was easily the most successful postwar short-

This North American B-25, purchased in 1948, was used for training, research, and executive travel.
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haul piston-engined airliner, becoming standard equip-
ment as the successor to (but certainly not the complete
replacement of) the DC-3 all over the world.

Some idea of the aforementioned disparity at this time
between the size of Continental and the big trunk airlines
canbe deduced from the bare facts: Continental had five
Convair 240s as its front-line fleel during the late 1940s,
Jater substituting them with improved versions of the
same basic type, but never owning more than seven.
During the same period, American Airlines ordered —
in one straight shot — 75 Convair 240s, as its second-
line equipment.

Technical Excellence

And so Continental set about the task of making the
best of what it had: a route network which would be
regarded by the major carriers as a collection of mere
feeder lines, with an aircraft fleet to match. But the small
airline could not be faulted on performance, quality of
service, or technical know-how. When the Convair 240
was introduced on December 15, 1948, almost four
months had passed since the first aircraft was delivered
on July 23. There was a good reason for this out-of-
character delay.

The previous yeay, Robert Six had once again changed
theairline image, adopting the slogan “The Blue Skyway”
and adorning his aircraft appropriately as Skystreamers.
‘The colorful promotion was backed up the following year
by ensuring that Continental’s CV 240s were the best in
the business. The aircrew converted from DC-3s in a
rigorous training schedule which recognized the special
hazards of a route system which involved difficult terrain
and weather. More importantly, when service began with
the Convairsin December — hardly the ideal month for
crews to acquire line-flying experience with a new air-
craft fleet - Continental was able to claim that it was
the first airline in the United States, if not the

tinental to break out of the

world, to install radar equipment on every flight, For the
passengers, the tricvcle landing gear eliminated the uphill
climb to the front seats when boarding the aircraft.

Consolidating upon this high standard of technical
efficiency, on October 15, 1950, Continental became the
first airline to be designated by the C.A.B. as utilizing
VOR (variable omni-range) directionfinding equipment
over its entire netwark.

The First Coach Fares

On Ju!y 15, 1949, Continental introduced Skycoach
service, inan altempt to expandns pas.sengorteafﬁcbya
proir fionalf e sty I
els of the discretionary income pyramld While the 522 10
Denver-Kansas City fare was not the first coach fare to
be offered in the U.S. — this honor went to another
innovative airline, Capital — Six was among the first to
recognize its potential and to make a bold experiment on
an intercity route of some impartance. At the same time,
he was giving notice to the Big Four (including TWA,
which regarded Kansas City as its home field, and
United, which took the same view about Denver) that
one of the lesser lights in the U.S. airline industry could
glow just as I:nghrly as lhe h|g ones.

While Cc d by its
peers as a fine alrlmg in spﬂe of its junior stature, the
technical and proy 1 flair was small for

the repeated rejections of attempts to expand. Ambi-
tions to reach Chicago in the eastward direction, or
California in the west had been thwarted by the C.AB.
during 1947-1948. Its efforts to grow by purchasing other
airlines had equally been frustrated from the same all-
powerful government agency. But the high technical per-
formance, necessarily supported by superb maintenance
standards, were to serve Continental well in the years to
come when its persistence was finally rewarded and a
chance to spread its wings occurred.

The vair
on December 15, 1948,
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Breaking Out
1951-1954

A Changing Operating Environment

postwar pattern of the United States airline net-
Ko reasonab|y integratet
Vith servioes thros
{irunk)ond secondary (lcal ervice) evels There were
direct services betueen al the main cifes, in almost
least

onall the densest routes to ensure that some aspects of
compatfion were mainained, paricurly in the matter
of service frequency and ameniti

But as in every welllaid schemz, there were excep
tions to the general rule. Walter B I grand

e Florida was booming as a vacation and retirement
2. These and other regions created new pmblems for
the sirines, because the rigidly-worded C.A

enough within a changing nation.

As a rule, the intercity traffic demand thus neglected
by the incumbent airlines usually wished to flow along
geographically diagonal lines, from northwest to south-
e, oo G o e imat I e ks

ind in s, the time was always
ol leading t exasperen g delays in improving service

sothat the \ranswmmenlal rteres and the main norih
south links along the Atlantic and Pacific coasts,
slong the Mlss\ssvpp il eatm st el st £ e

frequent service, using firstline equipment.
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Bob Six and Louis Mueller chat over old times in 1952.

nental railroad, so that a journey from New York to Los
Angeles involved the use of at least two, and sometimes
more companies. Often the change of trains was irritat-
ing, as the different railroads did not even use the same
terminal at, for example, Chicago or St. Louis; but this
was often overcome by the device of permitting running
power by one company over the tracks of another. This
allowed through train service, or at least through coaches,
over many route combinations.

The airlines thus had a precedent on which to base
possible plans for cooperation, in the knowledge also
that they served the same airports in each city. And
although there was ne coordinated plan governing the
whole industry, a system of interchange routes evolved
between 1948 and 1955 which, in the main, proved to be
of great benefit to the traveling public, because their
need was apparent and real. Indeed, when they were
gradually discontinued during the late 1950s and early
1960s, this was because the Civil Aeronautics Board
finally made belated route awards to individual airlines to
fly the identical routes.

Continental recognized its opportunity, situated as it
was athwart the southern Midwest, and thus in a stra-
tegic position to make some mutually advantageous
deals with other airlines which were seeking to fill some
of the more obvious gaps in the C.A.B. route network.
Fortuitously, there was a glimmer of hope for Bob Six’s
long-standing ambition: to claim a portion of the east-
west traffic across the U.S. In this he was aided by the
growing wealth and economic strength of Texas. Service
to that state by other airlines was good — provided the
destination was Dallas, route hub of American, and Bran-
iffs base. Equally, from Seattle, connections to the
southern half of the U.S. were mainly via Minneapolis or
Chicago, with United and Northwest in control. Accord-
ingly, by a series of astute agreements, and with the
approval of the Civil Aeronautics Board, Continental Air
Lines suddenly broke out of the confines of the five
southern midwestern states.

In the spring of 1951, Continental became party to a
three-way agreement over an importani seament of one
of the great trunk routes that Walter Brown never dealt
with satisfactorily in the early 1930s: the Southern Trans-
continental. The city of Houston, mushrooming as a
metropolis and one of the world’s greal oil centers, had
risen cunsdz(ably in importance since Brown’s day; vet
airline service was woefully inadequate. By linking up
with American Airlines and Braniff, Continental was now
able to participate inan attempt to rectify this shortcom-
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ing. A newintercity trunk route emerged, from the great
California cities of Los Angeles and San Francisco, via El
Paso and San Antonio, to Houston. To American, solidly
established as one of the three giant transcontinental
airlines, this was a small addition to its existing strength;
to Braniff, with its Latin American international routes
and its domestic web throughout middle America, the
increment was modest; but to Continental, hithertolittle
more than a local service carriey, it was like breaking out
of a straightjacket,

Long Range Routes at Last

On February 8, 1951, the C.A.B. handed down its
decision in the Southern Service to the West case,anda
few months later, exploratory flights were made by the
three airlines, whose initials were A-B-C, an abbreviation
by which the interchange service was briefly known
American Airlines, which at first supplied the Douglas
DC-6B four-engined aircraft, was responsible for the
portion of the routes from California, serving San Fran-
cisco, Los Angeles, and San Diego, as well as Phoenix as
an en route stop. East of El Paso, Continental took over
on a nonstop segment to San Antonio. Braniff supplied
the segment from San Antonio to Houston.

Braniff, however, became disenchanted with its minor-
ity share of the three-way agreement, and withdrew,
even surrendering its certificated rights over the San
Antonio-Houston route in favor of Continental. When
the C.A.B. approved this action on July 13, 1951, and
Continental opened service on July 26, on the El Paso-
Houston route in its own right, as well as the American
interchange, this was possibly the most important new
route during its history thus far. Through service to Los
Angeles began on that date, and to San Francisco on
November 2, both given the title Arrow.

No less than twelve of the U.S. domestic trunk airlines
participated in interchange routes. Continental was by
nomeans the first (TWA and Delta joined hands on June
1, 1948). But only one other airline, Delta, was involved
with more domestic interchange services than Continen-
tal, and no other airline evolved a framework inwhich the
route mileage over the routes of its partners was as long
as its own certificated mileage.

On February 1, 1952, Continental reached the Missis-
sippi River, at St. Louis, through an interchange service
with Mid-Continent Air Lines. But this was a hollow
victory. Only a few months previously, on October 23,
1951, the C.A.B. had rejected what appeared to be a
natural merger between the two airlines. The two route
networks overlapped and could easily have been consol-
idated. Both alrhnes DC-3s and Convair 240s could have
been i d with i efficiency. Ce
would have been the surviving airline, and Six would
have reached the two extreme ends of the Mississippi at
Minneapolis and New Orleans. But on August 16, 1952,
less than a year after rejecting Continental, the C.A.B.
permitted Braniff to acquire Mid-Continent, after Braniff
had filed for the merger on January 24 — one week
before the Denver-5t. Louis interchange service began.
Thus, by a touch of ireny, Six was now in association with
an airline that had pulled the rug from under him in one of
his awempts to expand.
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The Convair 340, the “stretched” version of the CV240, went into service early in 1953,

service between Seattle and Portland, in the Northwest,
and Tulsa, with Continental responsible for the Denver-
Tulsa portion of the route, Once again, Six was smelling
the sea air of the Pacific, albeit through the agency of
another airline. Nevertheless, there was something to
show for it. The neat route maps which adorned all the
Continental timetables, and much of its publicity mate-
rial during this period, had to be redrawn. The area
covered, hitherto vestricted to the five southern mid-
western states, was proudly replaced by the entire region
west of the Mississippi, or about two-thirds of the 1.5,

Upgrading the Equipment

As mentioned above, when Continental’s first inter-
change route, with American Airlines, started to the
West Coast on July 27, 1951, the aircraft used were the
latter’s Douglas DC-6B's, considered by many authori-
ties today to have been the best four piston-engined
propeller commercial airliners ever built. The DC-6B
may not have been the fastest — although its perfor-
mance was completely competitive; or the largest — as
later Douglas and Lockheed aircraft carried more peo-
ple; but it was very reliable, and regarded by many of its
users as a thoroughbred. For the San Francisco/Los
Angeles-Housion interchange, it was ideal. Determined
that his airline should never be under abligation to a
larger company, and certainly to ensure thal, al any
bargaining table, American would not be able to claim an
advantage, Robert Six ordered two 60-seat DC-6B%s on
October 10, 1951, less than three months after the
launching of the interchange service.

These were pul into service in 1953, and were retained
exclusively for the California-Houston route. Neither
Continental’s basic network, nor the second interchange
route with Mid-Continent/Braniff to St. Louis, justified
four-engined types, The Convair-Liners were perfectly
adequate for the segments flown, few of which could
truthfully by described as more than short haul. Later,
when the Continental-United interchange began, Six
leasad two Douglas DC-6% (the earlier version, ancestor
of the DC-6B) from United.

In another equipment decision, the older Convair 240s
were replaced by the improved Convair 340s, and the
fleet of these latter 44-seaters increased from five lo
seven. The new Convairs were ordered on February 28,
1951, and went into service early in 1953,

At the other end of the equipment scale, the trusty
Douglas DC-3, survivor of the prewar era, soldiered on.
It rendered sterling service to all the smaller stations on
that part of Continental s network where either the traffic
was inadequate to fill even the Convairs, or where the
airfields could not accept heavier planes with higher
wheel loadings. In the 1950s, some of Continental’s cities
may not have buasted first-class airfields; but they were
served by an airline which ranked as a trunk carrier, and
the city fathers did not complain too much about the
service. To summarize, by the end of 1954, Continental’s
fleet consisted of two Douglas DC-6Bs, twa DC-6s
(leased), seven Convair 340s, one Convair 240 (leased),
and nine DC-3s.

The End of Interchange

In general, the interchange device served the airlines
well for more than a decade. Of the thirteen combination
routes granted by the C. A B. between 1948 and 1955,
only two — the last two in fact — failed to last more
than three years; and of the remaining eleven, none was
lerminated in less than seven years. Interchange may
therefore fairly be judged as a successful experiment in
route flexibility, and an encouraging sign that the Civil
Aeronautics Board was not wholly negative in its ap-
proach to the industry under its jurisdiction. In the case
of Continental, its interchange access to California,
started in 1951 via American, ended only on June 11,
1961, when the far-reaching Southern Transcontinental
route awards made the interchange immediately redun-
dant. Similarly, the association with United to the
Northwest, started in 1953, ended only on July 1, 1967,
when Braniff was granted a route to Seattle in 1966,

The more localized interchange between Continental
and Braniff, from Denver to St. Louis, first started in
1952, also continued until June 13, 1967, (coincidentally
within two weeks of route suspension to the Northwest)
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“The DC-6B at Seattle-Tacoma on the Continental-United Interchange route.

when Frontier Airlines was aranted nonstop route
authority from its Denver hub to both Kansas City and
St. Louis. Times had certainly changed, not to mention
attitudes, in the corridors of power in Washington, D.C.
Frontier was alocal service airline, established in 1948 to
operate local service to small communities, in fulfillment
of a praiseworthy campaign in Congress after World War
1l to bring the benefits of commercial avialion to every
small city in the U.S. The locals, as they were at first
called (they later aspired to more imposing titles) were
organized to provide such service as feeder lines to the
trunk networks, using small aircraft. Now, Frontier,
ostensibly a feeder airline, was given a route which had

Interchange Routes, 1948-

previously been denied to a trunk airline, Continental,
which had been farced to operate only by the inter-
change device.

By this time, however, such a decision, which in the
1950s would have brought Robert Six hot-foot to Wash-
ington armed with lawvers, documentation, and exple-
tives, caused hardly a ripple at Continental’s headquar-
ters, now located in Los Angeles. By 1967, Continental
had at last gained considerable ground on all the three
fronts on which it wished to expand; merger negotia-
tions, beneficial route awards, and front-line equipment
These were of such far-reaching consequence that each
of the three justifies a separate chapter in this book.
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The Convair Family of Airplanes
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The Pioneer Merger

Creating a Second Level
After World War II, the airlines of the United States

were almost unrecognizable from the same companies
whic Decernber 1981 A tht ime,
i

1955
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pavments, or — even more pressing — direct subsidy
granted and paid through the agency of the C.A.B., by
whom many felt they were being patronized to the point
of humiliation. An airline executive was unable to make
strong demands for extended routes or improved oper-
ating authority if the C.A.B. could blandly point out that
he was dependent upon government largesse, at the
expense of the taxpayer, to break even on the routes
he had.

Happily, both sides were able to make a reasonable
accommodation in this matter, and much credit must go
to the C.A.B. for recognizing the need to establish a new
stratum of airline service. By authorizing airlines whose
specific assigned responsibility would be to provide ser-
vice to the smaller cities, the trunk airlines could be
relieved of localized areas of financial embarrassment.
The C.A.B., for its part, conscicus of its responsibilities
to the taxpayers, could isolate those areas, cities, and
companies for whom a case for subsidy could be made.
At the same lime it could relieve the trunk airlines from
ponderous accounting procedures designed to identify
subsidy-eligible routes; and help them to avoid accusa-
tions of internal cross-subsidization, switching public
monies to purposes for which they were not intended.

The First Feeder Airline

All this change did not come easily; quite the reverse.
The first airline to try to establish feeder service was able
to do so only for an experimental period. Even before
Waorld War 11, Essaiy, of Housten, had been authorized
to begin passenger and express service from that city

Pioneer’s main equipment was the trusty DC-3.

to Amarillo, via Abilene, in January 1939. But Braniff
Airways, which considered itself at that time to be the
only airline with any rights in Texas, protested to the
C.A.B. on the grounds that Essair was intruding upon its
sphere of influence as Jaid down by the “Grandfather
Rights” implied by its certificate. And as a result, Essair’s
schemes were postponed.

On November 5, 1943, however, after an appeal, the
board selected Essair to operate the service, The airline
had been able to demonstrate that it could provide a
service better adapted to local needs, with flight times
related to passenger requirements, rather than to the
intricacies of scheduling convenience. A trunk carrier, on
the other hand, might feel inclined to fulfilits legal obliga-
tion under the terms of its route certificate by inserting
the obligatory frequencies at the smaller stations only at
inconvenient times, when the aircraft could be released
from peak hour service on the best routes.

And so a new category of airline was born, and Essair
was the first of the new breed. Under its new feeder
airline classification, established by the C.A.B. on July
11, 1944, Essair began service as Essair Lines, with full
official blessing, on August 1, 1945, over its original route
from Houston to Amarillo, with four stops, using a fleet of
three 12-seat Lockheed L10 Electras. On June 17, 1946,
Essair changed its name to Pioneer Air Lines, and
quickly developed an intra-Texas network, including an
important segment from Houston to Abilene via Dallas
and Fort Worth.

It soon introduced the ubiquitous DC-3, of which more
than 200 were eventually to see service with the local
service airlines, as the feeder airlines were renamed.
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Exhibit E. Timetables of Essair which became Pioneer which then merged with Continental

Many of the other airlines in the same category had used
smaller types to inaugurate service, but found that the
popularity of feeder routes generally justified the use of
the Douglas twin, which showed no sians of senility. In
certain areas, however, some of the locals found that
even larger and more modern aircraft were needed to
cope with the traffic demand, and also that frequent and
demanding travelers looked askance at the veteran
DC-3. Such an area, in keeping with its characteristic
image, was Texas, where Pioneer had already started
“commuter specials.”
Pioneer, in fact, became the first of all the local service
airlines to try to introduce postwar-designed commercial
aircraft. In June 1952, it purchased nine 36-seat Martin
2-0-2s from Northwest Airlines, having sold its fleet of
eleven DC-3s to the United States Air Force at a profit of
$841,000. The Martin was an unpressurized, but other-
wise modern twin, designed as a direct competitor to the
Convair 240. Its first flight had taken place on November
22, 1946, four months before Convair, but structural
problems had been the cause of a Northwest accident in
1948. They were withdrawn from service, and returned
after strengthening and re-engining, returning as 2-0-2A%
(with TWA) in 1950.

But this was not the reason why Pioneer had to go
back to the DC-3. It had used the profit made on the

3z

DC-3/Martin deal to offset losses on its mail subsidies.
Unfortunately, the C.A.B. took the view that the action
had been highly irregular, and inconsistent with the regu-
lations governing subsidy. Pioneer was unable to demon-
strate conclusively that the Martins were more econom-
ical to operate than the DC-3s (a problem not uncommon
with other aircraft types even today); and reverted to
operation of the 21-seaters in March 1953.

The Mini-Merger

When Continental Air Lines signed a merger agree-
ment with Pioneer on December 10, 1953, the C.A.B.
acted rather speedily and managed ta approve it withina
year, on December 7, 1954, to be exact. During the entire
era of Civil Aeronautics Board regulation, all airline
mergers had to be approved to ensure that such moves
were, to quote the wording of the agency’s charter, “in
the public convenience and necessity.” Compared with
some others (such as Eastern-Colonial, Braniff-Mid-
Continent, or Delta-Northeast) however, the Continental
Pioneer amalgamation was not one calculated to have
severe repercussions on the rest of the industry.

During its ten years of active life, Pioneer had expanded
‘medestly onits original Houston-Abilene-Amarillo route,
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designated by A.M.64. By 1953, it was serving Dallas/
Fort Worth, Austin, and other cities in western Texas,
in the new oil region around Midland, Odessa, and
Lubbock. It had also expanded further westward into
New Mexico as far as Albuquerque, via Clovis (an histor-
ical transcontinental airline stop on the TWA route) and
Santa Fe.

The main effect of Continental’s acquisition of the
feeder airline, therefore, was to consolidate its position in
the Lone Star State. It now served every Texas city of
more than 100,000 population, together with most of
those whose growth potential would put theminthat size
bracket within a decade or so. With C.A.B. doubts con-
cerning Pioneer’ ability to cope with larger aircraft now
irrelevant, Continental ordered a fleet of Convair 440

Metropolitans, a further development of the successful
Convair-Liner family, so as to show Texas that it was
there to stay.

As an incidental item in the mergey, the ninth name on
the list of Pioneer officers, the vice president of traffic and
sales, was Harding Lawrence. Within a few years, he was
to become Robert Six’s right hand man; and within
another few years he was to lead Six’s life-long rival
airline, Braniff. Lawrences chequered and ambitious
leadership was to make Braniff one of the largest and
most profitable of all U.S. airlines by 1980. Paradoxically,
Robert Six stayed with Continental long enough to see
his airline survive while Braniff abruptly perished two
years afterwards because of Lawrence’s toorapid
expansion.

The CV-440 was Convair's final development of the successful twi
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t on April 1, 1956.



The Denver Case
1955-1957

Improving the National Air Routes
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the airlines were quite successful in enlarging their net-
works. Certainly traffic density on existing routes in-

b
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gencein this direction. Indeed, many economists, inside
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16, 1951, and Continental opened service on June 1 of
that year, hardly anyone: numdz the state of Kansas
aware of the event. sben! Contiente i

Dended sericeat BigSpring, Toxa, on Noveroer , 580,
Pioneer Air Lines took over to everyone’s complete satis.
faction — everyone, that is, who knew about it

But there were occasions when the applications for
new routes had such wide-spread implications that the

Gosen paintis and sometimes a6 many defendants. In




attempts to match deeds with their self-imposed philoso-
phy of “expand or die,” airlines would apply to the C.A.B.
for new routes, But because the system was already
strictly parcelled out on a spheres-of-influence basis,
such aspirations would be viewed by the incumbents
with emotions varying from mild alarm to outright
indignation.

An outstanding example was when, immediately fol-
lowing World War II, the C.A.B., with firm support from
President Truman, broke Pan American’s virlual monop-
oly of overseas routes by allowing a number of domestic
airlines to fly the Atlantic and the Pacific, and to serve
Latin America, in competition with Pan Am. This was
wholly in the spirit of free enterprise, but the C.A.B.
ensured that the competition did not become a free-for-all,
and wisely limited the number of contestants on each
individual route.

The same happened within the LS , as almost all the
airlines sought to expand during the postwar years, and
the C.A.B. was faced with a bewildering multitude of
claims and counter claims, all supported by equally con-
vincing evidence and argument. Under the formalized
procedure, an airline would apply to the C. A B. for anew
route, and by law, the C.A.B. would have to publish the
news, Normally, other airlines had 90 days in which to file
similar applications, or the incumbents could object. The
C.A.B. would then ask an examiner to review the case
and make recommendations to the hoard, based on an
impartial review of the conflicting claims. The five-man
board would not always accept the recommendations
without modification. Sometimes it even disagreed

entirely, finding other considerations which were outside
the examiner’s field of interest. In foreign route cases, the
president of the United States had to give his approval,
which he occasionally withheld for political party reasons,
as well as for considerations of the national interest,
including security.

All this was a long-drawn out affair. As Western Air-
lines can testify, a case would drag on for years. The
California carrier, based al one end of the rich California-
Hawaii vacation market, had to wail ten years for per-
mission to aperate to Honolulu, The paper-work in such
cases was enormous. The dossiers on the Pacific Route
Case, the cause célebre of the 1960s, could have filled a
railroad [reight car.

‘Continental’s attempts to expand its route network by
the C.A.B. procedure had, for the first twenty years of its
existence, been frustrating, to put it mildly. The C.A.B.
seemed to regard Continental more as a local service
airline than a trunk, grudaingly permitting it to operate
within five southern midwestern states, with Kansas City
and Houston the largest cities served. Robert Six had
been able ta expand further only by the device of inter-
change routes, in which he was normally regarded as the
junior partner; and by a merger with a genuine feeder
airline, mainly to obtain access to Dallas.

In 1952, however, in vet another attempt to gain
respectability among his peers, Bob Six made an ambi
tious application in the Denver Service Case. This was
one of the most important route cases with which the
C.A.B. had ever had to contend, and one which was to
make sweeping changes to the competitive balance on the
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“The Douglas DC-7B, ane of the last of the great piston-engined airliners, opened “Gald Carpet” service on the Chicago-Los Angeles route on
April 28, 1957.

transcontinental air route. While the Big Three trunk
airlines, United, American, and TWA, were the main
litigants, other airlines aspired for a piece of the Denver
cake. And al last, Bob Six and Continental Air Lines did
not return from Washington empty-handed, even though
they had to wait a few years for the result.

The Denver Service Case

On November 14, 1955, the Civil Aeronautics Board
finally made its decision in the Denver Service Case. This
was a praiseworthy solution to a problem which hadlong
needed attention. The “Grandfather Rights” held by the
three main transcontinental airlines had originally con-
firmed that the ies which had traditi
pioneered and developed service over certain set routes
were entitled to recognize such routes (and even service
to individual cities) as it ed spheres of
influence. But as time went on, and traffic increased to
levels which had been beyond the imagination of the
architects of the original route structure, the need for
‘more competitive service between almost all main city
pairs at each end of the coast-to-coast route was

tial by the dthe

alike.

The main result of the awards was that the three
geographically separated trunk routes lost their clear-cut
simplicity and semi-monopoly status. Hitherto, for ex-
ample, United had gained the lions share of the traffic to
San Francisco from the entire eastern half of the U.S.
because it was the only one with a direct route. Also it
‘was the only one of the three serving Denver, recognized
as the most important hub between the Mississippi and
the Pacific. Now, with the C.A.B.5 Denver decision,
TWA was given rights into Denver, and in exchange,
United was allowed access to Kansas City. American
was given a direct route from Chicago to San Franciscao,
50 that one result of the Denver award was that all three
airlines were now able to offer direct or almost direct
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service from New York to both San Francisco and Los
Angeles. The new route structure came into effect on
January 13, 1956.

Two airlines, other than the Big Three, came out well
from the Denver decision. Western Airlines found itself
with a direct San Francisco-Denver route, at last short-
cutting a meander across the northern states. But more
surprising, Continental Air Lines was granted a route
from Chicago to Los Angeles, via Kansas City and
Denver, with nonstop authority between all city pairs,
including Chicago-Los Angeles, neither end of which
route it had ever served before. Although its right to
participate in this momentous route award was chal-
lenged, it was upheld by the U.S. Court of Appeals on
January 17, 1957, by which time Robert Six had the bit
between his teeth, and nothing short of an atom bomb
could have stopped hi

To describe the Ch(cago Denver route as ‘manna
from heaven” for Conti would be an v
ment. Until the decision, the largest point served by the
airline was Houston, which at that time ranked as the
14th mest populated city of the United States. Chicago
and Los Angeles were both second only to New York,
and the metropolitan areas of each one of these two
conurbations housed more people, with far greater
spending power, than the whole of Continental’s existing
network thus far.

Robert Six lost no time in preparing his airline for the
surge in traffic which was bound to occu, following this
redetter day in his airline’s history. In a sense, the
C.A.B.5 award was a tribute to the respect that he had
by now acquired throughout the industry for initiative,
drive, and the ability to get things done. Although not
spelled out in precise terms, the “able” portion of the
phrase “fit, willing, and able,” applied by the authorities in
spirit if not in word to an airline aspiring for greater
things, was interpreted as the possession of a fleet of
alrr.raft ahlem do lhe;ub Not by the wildest combination
of sc or could Conti-




nental’s twin-engined Convair 440s have operated the
Los Angeles-Chicago route. But quite obviously, the
C.A.B. nolenger regarded Continental as a local service
airline masquerading as a trunk.

Last of the Great Piston-Engined
Airliners

Hardly had the airline world digested the impact of the
Denver Service Case when, in December 1955, in an
unprecedented burst of procurement backed by the sub-
stantial issues of new stock, Continental ordered four
118-seat Boeing 707 jet airliners, fifteen 56-seat Vickers
Viscount 810-D series four-engined turboprops, and five
96-seal Douglas DC-7B%. The lotal cost of the 24 planes
was $64,000,000. To put this in perspective, the value of
the existing 1955 fleet was placed at about $11,000,000.

There was a snag, in that the turboprops could not be
delivered from England until 1958 and the jets could not
arrive belore 1959. Thus the DC-7B%, more readily avail-
able, had to be purchased as an interim measure. The
aircraft was a further development of the famous four
engined Douglas family, its fuselage lengthened from the
DC-6B to accommodate more passengers, and its
engines changed from the 6B% Pratt & Whitney R-2800s
o new Wright turbo-compound R-3350s. These power-
plants gave the DC-7 series enough additional power to
offer more payload, higher speed, and longer range than
the DC-6B. It had been introduced originally by American
Airlines as a nonstop transcontinental airliner to match
TWA’s Super Constellation. The DC-7B was a slightly
improved version of the DC-7 with higher all-up weight,
and Continental was one of only lour airlines to order this
version.

The Douglas DC-7B, almast the last of a line of great
piston-engined planes, had the honor of inaugurating
Continental’s Los Angeles-Chicago service on April 28,
1957, both nonstop and via Denver. The Kansas City
alternative routing was added on July 8. It was promoted
as the Gold Carpet Service, and the service also offered
the Club Coach, a novel experiment in which, for the
first time, an airline offered a selection of first-class amen-
ities at coach-class fares. Not for the first time, Robert
Six and his Conlinental team introduced a feature which
was regarded as a risky innovation at the time, but which
was to become standard practice many years later.

Turboprop Flirtation

One of the most fascinating airline merger rumors
going the rounds toward the end of 1957, was that Robert
Six of Continental was talking to James H. “Slim”
Carmichael of Capital Airlines. The whole idea seemed
to have possibilities of such magnitude that the rumor
was widely aired and speculated upen in the aviation
press. Capital was the fifth largest airline in the United
States (or in the western world, for that matter), in terms
of passengers carried, and sixth in terms of passenger-
miles. The outgrowth of a prewar merger of airlines
operating between the Great Lakes and East Coast
points, it had the advantage of serving a densely popu-
lated area with many large cities, including the federal
capital. Now that Continental had benefitted so hand-
somely from the Denver Case, the routes of the two
airlines met at Chicago.

One common denominator was the choice of the
British-built turboprop Viscount. This airliner had first
gone into service with British European Airways in 1953,
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and its instant success had led to a flurry of orders, the
most dramatic being one from Capital which, with sub-
sequent additions, totalled no less than 60 aircraft. When
the Denver decision was made on November 14, 1955,
Slim Carmichael had already introduced the smaller Vis-
count 700 series on July 26 of the same year. The
vibration-free turbine aircraft was so successful in the
highly competitive northeastern quadrant of the U.S.
that Capital increased its market share on every route it
operated. Thisimpact was all the more emphalic because
the gains were made at the expense of United, American,
and TWA, all of whom were unused to the junior
members of the trunk airline hierarchy conducting
themselves in such an aggressive — at what was worse,
successful — manner

The outstanding performance of the Capital Vis-
counts undoubtedly affected Six’s decision to buy them.
He had already purchased Convair 440s, of roughly
equal capacity, and although they were deficient in per-
formance compared with the new turboprop generation,
the Convair-Liner family was popular and widely ac-
cepted. But it was not too soon to bend the facts of the
situation a little to describe the turboprops as jets, and
gain a tremendous promotional advantage.

Whether or not the two airline leaders ever seriously
contemplated, or went into the details of a possible
merger, may never be known. Because of the commonal-
ity of equipment, the two route systems could have been

easily integrated. It would have presented an enormous
problem to the C.A.B. to decide on the biggest merger of
all time, which would simultaneously have eliminated the
term Big Four. And this might have been sa revolutionary
a prospecl for the basically evolutionary policies of the
board that they would probably have rejected it, how-
ever plausible a case that could have been made.

Perhaps the biggest problem which would have faced
the merged airline, however, would have been to decide
who would have led it. Both Six and Carmichael were
inspired innovators, seizing every opportunily, however
slender, to enlarge their respective regimes. Both were
dominant personalities, both were prepared to take risks
in pursuing policies which they believed in. Carmichael
was in control of the larger airline, and was therefore ina
position of strength. But curiously, just as Six’s star was
in the ascendant, as the C.A.B. gave of its bounty,
Carmichael suffered from procrastination from the same
quarter, denving him the chance to break out of a densely
traveled market area where the stage distances were on
average too short to be economical.

Whether or not Six and Carmlchael could ever have
reached remains | speculation. For
had they done so, the whole course of development of
the trunk airline industry of the United States would have
undergone a fundamental change. And — who knows?
— there might never have been any need for the Airline
Deregulation Act of 1978.
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From 1961 to 1863 many small cities in the Southwest were eliminated in C.A.B.
decisions in the Kansas-Oklahoma and the Southwest Area Local Service Cases =~
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From the Denver Case to Deregulation, 1957-1978. After the landmark Denver Case, Continental steadily expanded during the next two

decades to become a major trunk airine,
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Vickers Viscount

Entering the Jet Age
1958-1960

More Sparring for Routes

‘The year 1958 was one in which Continental Airlines
i t

i In
March, the C.AB. instituted me Southern Transconti-

mant,ranking with the Denver Service Case i s long-
term implications. It came as no surprise to the industry

aagessive, imoginatve, and authoritative.
ng 19582 subtechange uas maden the aifnel

wor lnes at st on th et st promo-

ol maferel. Ofick] documenti, ioweves contoed
 style for years.

© G duly 52, 195, the C-AB. announced that,in the

Dallas to the West Service Case, it had authorized Con-

inental to operate nonstop from the Dallas-Fort Worth

hub to E Paso, Lubbock, Midland-Ocessa, Amarillo,

ambitious st of requested routes.
team had been strengthened by the promotion of
one of the executives of the local service irline, Pioneer,
absorbed by Continentl n 1985. Harding Laurence,
who en promoted to vice president, executive
sdministration and sales, now became executive vice
ident, eding Clarence C. West.

Abilene, ‘and Santa Fe. This award, after
the acquisition of Pioncer, gave Continental almost a
‘omplete permutation o inteciy routes within Texas

eover, it sleady sarved every point lted o the
certfeate, 50 that when the aw onfirmed on
February 1, 1959, the costsat the sttions in providing

innovator or strong personality in the extrovert sense;
and consequently had never been among Six’s closest
cronies. He was no yes-man; but was not one who would
challenge Six either. A reliable member of Six’s cabinet
beore the war,and ke Six, » serving officer during the
conflict, there was no question of his loalty during the
Drinkwater affair. When he retired, Lawrence was the
obvious man for the job, a man cast in SiXs mold,

Nevertheless, 1958 was slugaish by Continental stan-
dards and expectations, with a poor financial result.
Continental needed a shot in the arm, and it came in the
following year

The Viscount

When the Dallas award was announced, Continental
had already accelerated its marketing impact to the
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CONTINENTAL __AIRLINES

The
Golden Jer colors introduced in 1959.

on a big intercity route. The Douglas DC-7B had done
well between Chicago and Los Angeles, and the public
was talking about Continental’s new Club Coach fares
and amenities. American Airlines, TWA, and United had
already been served notice that the new boy on the black
was no novice

Giving further emphasis to its new stature, Continen-
tal introduced the turboprop “Jet Power Viscount 11" on

Clarence C. West, one of the Varney old-timers who serve
World War Il became executive vice president before retiringin
1958,
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ish-built Vickus Viscount was Ille world's first Iurhupmp airliner. Continental introduced it on May 1, 1958. This one carries the

May 28, 1958. While the DC-7B maintained the nonstop
Chicago-Los Angeles service, the Viscount, with its
shorter range, was deployed on the stopping services,
Chicago-Denver-Los Angeles and Chicago-Kansas City-
Denver-Los Angeles. It was an instant success. Aggres-
sive and effective promotion for both aircraft, with the
emotive word “jet" being thrown into the advertising field
with gay abandon, resulied in Continental garnering
almost half of the traffic on this very important group of
city pairs. For an airline which a mere three years pre-
viously was regarded only as a twin-engined operator (its
DC-6B's being used exclusively for interchange services)
this was a modern airline re-enactment of David and

nauguration was accompanied by all
the promotional wizardry that Sixs commercial and
advertising team could muster. As well as echoing the
Gold Carpet image started with the DC-7B%, handsome
new uniforms for all flight crews and ground personnel
had been introduced on May 1, 1958, to give Continental
Airlines a completely new look as well as a slightly new
name.

The Boeing 707

Unquestionably successful though the Viscounts were,
their impact was soon overshadowed by the entry into
service, on June 8, 1959, of Coniinental’s first true jet, the
Boeing 707-120. This aircraft, hailed as the Golden Jet
and given a handsome new paint scheme to match its
title, took over one of the nonstop Chicago-Los Angeles
frequencies on its inauguration day, and exactly two
weeks later was operating the route thrice daily. By
August 15 it was serving Kansas City and Denver as well
as the nonstop route, and by September 5, was offeringa
total of six frequencies per day between California and
Chicago.



The addition of any new airline to the list of jet opera-
tors was something of an event, but Continental’s case
was quite remarkable. Nol to labor the point too much, a
mere four years previously it was only in the four-engined
field at all because of interchange services, not because
its own route network demanded it. Now, although still
one of the smallest of the U.S. demestic trunk airlines, it
became the third domestic carrier, and the sixth in the
whole world, to introduce its own epoch-making Boeing
707s. Only American and TWA preceded it in America,
National’'s aircraft having been leased from Pan
Armerican.

With the introduction of the Viscounts and 707s, Con-
tinental’s fleet composition underwent a metamorphosis.
Most of the piston-engined aircrafl were sold, bul a few
DC-TB%,DC-6Bs — evenafewDC-3s — were retained.
Trimming the fleet to an exact match with the require-
ments, fwo of the Viscounts were sold, but a fifth 707 was
added during 1959 for a net capital gain of $1,201,000 on
the various transactions.

The strict maintenance programs, tight scheduling
practices, efficient traffic handling and other disciplined
procedures, forced upon Continental in the past to offset
deficiencies in route structure, now paid handsome divi-
dends. The same austerity, applied to the jels, reaped its
rewards. They were, in any case, inherently far more
economical to aperate than the piston-engined planes,
and were now efficiently deployed on longer routes.
Continental’s high utilization — up to 13 hours per day
by 1962 — was the highest in the country by a comfort-
ahle margin. The quality of service, with Continental's
flair for providing extra amenities, and backed by the

The Boeing 707-120 Golden Jets, complete with new look, projected Continental into the jet age on June 8, 1959,

best on-time performance of all the U.S. airlines, com-
bined to pull in record revenues. The result in 1959 was
the highest operating profit in Continental’s history,
almost 34 million. The net income, after laxes and inter-
est payments on loans, was $1.7 million, easily another
vecord,

Pause for Breath

Continental’s headlongleap into the jet age created its
own momentum. Bob Six and his airline were now a
force to be reckoned with, and the other airlines and the
C.A.B. alike treated the once modestly-placed airline
with respect, even — because of the continued demon-
stration of high efficiency — with an attitude approach-
ing envy. With almost any new route case instituted by
the C.A.B., both that agency and the other airlines
aulomatically expected Continental to be a major applh-
cantfor newroutes. And they were seldom disappointed.

Farly in 1959, for example, when the hoard instituted
the Trans-Pacific Route Case, the Denver airline applied
for routes to Honolulu from its three main cities,
Chicago, Los Angeles, and Kansas City, as well as fram
its base and hub at Denver, and with San Francisco
thrown in for good measure. The same had happened in
the spring of 1958, in the Southern Transcontinental
Case. While the Pacific Case was lo drag its heels inter-
minably, and to become mixed upin national politics, the
important Southern Transcontinental package of routes
received the C.AB. examiners recommendalions on
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June 20, 1960. While Delta and National were the main
beneficiaries, being slated for transcontinental authority,
Continental did not come out badly either, with solid
additions to its structure between California and Texas.

On July 1, 1960, the interchange service with American
Airlines on the Houston-Los Angeles service was doubled,
thanks to the transfer of the DC-7B%, retired from
Chicago-Los Angeles and available for other work; and
San Antonio was also included. But this was a marketing
gesture, aimed to increase awareness of Continental’s
presence, and to herald the rights which were to come
from the Southern Transcontinental award. In any case,
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and the first Golden Jet.

Bob Six was hedging his bets both ways.

The tremendous progress made by Continental as the
result of the three-pronged injection of new strength —
the Denver Case, routes to Texas, and the jets — is
vividly reflected by the statistics. Progress in the three
financial years from 1957, when service started on the
Chicago-Los Angeles route, to 1960, when the full fleet of
Boeing 707s and Viscounts were in service, was stagger-
ing. Passenger boardings rose by 61 percent, from
829,000 to 1,337,000, but even more remarkable was the
passenger-mile growth of 145 percent, from 363 million to
891 million.




Not that everything in the garden was rosy for Conti-
nental in 1960. On June 30, 1960, the flight engineers
went on strike, the first in the history of the airline.
Possibly feeling that they deserved a bigger share of the
pie now that their company was solidly in the black,
negotiations went on for more than three months, and
were finally settled on October 10,

More alarming, however, had been the fear thai Bob
Six might leave Continental. Early in 1960, Howard
Hughes, the legendary owner of TWA, had stretched his
financial eredit too far and was deeply indebled lo the
financial institutions which supported his airline when it
too entered the jet age with a $300 million investment. By
the end of the year Hughes was forced to surrender
control to a vating trust, after he had battled to retain
leadership. TWA had never had a strong president with a
consistent record since Ralph Damon died in 1956, and

Hughes thought he might be able to hang on if he could
hire a strong man. Such a man was Robert Six,

The offer was made, a tempting one, with three times
Six’s previous salary, an appropriate level ina world-wide
airline which could regard Conlinental’s recent route
gains on Chicago-Los Angeles almost as a feeder route
affaiv Six gave the offer a qreat deal of thought, but
turned it down, How much of his decision was based on
loyally to and love of his own company, or how much was
based on the wish to be a big fish in a small sea rather
than the reverse, will never be known. His subsequent
substantial salary increase as Continental chairman was
probably no coincidence, the Hughes offer confirming
his personal market worth. In any evenl, Continental
Airlines continued to go from strength to strength under
Six's guidance for two more decades.
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Continental's competitive thrust was at every level. These Golden Jet airline stens cost $10,000, and were the widest in the indusiry. A gold
carpet automatically unwound as the stairs approached the side of the plane.
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Route and Service Strengthening
1961-1966

jected itself into the jet age and into the world of major

Another Good Route Award
Continental suffered a disappointment at the begin-
ning of 1961 when, in January, President Eisenhower

setback shortly afterwards. In the Southern Transcon.
tinental Service Case, announced on March 13, 1961, it
was awarded a route from Los Angeles to Houston, via
s0, and San Antono, with non-

routes such as Los Angeles-Chicago or Los Angeles.
o

serving al the small cities in the southern Midwest and
Rocky Mountain area that it had collected on its way up

Disentanglement with the latter routes and cities
became a major preoccupation for Continental, as it
I

 Cosiosint b aeton o5 n these e seg.
ments on June 11, 1961 ¥y ik o
Carretinthe Colifornia- Arona-Texas market. The pr

s day the Tnterchange service with American over
the sams route siructure wes tenvinaiod, heving bo

lie, Six applied to the C.A.B. within two months for a
batch of new routes to the East Coast, with terminals at

joal
ai service and access o the aifluent Nort theast; but as

o 378 batore the o o o
End of Local Service

The early 1960s witnessed a complete transformation
of Continental’ route structure. The airline had pro-

a“

the ftharancalof thia chiacive,the CAS, mitheresd
on November 2, 1960, in the Kansas-Oklahoma Local

Continental no longer needed them, Central was glad to

them, as it strengthened its rather sparse route
structure in that area. The transfer took place almost
exactly a year after the decision, on December 1, 1961.

in Texas, New Mexico, and Colorado should be trans-
ferred to local service airlines. This became a slightly
more protracted affair, but in the end, in a decision




handed down on February 1, 1963, the C. A B. relieved
Continental from the obligation to serve no less than 14
cities in the southwestern area. It retained Amarillo and
Midland/Odessa, but surrendered seven other cities in
Texas, including the capital, Austin, as well as six more
cities in New Mexico, also including the capital, Santa Fe.
Fourteenth on the list was Pueblo, Colorado, a detail
which must have injected a certain amount of sentiment
to the occasion. For this was the city which, in 1934, had
become the northern terminus of Varney Speed Lines’
only route, and had later become the junction point of
the system when, in 1938, Continental achieved what
was then the supreme luxury of possessing two route
certificates from the C.A.B.

The C.A B. order was made final on October 11, 1963,
and all routes were transferred to Frontier Airlines and
Trans-Texas Airways, later renamed Texas International
Airlines, by November 12. One immediate result was that
Continental Airlines was able to dispose of its entire
DC-3 fleet, except for one single aircraft which was
retained to operate a single route, Denver-Colorado
Springs, a curious anachronism which prevailed for
many years.

Merger Madness

When in August 1961 Robert Six applied for routes to
the East Coast — tantamount to a bid for transcontinen-
tal status — this was partly a reaction ta an announce-
ment that, on June 1 of that year, United Air Lines had
acquired Capital Airlines. This merger between the
second largest and the fifth largest airlines in the United
States resulted in a company which overtook American
Airlines as the largest U.S. carrier, and indeed, measured
in passenger-miles, the largest in the western world.
Coming as it did within three years of the abortive
Continental-Capital merger talks, Six must have won-

CORTINENTAL

dered whether he had missed his chance by not pursuing
the idea more diligently.

Never one fo cry over spilt milk, however, he then
conducted merger talks with George (Ted) Bakes, head
of National Airlines, and who had just come out very well
from the Southern Transcontinental Service Case, gain-
inga transcontinental route from Miami to California —
even better than Continental’s Texas-California package.
Tt would have been an intriguing amalgamation, eliminat-
ing a few parallel routes on the transcontinental system,
but mainly joining two airlines which operated in com-
pletely separate regions of the United States. The addi-
tion of the two would, as with Continental Capital, have
created another large airline to maich in size the likes of
American, United, TWA, or Eastern. Six’s interest may
have been enlivened by rumors that Northeast Airlines,
which for so many years had saved Continental from the
ignominy of being the smallest trunk carrier of them all,
was the target for a take-over bid.

Robert Six and George Baker made a joint announce-
ment on December 12, 1961 that the two airlines had
agreed to merge. But the news had hardly reached the
newspapers and magazines when a subsequent announce-
ment was made that Bud Maytag, president of Frontier
Airlines, would purchase Baker’s controlling interesl in
National. And that was the end of the Continental-
National deal, as Maytag concentrated on making a suc-
cess of National in its own right.

Maost observers in the airline business considered that,
if the clash of personalities in the former Continental-
Capital proposal — Robert Six v. Slim Carmichael —
was potentially explosive, that of Six v. Ted Baker was
equivalent to nuclear fission. Both were known as vigor-
ous free spirits, liable to risk unorthodox policies and
procedures for the betterment of their respective air-
lines. Every bit as sharp as Six, Baker however was
devious, as witnessed by his maneuvering with Six and
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Maytag simultaneously. Both were well known for their

k and i e k though Six
had the better reputation as a man of his word, whatever
his other shortcomings may have been. His big problem
was that he was used to leading, and he would have been
psychologically incapable of serving in any capacity
under another man. One essential element in any merger
in which Continental was involved was that Robert Six
would be the boss.

During the next two years, two other merger propos-
als of giant magnitude, but not involving Continental,
were floated. Predictably, each was vigorously oppased
by Six. When, in August 1962, American and Eastern,
two of the Big Four, asked the C.A B. for permission to
merge, the word “predatory” was used in Continental’s
opposing submission, and this was probably the mildest
adjective used by Six in private. That the C_A.B. would
ever have agreed to an amalgamation of such enormous
size is unlikely. As it was, the examiner recommended
disapproval in November, and this was confirmed by the
board in the summer of 1963.

Unbelievably, another merger of, if anything, even
greater consequence, was in the wind in 1963. Pan Amer-
ican Airways and TWA discussed the possibility of creat-
ing an airline which would have come close to creatinga
monopoly of overseas routes, at least on the North
Atlantic, and which would have fulfilled Juan Trippe's
ambition for domestic trunk routes, not only for th
own sake, but ta link Pan Am’s overseas gateways. In this
case, however, the two sides did not get very far, and the
proceedings in Washington were dismissed at the two
carriers’ request.

Good Housekeeping

Determined o maintain maximum profitability, Con-
tinental Airlines kept a tight control both on revenues
and expenditures, at the same time seeking innovative
methods and promoting new ideas in its efforts to
improve both. In the former case, the revenue side of the
economic equation, Continental began to acquire a rep-
utation for challenging the basic procedures and time-

Acrial view of Stapleion Field, Denver, about 1960. Conti ’s hangars,
right.
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The Boeing Family of Airplanes

Boeing 707-120

Boeing 720-B

honored traditions of fare levels and fare seiting, as
practiced since time immemorial.

It had always been in the forefront in promoting low
fares, having introduced coach class as early as De-
cember 1948, only a month after Capital Airlines had
pioneered this startling experiment. Then there had
been the controversial Club Coach Fare of 1957, the first
time an airline had ever offered first-class features in
coach class. Now, on December 1, 1961, Continental
came up with economy class. At fare levels set at about
25 percent below coach class, passengers could choose
a “no-frills” standard of on-board service on all Golden
Jet flights. The economy fare between Los Angeles and
Chicago, for example, was only §77.00, compared with
$102.30 coach. A discriminating passengey, in the thrifty

Boeing 707-320C

sense of the term, could, by interchanging with Contin-
ental at Chicago, fly coast-to-coast for $119.40.

In August 1962, the economy fare structure was ration-
alized to provide a three-tier service, with jet economy
coach, business class, and first class. After a trial period,
this was later extended by the C.A.B. to October 26,
1963. Although the three-class fare structure did not gain
wide popularity during the early 1960s, passenger accep-
tance gradually changed, so that, twenty years later, the
‘business-class section became almost standard practice
by many airlines on their main routes. Once again Robert
Six and his airline had been ahead of the pack.

On the cost side, Continental continued to strengthen
its strict control over everyitem and to find ways to save
unnecessary expenditure. The already commendable
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annual Golden Jet utilization figure of about 13 hours
revenue flying per day was increased even further to an
impressive level of almost 15 hours per day. This was
equivalent to spending about 40 minutes out of every
hourin the air, and only 20 minutes on the ground, round
the clock, every day of the year.

This unprecedented development was achieved by
instituting a new maintenance procedure, at first called
“perpetual maintenance.” Previously, airlines had always
taken aircraft out of service for mandatory maintenance
and overhaul, according to a rigid timetable of check
periods, varying from a few hours for frequent inspec-
tions, replacements, and replenishments of small items,
to several days, or even weeks, for major overhaul of
engines and airframes. This not only took aircraft out of
revenue-earning service; but required spare aircraft to
be kept in reserve as temporary replacements.

Whole fleets of aircraft were formerly carefully inte-
grated so that individual planes fitted into a cyclic pat-
tern. The larger the fleet, the less wastage of revenue
hours lost on the ground, because a spare plane could be
worked into alarge pattern far more easily and economi-
cally than with a small fleet. Now, Continental, which had
never enjoyed the luxury of possessing aJarge number of
any single type, went one better, and revolutionized the
whole system.

In cooperation with the aircraft and engine manufac-
turers, it devised a maintenance program in which the
entire cyclic schedule of mandatory checks was broken
down into self-contained periods. The work in each one
could be performed in a few hours, without affecting the
work in the other periods. Certain hydraulic systems and
functions, for example, could be checked, serviced or
replaced on one day, electrics the next, controls and
instruments the next, and so on. The mandatory main
tenance was thus more evenly spread over the whole
operating life of the aircraft.

The basic principle was simple and sound. Almost all
the work could be broken down into periods not exceed-
ing about eight hours, which meant that the whole pro-
gram, with cerfain exceptions invelving major compo-

nent changes, could be undertaken during the hours of
night. This released the maximum time for the planes to
earn their keep during the average working day, which
occupied about 16 out of the 24,

Continental introduced the system, which was later
called “progressive maintenance,” to the whole airline
industry, which guickly recognized its worth, and —
imitation being the sincerest form of flattery —
thereupon copied it.

New Planes, New Colors

Other than the consolidation of routes between Cali-
fornia and Texas, Continental did not receive any further
routes from the C.A.B. during the first few vears of the
1960s. It campaigned strongly for autharity between Los
Angeles and San Francisco, the busiest air travel corri-
dor in the world; and was bitterly disappointed when, in
the Pacific Southwest Local Service Case, the nod went
to TWA, which had long felt deprived of an adequate
share of the transcentinental traffic to the Bay Area,

Nevertheless, Continental’s traffic was so buoyant
during the period, as it quickly became established as a
popular trunk airline on an equal footing with the big
trunks in every market it served, that it added to its jet
fleet. In June 1981, it ordered four of the Boeing 7208
version of the 701, with shortened fuselage, and able to
carry 108 passengers in a typical three-class seating
layout. The aircraft cost $27,500,000 — a figure which
would have appeared horrifying, even to Robert Six, ten
years previously — and went into service on the main
routes on June 3, 1962. The 720B was equipped with the
latest fan jet engines, that is, engines in which a large
proportion of the intake air was carried around the com-
bustion chambers, to rejoin and augment the main jet
thrust. This gave the engines a much betler fuel econ-
oomy, which was reflected in lower aircraft operating costs.

By the time the 720B joined its sister ships, the 701-
120s, Continental Airlines had, in the spring of 1962,
adopted a new paint scheme for its entire turbine-

Continental's last DC-3, retained to operate the shuttle service from Denver to Colarado Springs, was finally retived in April 1966.
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engined fleet. This was a handsome black, white, and
e e

the eyes of potential clients at all the airports it served
made s ddinet coniras! it dcce ol the, mote
ve colorschermes of s competiors. Orly the

D 6B, used on nterchange ser
e e B 'DC:3, sl working between Denver and
Coloraio Sprcgs retines the s askines.

A Time for Reflection

During the early 1960, Continental marked up two
mere “frns” butthese et il caue or satifaction

(1965) Continental Douglas DC-9-10

nation by the ground crews, the aircraft was prevented
from taking off by FBI sharpshooters who shot out the
tires. Well-coordinated action by the FBI, the crew, and
two of the hostages resulted in the capture of the gun-
men. The aircraft returned to service within three dags.

Less than a year later, on May 22, 1962, Continental's
25-year safety record came to an end. Its last fatal acci-
dent had been in 1937, when two passengers were killed
ina Viega crash. Now the very same 707 which had been
hijacked took off from Chicago’s newly-opened (Janary
15) O'Hare Airport and crashed at Unionille, Mis-

ouri — atleast, that is where most of the wreckage was
found, At firt, the presumption was tht the cap

e, on August aBoeing ccommanded by Fred Gray, had flown into a ndtrs‘om\, and had
Capt. Byron Rlckards was hijacked on a Los Angeles
toinvolve bythe FAA

a U.S. jet airliner. Two men held the crew and four
hostages at qun-point at El Paso where the plane had
landed after the captain insisted that he would have to
refuel to reach Havana, the hijackers’

i ent
detailed technical mvmiga«.m however, xevealad that

one of the avatories. Far from crashing out of control

tion. Winning time by insisting on deplaning the other

SINTRERRL. W
e
Illllll\ill I

he plane down in a semblance of a alide, with no
|a|| S i the engines torn off. The crew had gone

i injet,
configuration. It entered service on April 10, 1966, replacin the Viscounts.




Bob Six had great hopes for a supersonic airliner, but such designs as this never got off the drawina board.

through emergency procedures, there was no fire, and
such was the skill of the pilot that one man was found still
alive, in the severely damaged fuselage section, although
he died shortly afterwards. The incident was a great
shock to everyone at Continental. The FBI was never
able to identify the perpetrator of the outrage, although
there was a mass of circumstantial evidence against one
of the suspected passengers.

Supersonic Digression

Less sensible, and undoubtedly motivated by emotion
rather than by sound technical evaluation or busmess
judgment, was Robert Sixs przuccupahun

the predicament with not too much harm done, the
episode revealed that his judgment could sometimes be
faulted.

This was another example of Six’s intuition rather than
cold-blooded analysis of the facts ruling his decisions. To
be fair, he was not the only one to be mesmerized by the
grandiose claims of the supersonic supporters, who
managed to perpetrate the myth that passengers would
always wish to fly faster, at whatever cost. This totally
ignored the problems of bringing operating expenses,
not to mention manufacturing costs, down to a level
which were economically feasible; and even worse the
supersonic protagonists managed to convince airlines,
gwernm.nts and public alike that the engineers and

would find a way to eliminate the

almaost to an obsession, with supersonic airliners. Having
taken abig gamblewifh the turboprops and jets, and won
handsomely, he now took the plunge again, in a bigger
gamble, and with much higher siakes. The odds, in the
absence of potential supersonic routes, not to mention
proof that a supersonic airliner could ever be profitable,
were heavily against him; and alihough he escaped from
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sonic boom, a fund; 1 physical pt n, and
one not likely to be surrendered easily by Mother Nature.

Nobody listened to the airline economists, who were
skeptical from the start, and were proven right after
billions of dollars had been spent on both sides of the
Atlantic in a politically-charged rivalry for the elusive
supersonic formula. The first project to be put into




serious development was the Anglo-French Concorde,
first designed as a 140-seat aircraft to fly at 1450 mph at
60,000 feet, at which height the sonic boom was claimed
to be acceptable to people on the surface of the earth. As
it turned out, it was not. When the Concorde eventually
went into scheduled service, flying only for the national
airlines of the two countries which built it, its route
pattern was restricted to over-waler, or over-desert fly-
ing, over which, it must be stated, its technical perfor-
mance was impeccable. But the sonic boom was ruled to
be totally unacceptable over populated areas.

But while the dream lasted, Robert Six was enraptured
byit. In July 1963 he made a deposit of $505,000 on three
Concordes, and Continental would have been the first
United States domestic supersonic operator, had the
aircraft overcome its operational handicaps. Only the
British Overseas Airways Corporation, Air France, and
Pan American Airways were ahead of Continental in the
provisional order book list. Each of these flag carriers
ordered six, while Continental ordered three —ahead of
TWA, which at least had overwater routes, and Ameri-
can Airlines, hitherto always in the forefront when a new
airliner made its appearance.

At the time Six placed his order, the cost of each
Concorde was estimated to be about $10 million, which
was hopelessly oplimistic; and delivery was forecast for
1971. But the enormous technical problems led to much
higher costs, and the aircraft did not make its first flight
until 1969; so that Six would have been faced with intro-
ducing a much costlier and smaller (100 seats) aircraft
much later, in a period when the accent throughout
Armerica was to bring fares down, 50 as to expand the air
travel market into lower income levels. Even if the sonic
boom problem had been resolved, Six could never have
operated the Concorde. He would have had to cover its
impossibly high operating costs by charging impossibly
high fares, in the region of $1,000 one way from Los
Angeles to Chicago or Houston. And this kind of super-
luxury class fare structure could never have been sus
tained beyond a brief introductory period of a week or
two when some people would have flown simply for the
novelty.

Continental had a field day, however, with supersonic
publicity. Flight times of 98 minutes from Chicago to Los
Angeles, or 82 minutes from Houston or Kansas City to
Los Angeles were confidently predicted — although no
reference was made to the fare structure. But the Con-
corde order never lized and the down-p: its
were refunded, with interest.

Six’s determination to lead the United States into the
supersonic era led him also, in 1966, to reserve delivery
positions for the United States SST (as supersonic airlin-
ers were called), even before the contract had been
placed with a manufacturer by the Federal Aviation
Administration (F.A.A.) which was charged with the
responsibility of producing for the U.S. a bigger, better,
and faster SST than the Europeans. Continental’s initial
deposit was $600,000 and on January 12, 1968, a further
$1,500,000 was contributed towards the delivery costs.
Fortunately for Six, there was little penalty attached to
reserving U.S. SST delivery positions (the contract was
won by Boeing) as he got his money back. Other sundry
expenditures could be written off as being well spent for
promotional and image-building purposes.

In 1963, Continental introduced a handsome and dignified new
unifarm forits flight attendants. The string of pearls was the idea
of Audrey Meadows, Bob Six's wife.
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Business As Usual

Thankfully, memories of such tragedies as the fatal
accidents and aberrations such as the SST are short.
Both the industry and the public it serves keep the safety
record in perspective, subconsciously, if not by statistical
analysis, recognizing that air transport is as safe as any
other mode of travel, and a great deal safer than drivinga
car or walking the streets at night in a big city. Airline life
has to go on, and in the case of Continental, the accidents
and the hallucinations had to be consigned to memory
while the management concentrated on other important
155UeS.

One of these was to move the corporate headquarters
to Los Angeles. This took place on July 15, 1963, as a
logical step in Continental’s development. Denver was in
the middle of its network, and although something of a
hub, was nat among the leading generators of traffic, nor
the origin point of many of its flights. To transfer the
administration and the engineering base to a main traffic
hub, which was at the same time the terminus of most of
the trunk services, was simply common sense. Also, Los
Angeles was right on the Pacific Ocean, and therefore a
good launching pad for any sorties in that direction which
might be contemplated

During the mid-1960s there were two important changes
in the senior management. Harding Lawrence, an execu-
tive of Pioneer who had joined Six when that airline was
taken over by Continental in 1955, and who had risen
rapidly in the ranks, resigned at the end of 1964. During a
period when Six was spending a great deal of time away
from the airline, reaping some leisurely rewards for hav-
ing run the airline almost single-handedly for many years,
Lawrence had taken control. Continental had prospered
under his quidance, which was no less dynamic than
Six’s, and Lawrence aspired to the presidency. But he felt
that Six would never make room for him at the top and
move over to the conventional nonactive and honorary
position of chairman of the board, an accepted proce-
dure in many large and successful U.S. corporations.
Lawrenceleft to become president of Braniff International
Airways on April 5, 1965 — and that is another story of
the rise and fall of a dynamic leader.

On February 28, 1966, Louis H. Mueller, the wleran
financier from San Francisco, who had once p

Rather in the nature of certain political parties in Great
Britain, where a leader emerges in some mysterious
process of human selection, a successor to Lawrence
surfaced from the wealth of qualified talent which had
been responsible for one of the smallest U.S. airlines
conducting itself like one of the biggest. Alexander
Damm had joined Continental from TWA at the time
when Hughes was trying to tempt Six to join TWA. Damm
had proved his ability by managing TWA's finances and
turning in the largest profits in that airline’s history. And
he was to be no less responsible for Continental’s power-
ful financial record in the 1960s. Damm effectively suc-
ceeded Lawrence as senior vice president and general
manager of Continental Airlines.

Short Haul Jets

While debates on supersonics were attracting head-
lines and inspiring considerable promotional activity at
Continental, the management had to attend to more
practical matters. While the Viscounts had performed
well, and for a few years at least had held the competitive
edge over piston-engined types, the airliner manufactur-
ers had refined their designing capability so as to pro-
duce twin-engined jet aircraft, able to compete economi-
cally in short-haul markets. The French Caravelle, fol-
lowed by the British BAC-One-Eleven, had been the first
twin jet airliners. Then the Douglas Aircraft Company
produced the DC-9, and it was to that manufacturer at
Long Beach, California, almost on its home doorstep,
that Continental went for its next aircraft acquisition,

In March 1965, it ordered twelve DC-9C convertible
cargo versions, with an option on six more. They went
into service on April 10, 1966, first replacing Viscounts on
the Dallas-Lubbock-El Paso and Dallas-Albugquerque
routes, and quickly expanding to most of the shorter-
haul segments of the network. Oddly enough, the DC-95
were never used in the all-cargo configuration; and in fact
Douglas’s sales of the iype were never substantial. Six
had been swept along by an intuitive, rather than an
analytical judgment of the potential market for air freight.
Continental again misjudged the market, but the Dou-
glas plane provided sterling passenger-carrying service
nevertheless.

ly, the last DC-3, unobtrusively shuttling

Walter Varney in giving aerial joyrides in 1919, resigned as
chairman of the board. Six continued without a chair-
man, retaining leadership as president. Hitherto, Con-
tinental’s annual reports had seldom given credit to the
efforts of any members of the staff, however senior,
although each report, a model of its kind in every other
way, customarily began with a picture of Six himself on
the title page. But although he would never have admit-
ted it, he was now beginning to feel the need for adminis-
trative support. The industry had expanded into new
areas of control and management, each segment of
which was demanding full-time attention in the modern
world of complex financial management and exploding
computer technology, both in the air and on the ground.

back and forth between Denver and Colorado Springs,
was finally retired. By this time also Continental had
contracted in November 1965 to sell its fleet of Viscounts
to Channel Airways, a local UK. operator, run by
another cavalier, Jack Jones, who flitted across the air-
line scene in Great Britain by ambitious (though less
successful) policies similar to Sixs. But such domestic
equipment maneuvers did not accupy prime time in the
deliberations at board level at Continental. Even visions
of a transcontinental route were set to one side as, from
his new vantage point an the shores of the Pacific, Bob
Six cast his eyes westward in search of the means by
which he could turn Continental into an intercontinental
operator,
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Oriental Reconnaissance
1964-1968

Military Air Charters

‘Transcendingall other developments during the 1960s
was Continental’ entry into the international, indeed the

Pacific arena, and injected its own personality into the
operation. itary personnel were to discover that

when flights began on September 4, 1964, from the war
theaters to other oriental cities and to the US., the
on-board amenities of the 165-seat Boeings, including

by a combination of three methods of penetration into
the area. None was by the normal C.A.B. process of
extendingits existing network. One was a trans-Pacific

inthe Orints ana third

oot e o the coninenial 0.8, emphasize

procedures, in November 1963 the long-awaited Trans-
Pacific Route Case was concluded, and all applications,
including Continentals, were denied, even for Mainland-
Hauaii service.

Luck favored the brave. Shortly aterwards, in re-
sponse to the demand by the U.S. Armed Forces for an

support of the Vietnam War, Continental Airlines was
m:

quick off the rd uns sy  contract by the
Mty A Command (MAC tay 1964. Equipped
with two Boei A o sarge anite, Cantoere

ol immecistely onched el wholeheartedly into the

were fully up
to U.S. domestic airline standards and superior by far to
the average miltary airlift expectations.

 route network was a staggering departure for
Commental, hiherto
rous. Py
fying t ast
bmed Pred\ctably, Continentl

performed in fine style.
from Travis ar San Francisco

the Air Force during World War 1) and Norton and El
Toro Air Force bases near Los Angeles, Continental’s
Boeings flew via Honolulu and Anchorage to every vital
airport in the western Pacific. Tokyo, Okinawa, Taipei,
Clark Air Force Base in the Philippines, and several new
names, including Saigon, Danang, ok, and Cam
Ranh Bay, were added to the Continental map on
Asiatic mainland.

e operation expanded mxghuly, wuh mgms also
from McGuire AFB, New Texas.
‘The demand for o caDacm/ Ao pmmmly ‘met,
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by continued repeat orders for long-range Boeing 707s.
By the end of 1967, Continental was operating ten air-
craft, with more on order, and during that year com-
pleted no less than 1,323 round trip flights across the
Pacific, approaching an average of four per day. This was
no small achievement, especially as a schedule reliability
of 95 percent was maintained. Astonishing utilization
levels were attained, peaking incredibly at almost 17
hours per day in 1966.

Some idea of theimpact of the military charter business
on Continental, and one which must have had a deep
impression on everyone in the airline, can be deduced
from the cold statistics. In 1967, only the third full year of
the MAC Airlift, international (contract and charter)
revenue passenger miles flown stood at more than three
billion, more than 50 percent higher than the figure for
the whole domestic system. Cargo ton miles, which
peaked in 1969 in the Pacific operation, at close to 100
million, were more than double the domestic total

By the iime the Vieinam War came to its end, and the
need for the trans-Pacific airlift declined, Continental
Airlines had acquired all the transoceanic flying expe-
rience it needed. During the busy years of the airlift, it
ranked as the fourth largest United States international
airline, with only Pan American, TWA, and Northwest
Orient ahead of it.

The impact on Continental’s finances was wholly bene-
ficial. During 1965-1968, the four busiest years of the
trans-Pacific operation, one third of Continental’s total
revenues was accounted for by “all other revenues,”
most of which stemmed from the military work. Expendi-
tures, on the other hand, were low, with aircraft operat-
ing long stages at maximum efficiency, and many of the
ground services provided free or at minimum cost. In
1966, Continental’s earnings, after payment of income
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The Boeing 707-320C began trans-Pacific charter service for the Military Airlift Command on September 4, 1964,

tax, totaled more than $17 million, or an unprecedented
11 percent of total operating revenues.

The MAC contract charter service was finally termi-
nated in April 1973. With wide-bodied aircraft already
well into service by that time, all the Boeing 707-320C
aircraft were sold, and an important chapter in Continen-
tal Airline’s history came to an end.

The Charter Fallout

One of the forivitous results of acquiring a fleet of
long-range jets for the trans-Pacific military contracts
was that any surplus capacity could be used elsewhere.
In particular, this gave Continental the flexibility to partic-
ipate in the thriving trans-Atlantic passenger charter
market, specializing in packaged tours. These were
normally contracted by travel agencies or travel clubs
which took care of the ticket reservations, hotel book-
ings, and ground arrangements. All the contracted air-
line had to do was to supply the aircraft and to fly it after
winning the contract by competitive bidding.

As a scheduled carrier, Continental was permitted to
perform nonscheduled flying on a limited scale, the max-
imum allowable under C.A.B. regulations being 2 per-
cent of the annual scheduled miles flown. By the late
1960s, the board had legitimized charter flying after a
long and weary battle by the hardy survivors of the
postwar buccaneers, the large irregular carriers. It
formed a new category of airline, the supplementals, and
although airlines such as Pan American campaigned bit-
terly against the nonskeds, as they were familiarly called,
they were forced to accept the challenge of this new
breed of low-fare airlines.

The scheduled airlines, having p condemned
nonscheduled flying as the “eighth deadly sin,” cynically




entered the market. For an airline the size of Pan Ameri-
can, 2 percent of its considerable annual mileage com-
prised a handsome slice of the trans-Atlantic charter
markel.

Had his career developed differently, concentration on
nonscheduled flying would have been meat and drink to
Roberi Six. He was never happier than when engaged in
a bitter competition for routes, aircraft, or any kind of
contract. Low fares, disciplined operations, overheads
cut to the bone; all these ingredients for a successful
charter operation were subjects well understood by Six
and his staff. As it was, Continental was able to fitinmore
than 50 charter flights to Europe in 1965, to destinations
such as London, Franklurt, Rome, Copenhagen, and
Paris, all direct from California.

Continental Air Services

The second string to Continental’s Pacific bow was a
wholly-owned subsidiary, Continental Air Services
{C.A.S.). This was founded on September 1, 1965, with
its operating base at Vientiane, Laos, the small Indo-
Chinese country of little more than two millien people,
and an unwilling participant in the conflict that was raging
in neighboring Vietnam. Continental purchased the
company from William Bird & Sen, a construction con-
tractor for the Agency for International Development
(AID), which had welcomed the injection of a little free
enterprise compefition with Air America, thereby keep-
ing costs down.

Bird had purchased the operation from R. L. “Duteh”
Brongersma, who had spent 25 years in the Far East, and
who, in 1956, had acquired several small aircraft to fly
supply missions into the mountainous areas of Vietnam
for the authorities in the region. Brongersma was
retained by Bird, and thereafter by C.A.S.

(il §#se Pt 1, 3

This Laotian airstrip was typical of those served by Continental Air Services.

ET e
designed to land on very short, unprepared strips. Continantal
Air Services used them in Laos during the latter 1960s.

Continental Air Services operated an extraordinary
mixture of aircraft. Thirteen or fourteen different types
were represented in the fleet, which numbered between
40 and 50 aircraft during the latter 1960s. There were five
or six each of the well-tried Curtiss C-46 and Douglas
C-47 transport planes which are always to be found in
remote places all over the world, hauling supplies into
airstrips which few other modern aircraft of their size can
use. For the primitive strips which presented problems
even to the DC-3, C.A.S. used specialized STOL (Short
Take-off and Land) types: six Dornier D-28s, three Scot-
tish Awiation Pioneers, and twelve Pilatus Porters, the
Swiss-built plane designed to land on the proverbial pos-
tage stamp. C.A.S.'s fleet of this last remarkable plane




was the largest in the world. Sundry small Cessnas,
Pipers, helicopters, and other planes made up the
remainder of the fleet.

Every month, during the period of emergency of the
Vietnam Wax, with this ragtag assortment of flying
machines, Continental Air Services flew about 4,000
hours, carrying an average of about 20,000 passengers
and 6,000 tons of assorted cargo. Operating in rugged
terrain, frequently under severe conditions (a mild
understatement to cover typhoons, attacks by enemy
warplanes, and ground fire) the C.A.S. crews hecame
expert in mastering short take-off and landing tech-
niques, and altogether acquired a vast experience in
flying skills which would have been impossible to simu-
late anywhere else.

One disappointment was the inability to use three
Lockheed C-130d Hercules transports, which turned out
to be too big for the complex pattern of supply missions
in the jungle areas, where the individual aircraft loads
were too small to permit their efficient distribution in
large transports. Some of the supply missions were car-
ried out by the use of “kickers,” recruited mainly from

Thailand, who pushed loaded pallets out of the open
cargo doors of the C-46s and C-47s. Each pallet, destined
for a village or community cut off by surface routes from
normal supply sources, would typically be loaded with
almost half a ton of rice. Up to seven pallets could be
carried in each plane.

As the Continental Air Service organization deve-
loped, its work divided itself naturally into several parts,
each quite distinct from and independent of the trans.
Pacific Continental Airlines B-707 military supply line.
First,in Laos, where C.A.S. had originally taken over the
operational base of William Bird, it was entirely under
contract to the AID programme and the Laotian govern-
ment. In this activity, it operated side by side with Air
America, the division of Civil Air Transport (C.A.T.) of
Taipei, Taiwan, and known to one and all as a branch of
the C.1LA. Additionally, C.A.S. provided two C-47s for
the use of the Laotian government, to carry troops and
officials from Vientiane to provincial points.

Second, C.A.S. was subcontracted to Air Vietnam,
the civil airline of South Vietnam, whose resources were
unable to cope with the dual responsibility to maintain a

“This load of cargo being discharged at Bangkok was typical of the massive trans-Pacific airlift performed by Continental during the Vietnam
War.
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The Lockheed C-130 Hercules was a good load carrier, but could not use the small strips in the Laotian jungles.

commercial operation and at the same time undertake
work for the Vietnamese government. C.A.S. signed an
extensive contract with the vast American RMK-BRJ
construction consortium, carrying supplies to assist in
building docks, airports, roads, and other badly-needed
facilities in the war-stricken country.

In April 1968, C.A.S. became involved in a third coun-
try, Thailand. In cooperation with a group of Thai busi-
nessmen, it formed Bira Air Transport, Ltd., to perform
air taxi work and other commercial air services in Thai-
land. Finally, in October 1970, it oraanized Air Alliance,
Inc. as a subsidiary company to provide aircraft, crew,
and maintenance to Khmer Akas (Cambodia Air) which
had been established by Cambodians in Phnom Penh ta
carry out air transport work. It made its first flight on
October 21 from the capital to Battambang, and, for the
short period before that unfortunate country was en-
gulfed in a dreadful holocaust, was the only airline in

Cambadia.

Continental Air Services employed a work force which
at times exceeded 800 very specialized and very talented
aviation people. As the Vietnam War drew to its close
and demands for suppori services changed, so did
C.AS. In the early Seventies, for example, C.A.S.
planes, nominally under the ownership of Air Alliance,
cooperated with a Thai company to provide a service
between Singapore and southern Thailand in support of
drilling operations hy two large U.S. oil companies.

Continental Air Services, Inc., was finally wound up
and all operations terminated on December 19, 1975, as
the Communist forces took over the entire region of

theast Asia, including Vietnam, C: dia, and Laos.
And of course the Military Airlift Command trans-Pacific
contracts also came to an end.

Apprenticeship Complete

Meanwhile, however, all these activities — and there
were more to come — in the Pacific region served
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Robert Six and Continental Airlines well in the campaign
to obtain permanent certification for scheduled service
to the Orient and to Australia. Through the combination
of long-distance, transoceanic experience in fanjet air-
craft gained from the MAC contracts, and the conduct of
affairs in the oriental environment gained from its Con-
tinental Air Services activity, the parent company was
fully equipped to challenge all rivals in a legal presen-
tation to the Civil Aeronautics Board. In addition to the
experience, it possessed a fine fleet of Boeing 707 aircraft,
ideal for the mission, and was fortuitously in good finan-
cial health, partly because of its lucrative contracts over
the Pacil

Late in November 1966, 18 airlines filed exhibits with
the C.A.B. in support of applications for routes in the

fdae
Scene at Ummne LABS during the late 19‘!“‘ as !unp“ﬂﬂ are unloaded [rom a Continental plane.
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reopened Transpacific Route Investigation. The Trans-
pacific case was probably the largest ever heard before
the bozard. Continental had every reason to believe that
its case was among the strongest that would come before
that agency. But to strengthen its position, and to ensure
that its image was no longer simply confined to that of a
U.S. domestic carrier with restricted horizons, Conti-
nental then proceeded to interisify its campaign. Already
holding two trump cards, the MAC trans-Pacific con-
tract and Continental Air Services, it proceeded to play a
third. It formed Air Micronesia, a local service airline
serving the islands of the central Pacific, with a route
network extending over a distance greater than the
width of the contiguous United States.




Air Micronesia

1968-

A Unique Problem of Local Service

The lrus cfthewestern Pacfic Ocesn, o s

as Micronesia, have r the control of many
iforent foraitin posers ot the 08 o

sisting of tariana, Caroline, and Marshall island
aroups, the 2,000 tiny specks of land and coral

together cover an area no bigger than Rhode Island. Yet

roughly that covered by the United States, without
Alaska. During the past half century their population,

from about 50,000 to 100,000, all of whom could be

covery by Magellan in the leth century, they were pur-

War. Guam, in the Mari rer, was annexed by
eI i th defont o the Contea Powerai
War I, the islands came under Japanese jurisdiction

inder a mandate of the League of Nahons el 545,
when the Axis Powers were defeated in World War II,
and they passed (6 the United States, under a mandate
of the United Nations.

Late in 1949, the U.S. Department of the Interior took
over the administration of the islands from the United

rE
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about the task of providing a transport service befuween

the more important of the 84 inhabited islands. This was

0 mean sl o theneviere socssc i ver s lace
falmost 3,

New York to Los Angeles. Nevenhe\ess, early in 1950,

survey, accompanied by naval personnel and represen-
tatives of the Civil Aeronautics

Among the carriers was Transocean Airlines, one of
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Interior. Transocean, with its record of difficult assign-

ersin Guar
On July 1, 1951, Transocean began intetisland a
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fied to carry ten passengers, plus cargo. The aircraft
were supplied by the Navy, while maintenance, spares,
fuel, crews, and administration were supplied by Trans-
ocean. Regular flights were made from Guam to the main
islands, Truk, Ponape, Majuro, Saipan, Yap, and Koror.
The service was entirely for the benefit of the islanders
and administrators, as the Trust Territory was not yet
open lo tourists, for whom, in any case, there were

i no facilities. Ti operated the service
for nine years, until it went bankrupt on July 11, 1960, and
Pan American Airways was asked to take over the
responsibility.

The world’s most experienced airline allocated for the
service one ancient Douglas DC-4, to operate to the few
islands which boasted primitive airstrips, and two vener-
able Grumman SA-16 Albatross amphibians to serve
Ponape. During the seven years under Pan Am, the
Trust Territory Air Service was never completely satis-
factory. Breakdowns were commonplace, as the supply
and maintenance of adequate spares holdings were
expensive and presented a considerable logistics prob-
lem. Comfert standards were poor, and the islanders
may have felt that Pan Am’s canvas seats implied that
they were second-class citizens. No hot meals were
served, and cold box lunches for a five-hour DC-4 flight
led to frequent adverse comment.

Asa consequence, in the late 1960s, the Department of
the Interior invited proposals for improved service, and
received bids from Pan American, the incumbent; North-
west Orient Airlines, the second U.S. trans-Pacific sche-
duled airline; Hawaiian Airlines, based a mere 2,300 miles
away from the easternmost island of Micronesia; and a
newly-formed airline, promoted by Continental, whose
Pacific experience was restricted to transoceanic mil
itary charter work and a nonscheduled operation in
southeast Asia

Air Micronesia is Born

In making his bid for a permanent Pacific foothold to
succeed a temporary one, Robert Six could not have
orchestrated his campaign more shrewdly if he had hired
a team of campaign tacticians. The key to the strateay
was the formation of the United Micronesia Development
Association (UMDA), in which Continental Airlines held
a 32 percent interest, with the balance held locally. Its
objectives were to further the occupational development
of the Micronesian islands, including the creation of a
tourist industry as a source of wealth. UMDA was the
largest shareholder in the formation of Air Micronesia,
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holding initially 49 percent of the shares, with Continen-
tal Airlines holding 31 percent and Alcha Airlines, of
Hawaii, 20 percent,

The terms allowed lor the progressive purchase of
additional shares by UMDA, at 2 percent per year, upto a
maximum of 60 percent. With Continental’s own share-
holding, together with its approximately one-third share
of UMDA, the whole operation was transparently a Con-
tinental affair.

In its petition for permanent certification, Continental
made three pledges. First, it would fly jet aircraft, specifi-
cally Boeing 727-100s, just as soon as airfields could be
prepared to accept them. Even though turboprop Lock-
heed Electras (which presumably would have been used
by Northwest, if successful in its bid) were better than
Pan Am’s DC-4, Air Micronesia thus went one better, and
could not be faulted from a technical standpoint.
Hawaiian did not own aircraft with sufficient range.

Second, Continental undertook to train Micronesians
to become an integral and significant part of Air Micro-
nesia’s work force.

Third, it pledaed itself to create a tourism industry in
Micronesia, to help revitalize its stagnant economy, by
building six modern resort hotels, ane in each of the
Trust Territory’s six political divisions.

Such a combination made Air Micronesia's case
almost unassailable by its rivals. On January 17, 1968, it
signed a five-year contract with the government of the
Trust Territory, and thereby acquired instant legal status.
Nevertheless, knowing that only one battle had been
won and that the war was still ahead, Air Micronesia lost
no time in taking every possible slep lo consolidate its
precarious footheld in the Pacific.

Dominic P. Renda, senior vice president, legal, &
corporate secretary of Western Airlines, was hired as
president of the embryo airline, based at Saipan. His first
task was to launch a crash program of airfield improve-
ment and construction so that the promise of jet service
in the immediate future would not be seen as an idle
boast or a confidence trick. Interim service was guickly
provided to those islands with airfields by one of Contin-
ental’s Douglas DC-6B’%s which was now superfluous to
the interchange operation with United. Affectionately
nick-named Granny Goose, it replaced the unpressur-
ized DC-4 over the old Pan Am network. The amphibian
route from Truk to Ponape was continued with the
Grumman Albalrosses, leased from Pan American.

Air Micronesia's big day was May 16, 1968, when the
Boeing 727-100 Ju oJu left Saipan and flew to Honoluly, a
distance of 4,300 miles, with seven stops. A jet connec
tion was also made from Saipan to Okinawa, still at that
time under U.S. administration, but the branchline from
Guam to Yap and Koror was continued with the DC-6B;
and the connection from Truk to Ponape was still main-
tained by the veteran Albatross.

Litile change was made to this basic network. John-
ston Island was added as an intermediate stop between
Henclulu and Majuro, for traffic authorized by the military
command, on June 18, 1969. But this was short-lived, as
inJanuary 1971, the storage there of chemical warfare
nerve-gas — supplies, removed from other parts of the
western Pacific, led Air Micronesia to suspend service to
that island. The Micronesia-Hawaii connection was pre-
served by routing the planes via Midway Island, with

Dominic Renda, previously with Western Aidines, was Air
Micronesia's first president,

Kwajalein as the first port of call. Although this led to
higher costs, because of the circuitous route with no
extra revenue, the main objective of preserving Micro-
nesia as an integral part of the aerial highways of the
North Pacific was preserved.

On December 4, 1969, a branch line was opened from
Majuro to the tiny island replublic of Nauru, formerly a
British colony, but now independent and comfortably
wealthy because of its enormous deposits of guano, the
basic ingredient for a thriving phosphate industry. But
this service was suspended after litlle more than a year, at
the same e as the suspension at Johnston Island.
Oddly, this little Air Micronesia feeder line was Continen-
tal’s first commercially scheduled international air route.
Though not sustained, perceptive observers may have
perceived it as analogous to the biblical cloud no bigger
than a man’s hand,

Air Micronesia fulfilled all the promises made in its
three-cornered program of development. On February
9, 1970, it began Boeing 727 jet service to Ponape, when
the new 7,000-foot runway was opened. The two leased
SA-16 Albatrosses were consequently retired, and the
first pledge was thus honored to the full. Since the
summer of 1968, the second pledge had been faithfully
kept, when the first six Micronesians began a mechanics”
training course. To employ local personnel to work for
the airline was obviously a popular development. Radio
comrmunications were improved  installed would per-
hapsbeamore correct term as none existed on most islands
and local personnel trained in their operation. To support
the third pledge, the Department of the Interior eased
the entry regulations for the Trust Territory, 50 as to
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Air Micronesia's first Boeing 727-100 Ju-Ju awaits passenger boarding at Truk.

permit tourists, and the first new Continental Hotel was
opened in June 1970, at Guam, to be followed by others
at regular intervals.

Permanency in the Pacific

Gaining permanent recognition for the Micronesian
service was a long struggle. The C A.B. examiner had
recommended Air Micronesia, but in July 1970, the
board recommended that Pan American should operate
it. At first, the White House referred the matter back to
the C.A.B., but Trust Territory officials strongly sup-
ported Air Micronesia, even threatening to impound Pan
Am planes if they landed. Eventually, on August 11, 1971,
the Civil Aeronautics Board granted permanent authority
to Continental/Air Micronesia for routes in the U.S.
Trust Territory. Additionally, a new segment was added,
though never flown, linking Okinawa with U.S. Samoa,
via the Gilbert and Ellice Islands, thus expanding the line
by another couple of thousand miles or so. The only
reservation was that the Okinawa certificate’s duration
was limited to five years after May 15, 1972, in anticipation
of the eventual transfer of that island back to Japanese
sovereignty.
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Bob Six and Continental knew that they would still
have to fight every inch of the way to obtain final White
House approval for this vital route. The president always
had to approve any C.A.B. foreign route award, ostensi-
bly for security and defense reasons. But the privilege
was often abused for political party reasons, and from
reaction to powerful lobbying groups; and so it was with
President Nixon. Twice he sent the opinion back to the
board, clearly favoring Pan American Airways, and twice
the C.AB. provided additional logic for its choice. The
president was on dangerous ground. He ran the risk of
undermining the integrity of an agency whose implied
judicial rulings as well as its statutory regulatory func-
tions were supposed to be politically impartial. He also
risked alienating Micronesian officials, who could not fail
to be completely satisfied with the methodical and com-
prehensive way in which Continental Airlines had kept all
its promises.

The president eventually conceded the point, and on
October 5, 1971 approved the permanent certificate for
Air Micronesia. At last Continental had a permanent
foothold in the Pacific Ocean.

Far the next five years it consolidated its position, not



by any new spectacular events, but by steady, reliable
service, matched to the islanders’ needs, and to the
growing demand for tourism which it had itself stimu-
lated. On December 15, 1972, a second Boeing 727-100
was added to the Air Micronesia fleet, permitting jet
service to Yap and Palau, and allowing the old DC-6B to
be honorably retired. A new teletype system was intro-
duced, linking all six Trust Territory districts, and no
doubt providing communication also for matters other
than directly airline-related ones. On March 15, 1974, the
Saipan Continental Hotel was opened, the largest of the
hotel chain, and calculated to attract a new wave of
tourism from Japan, whose links with the island remained
very strong, not only from its prewar League of Nations
mandated tenure, but also because of sentimental ties as
a legacy of World War 1L

There was a political change. In 1976, the Northern
Marianas, i.e. Saipan and the neighboring islands, voted
10 separate from the Trust Territory, and to become a
Commonwealth of the United States. The new govern-
ment was elected in January 1978. Also, on January 1,
1977, Kusaie Islalnd, at the extreme eastern end of the
Carolines, was designated as a new district of the Trust
Territory. But these events did not alfect Air Micronesia.

Expanding the Beachhead

The service to Nauru marking Continental's first cau-
tious scheduled service footing on foreign soil, had been

a modest and temporary episode. But Air Micronesia’s
importance was out of proportion to the size of its mod-
est two-aircraft fleet. And so history was to repeat itself,
when in the mid-1970s, Air Micronesia gained access, not
to a tiny island republic, but to Japan, one of the world’s
great powers, and an international air travel generator of
the first magnitude.

Like all previous steps forward in its route expansion,
Continental’s route to Tokyo did not come easily. The
idea had first surfaced in April 1972, when the Civil Aero-
nautics Board instituted a proceeding to consider United
States flag service between Saipan and points in Japan.
The bilateral agreement between the two countries had
already been in effect since 1969, authorizing each coun-
try to selecl a carrier to operate the service.

The case dragged on through oral arguments during
1973, but befare a decision was made, it was reopened in
1974 for a second hearing, and further submissions were
heard before the board in 1975. The C.A.B. sent a
unanimous recommendation to the president in August
of that year to award the routes to Continental/Air
Micronesia, with the restriction that it could not operate
single-plane service between Guam and Tokyo. This was
returned, with presidential doubts as to whether the
route could be financially viable, but the board held its
ground, albeit with much procrastination, and returned
the recommendation to the president on May 10, 1976
Eventually, President Ford gave his full approval for the
route, but with the Guam restriction refained, and the




award became effective on August 28, 1976.

Shortly afterwards, on July 17 of that year, Saipan
International Airport was opened, providing the neces-
sary standards for the largest wide-body aircraft, and
foreshadowing considerable Japanese potential tourist
traffic. Almost as if to protect Air Micronesia from finan-
cial embarrassment (as the little airline lost money during
its early vears, and had to strugale to break even at the
best of times), Continental sold a Boeing 727-100 to its
associate on March 1, 1977, and simultaneously leased it
back for twelve years. This assured “Air Mike,” as Air
Micronesia was now called by its many friends, of per-
manent income from a source that would not be affected
by fluctuating economic or traffic trends in the western
Pacifi

After further negotiations with the Japanese govern-
ment, service was inaugurated between Saipan and
Tokyo on October 1, 1977. Thus by its visionary promo-
tion of Air Micronesia, in a gamble which had its roots in
endless submissions to an apathetic Civil Aeronautics

Board, and the experience of transoceanic charter service
during a military emergency, Continental Ajrlines finally
became an international airline. Patience and persever-
ance eventually received their just reward.

By this time, as will be described in the next chapter,
Continental had already extended domestic service as
far as Hawaii, so thal theoretically Bob Six had also
achieved his ambition of becoming a trans-Pacific opera-
tor. A passenger could leave California, change from
Continental to Air Micronesia at Honolulu, and reach
Japan via the island chain, with Saipan as the last stop.

Though this was a somewhat ponderous operation,
the die was cast. Continental could just as well have been
renamed Intercontinental. From this time on, there was
no turning back, no loss of momentum, and the airline,
stimulated by the prospects for widely expanded service
throughout the Pacific region, took on a new lease of
vigorous life. By the end of 1983, Air Micronesia's fleet
had incresed to four Boeing 727s, and was operating to
Manila and Nagoya as well as to Tokyo.
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Trans-Pacific Conquest
1967-1978
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for many years, and another airline based in Los Angeles
echoed Continental’s basic principles by offering more
generous legroom with its six-abreast seating. Ultimately
the C.A.B. had to give way to a defiant pair of airlines
which demonstrated their faith in common sense, and
which were supported by public apinion. In a small way,
such action by the board’s bureaucrats served to sow the
seeds of dissatisfaction with unnecessarily rigid regula-
tions, and ultimately led to legislation which brought
about the downfall of the C.A.B. itself.

Boeing 727s to the Northwest

One of Continental’s many route applications met with
success when the C.A.B. awarded Continental aroute to
the northwestern states in April 1967. It was important
not only because it added new territory to its marketing
area, but because — as on previous occasions — il
served to create the demand for and the selection of
another aircraft type. Continental service began on June
13 from New Orleans to Portland and Seattle, via Hous-
ton, Tulsa, and Wichita, and the now redundant inter-
change service with Braniff was suspended on the same
day. That with United also ended on July 1.

At first, Continental leased a Boeing 727-100 from the
manufacturer, and operated it until it took delivery of its
own 727-224s in May 1968. The stage distances involved
in the various combinations of segments flown over the

As a prelude 1o trans-Pacific i Co

727-200.
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new routes to the Northwest encouraged Six to move up
from the Douglas DC-9, which seemed too small for such
aroute, but at the same time to choose a plane which was
‘more suited to the medium-range distances than the 707;
hence the choice of the three-engined 727, in its
“stretched” version, to take care of the expected traffic
demand. Having disposed of its piston-engined fleet, and
earlier versions of its jet aircraft, and never at a loss to
find a reason for publicity, Continental was able to claim,
in 1967, that it was the only — and therefore the first —
allfanjet airline in the United States.

During 1968, several events combmed to provide
causeiorcelebrahon ﬂm&werenmdﬁtchangestcﬂle
system, such as the incl f Austin in the mair
of routes across Texas, and direct service to Colorado
Springs from both Chicage and Los Angeles. A new
paint scheme was adopted, designed by the noted
designer, Saul Bass. Replacing the already handsome
black and gold fuselage was a striking combination of
orange, red, and gold horizontal stripes, with the golden
tail retained (to stay with the slogan) and a new, madern
insignia to supersede the old Thunderbird, In June 1968,
what was claimed to be the world’s largest air cargo
building was opened at Chicagos O’Hare Airport, al-
though this turned out to be one of Six’s misjudgments,
as air cargo did not grow as sharply as some experts had
predicted. More fully utilized was the new SONIC com-
puterized reservation service, introduced during 1968, as

expanded its domesiic routes to the Pacific Northwest, using the Boeing
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The Boeing 747 was used by Continental during the early 19705, before the DC-10 became standard equipment,

Continental joined in the guiet revolution which was
going on behind the counters and the agents' ficketing
desks.

A Cat and Mouse Game for the Pacific

The inauguration of jet service in Micronesia in May
1968, related in the previous chapter, was a major event
for the year Bul transcending all else, coming as an
apparently well-timed Christmas present on December 19,
1968, was the president’s decision in the TransPacific
Route Case. The C.A.B. had recommended Eastern Air
Lines for the route to Australia and this seemed an odd
choive as the airline was idenlified with the eastern
slates. But in fact this was an important facer of the
reasoning behind the selection. Nevertheless, Lyndon
Johnson overturned the decision in favor of Continental.
Not only that, the presidential recommendation was posi-
tively lavish. The islands of Fiji and Samoa were predict-
ably included as en route peints to Australia and New
Zealand; but full provision was made also for connecting
routes through the U.S. Trust Territory (Micronesia) to
Guam and Okinawa. This was treasure indeed, and
seemed too good to be true. And il was.

Before disaster struck, however, there was more good
news, in the shape of a New Years gift, on January 4,
1969. The Hawaii Route Award gave Continental access
to Honolulu from Chicago, Kansas City, Phoenix, and
Los Angeles/Ontario/Long Beach, to be effective from
February 13, and to embrace full connections between
Hawaii and both Micronesia and U.S. Samoa. Continen-
tal's cup seemed to have runneth over. And it had.

On January 24, 1969, in one of his first acts on assurm-
ingoffice after his victory in the election, President Nixon

deferred the international phase of the Pacific and Hawaii
awards, and even postponed the Hawaii routes until
April 14. The president made his position quite clear on
February 11, by directing the C.A.B. Lo vacate all certifi-
cates previously awarded. Warming to his wark, on April
11 Nixon disallowed a second new South Pacific carrier
(the first being American) on the grounds that the
second one should bypass California. Why this should
have disqualified Continental is not quite clear, as Robert
Six would have been perfectly prepared, even eager, to
bypass California if that was all that was needed to gain
access to the Pacific. Other decisions affecting Continen-
tal were the further deferment of the Samoa-Okinawa
roule, pending the Pacific Islands Local Service Investi-
gation, and the disapproval of the use of satellite airfields,
for example Long Beach and Ontario.

How much of all this was the result of impartial eco-
nomic analysis, and how much the result of partisan
politics (Nixon was Republican, Six was Democrat), not
anlyin the choice of airline, but also in chaice of alternate
airports in the sensitive Republican strongholds of
southern California, will never be known. Politics aparl,
the use of satellite fields such as Ontario would have
been a daring experiment in diluting traffic from the
congested Los Angeles gateway, and one which had been
fully justified by the new route combinations which had
been successfully launched by intrastate carriers such as
P.5.A. and Air California.

Hawaii Service at Last
After all the bickering, however, Continental Airlines

finally reached Hawaii, on a permanent basis and with
generous route authority. In the C.A.B s definilive award
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Exhibit H. A leaflet used to market Continental's Hawaii

rips.

on July 22, 1969, Continental retained all the points listed
in the original recommendation to the president on Jan-
uary 4, and received additional authority to serve Hono-
Iulu from Seattle and Portland because it was prepared
to offer coach fares and its competitors were not so
flexible.

The first Continental Mainland-Hawaii service started
on September 9, 1969. It originated in Chicago and was
routed via Los Angeles, using a Boeing 707-320. On
October 1, further service was added from Denver,
Seattle, Portland, and Houston, and on November 1, a
nonstop Chicago-Honolulu schedule consolidated the
Hawaiian route structure.
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Quite cbviously, these routes constituted a major
breakthrough for Continental, not only because of its
access to a vacation market with enormous growth
potential, but because (as has been discussed in the
previous chapter) Mainland-Hawaii was a vital link in the
chain of routes which was eventually to culminate in a
trans-Pacific service. And as if to emphasize its confi
dence, Continental followed its own established custom
and marked the acquisition of an important new market
with the deployment of yet another new aircraft type.

Wide Bodied Aircraft

Fnr!unalzly for Robert Six, his infatuation with super-
sonic a:rlmers had not deflected his attention from the
airliner devel: Never accus-
tomed to selling himself short, he quickly joined the
ranks of custorners for the new product from the formid-
able Boeing production line. Boeing and Pan American
Airways had astonished the world — almost in a repeat
performance of the former Pan Am 707/DC-8 order —
by announcing the purchase, on April 13, 1966, of 25
Boeing 747s. Each of these huge airliners could carry
between 360 and 450 passengers (even more in strict
economy class) and was 80 percent larger than the big-
gest commercial jet then in service, the DC-863. Pan
American, as was ils custom, was the first to enter ser-
vice with the new giant, on January 22, 1970, but Conti
nental was not far behind.

On June 26, 1970, the big new Proud Bird with the
Golden Tail made its appearance on the Chicago-Los
Angeles-Honolulu route. At first equipped with 355
seats, this was later reduced to 290, which for an aircraft
the size of the 747 was truly luxurious. Logically, the
service combined Continental's two best routes, the
Chicago-Los Angeles domestic connection, linking the
U.S.'s second and third largest cities; and Los Angeles-
Honolulu, the busiest link to Hawaii. By 1972, Continental
had become the second largest passenger carrier in the
latter market, such was its competitive impact against
Pan American, United, American, Western, and others.

The decor in the Continental Boeing 747s was possibly
the most attractive of any of the world’s leading airlines
which rushed to operate “Jumbo-Jets”, as they were
quicly called by the popular media. (Boeing is reputed to
disapprove of this term, but no doubt prefers it to the
“Big Ugly” nomenclature adopted by a certain aircraft
manufacturer south of Seattle.) The different classes of
service were allocated cabins with color combinations
reminiscent of the Pacific-related locales served — plus
luxurious amenities: Diamond Head Lounge in first
class, Polynesian Pub in coach, and Ponape Lounge in
economy. By the spring of 1972, four Boeing 747s were in
service, promoted with all the flair for which Continental
had become known. Much of the credit for a cabin decor
whichwas the envy of every other U.S. airline must go to
Audrey Meadows, the former actress who had become
Robert Six’s third wife.

One advantage of operating the large aircraft was the
considerable volume of freight capacity made available,
and this was particularly timely, as during 1971 and 1972a
longshoremans’ strike on the West Coast forced many
shippers to and from the Hawaiian islands to make use of
air freight. And of course, Continental was only too
happy to oblige with its 747s




As if to trump its own ace, Continental ordered more
wide-bodied aircraft almost as soon as the first one went
into service. In July 1970, still basking in the aura of the
747’ inauguration, it ordered eight McDonnell- Douglas
DC-10s. This was the Long Beach manufacturer’s entry
into the wide-bodied category of airliner, which differed
from the Boeing 747 by having only three engines instead
of four. Correspondingly, it had about three-quarters of
the Boeing’s capacity, and, in its earlier version, about
three-quarters of the range. Later versionsincreased the
range almost to equal the 747, but the basic aircraft size
and capacity did not change. Continental’s first eight
D(C-10s were the type designed for transcontinental, but
not trans-Atlantic routes. The second eight were the
-10CF version, with provision for convertibility to freight
haulage.

The DC-10 went into service for Continental on June
1, 1972. The first route was Los Angeles-Denver-Chicago,
but the versatility of this aircraft, able to carry 345 pas-
sengers in an all-economy configuration, was such that it
was quickly deployed on most of the longer routes of the
Continental system, including those to Honolulu. The
distance from California to Hawaii was about 2,500 miles,
or roughly the same as the transcontinental flights, so
that the so-called domestic version of the DC-10 was able
to take this part of the Pacific Ocean in its stride. In fact,
the Los Angeles-Honolulu segment is the critical stage

on the trans-Pacific operation, so that this was also a
good baptism for the Pacific route generally. Following
the precedent set with the 747s, the DC-10 boasted a
Californian Room in the economy class cabin. Once
again Audrey Six was responsible for the eye-catching —
and traffic generating — decor, which even included
framed pictures in the toilets.

The early 1970s were marked by a world-wide eco-
nomic development which had far-reaching effects on
the airline industry. The international price of fuel, includ-
ing aviation kerosene, rocketed as the direct result of
cartel action by the oil producers, led by the countries of
the Middle East. Airlines suddenly found themselves pay-
ing about four times as much per gallon as during the
1960s and the percentage of the operating costs ac-
counted for by the fuel bills rose to alarming heights.

Resulting from this development, but possibly also
because the bookkeeping results as a whole of the Boe-
ing 747s were proving to be less attractive than was at
first predicted, Continental showed its preference by
taking an option on four more DC-10s on April 24, 1972.
These were converted to firm orders on September 20,
with the agreement that the total DC-10 order would be
16, of which eight would be the -10CF version. Within 16
months of this announcement, the Boeing 747s were
removed from service, on January 10, 1974, one having
been retired as early as September 15, 1973. The
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company stated that their temporary storage at Roswell,
New Mexico, would save 19 million gallons of jet fuel per
year. Ina tribute to the DC-10, Continental cited its lower
fuel i lower costs lly, and, most
important to the economists, lower break-even pas-
senger load.

During the same period, a far-reaching policy decision
was made regarding the Continental fleet as a whole. It
was decided to standardize on two types, the DC-10 and
the Boeing 727-200, for which latter aircrafi additional
orders were being placed fairly regularly almost every
year. The exception was for the two 727-100s required for
Air Micronesia (and until the new airfield was built at
Ponape, the solitary DC-6B). During 1972 and 1973, in
the furtherance of this objective, no less than 35 aircraft
were sold, including all the Boeing 707-320C’s, most of
the 720B%, and all 18 DC-9s. At the same time, full
advantage was taken of a financial agreement with a
group of invesiment banks, concluded in June 1971,
amounting to an injection of a record $125 million of
additional loan capital.

‘While all this was going on, Continental was vigorously
promotingits fine service in a highly compétitive environ-
ment, which was [urther intensified by the fuel price
increase. In May 1971 it launched a strong appeal against
the C.A B.s proposal of an 8.5 percent surcharge on its
five-abreast seating on what were now called narrow-
bodied aircraft, to distinguish them from the 747s and the
DC-10s, The C.A B. finally capitulated to a strong tide of
public opinion, and reversed its position on May 31, 1972.

In other ways, with movies — “Pub’n Pictures at no extra
cost” - and disco bars in the economy sections of some
aircraft, Continental lived up to its reputation of cabin
service par excellence. When Miss Dottie Lee won the
Miss Airlines International title in 1974, she was the fourth
Continental flight attendant in a row to gain the honor
The new slogan “We Really Move Our Tail for You”
attracted as many remarks, and more, as did the “Proud
Bird” motto, but its touch of bravado was characteristic
of the airline, and there was no doubt as to who was
setting the pace on the Hawaiian routes.

New Routes Galore

Not so many years previously, Continental had had to
claw its way, almost inch by inch, into the mainstream of
trunk airline activity in the United States. Now it seemed
to enjoy an almost permissive attitude from the C.AB.
During this period, the early and mid-1970s, it experi-
enced a transformation in its route structure, particularly
in long range markets. The accomplishment of a trans-
Pacific connection was, of course, the most spectacular
addition to the map which adorned almost every Contin-
ental publication, even though the actual connection
from the U.S. mainland to Asia was not exactly by the
most direct route. But this obscured other real victories
won through the regulatory process.

After long-drawn-out litigation with the C.A.B., Con-
tinental at last reached the Atlantic Ocean, when on
February 1, 1974, it opened Boeing 720B service between
Houston and Miami. This was the result of the final
decision in the Southern Tier Case, announced in Feb-
ruary 1973, Continental now had its transcontinental
roule, but Bob Six had even further ambitions in the
eastward direction. In September 1973, he applied for
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trans-Atlantic authority, with routes from Dallas and
Houston to London and Frankfurt, together with another
connection from Miami to Madrid and Rome. The
C.A B. was showing signs of relaxing its previously aus-
tere atlitude to the entry of new carriers into territories
regarded hitherto as the private preserves of well-
established airlines, and with the surging traffic on the
North Atlantic, Six entertained high hopes. But these
were dashed when, in January 1975, the C.A.B. an-
nounced that no new carriers should be certificated for
service to Europe.

However, things were moving along nicely in other
directions. In July 1973, Continental and Western Air-
lines had applied jointly for a new interchange service
between Texas and Alaska, to take full advantage of the
community of interest between the new major oil produc-
ingregion in the 49th state and the traditional heart of the
oil industry in Texas. The momentum of the North Slope
oil boom seemed to have had some effect in Washington
too, for the application was quickly approved and service
started on the route to Anchorage, with the interchange
point at Seattle, on June 1, 1974.

By the end of 1974, with a route network coveringa fair
portion of the northern hemisphere, from Okinawa to
Miami, and from Alaska to Texas, Continental had good
reason Lo feel well pleased with itself. The fleet was
trimmed efficiently to 12 DC-10s and 33 727-200s (and
two 727-100s for Air Micronesia). The only other aircraft
were lwo 720B's, up [or sale, and three DC-9s, on lease.

Further good news was round the corner. Within two
years, from mid-1976 to mid-1978, important new seg-
ments had been added to the network. On May 21, 1976,
after litigation which had begun in 1968, Continental was
authorized to fly nonstop from Denver to San Diego
This, the southernmost city of California, once known
only as a naval base, was now the third most populous
urban center in the state, and an important traffic gener-
ator in its own right. And Denver was growing as a
vacation center, serving the ski resoris of Colorado.

Peoria was added as a stop on the route to Chicago on
February 28, 1977, an action which perhaps did not
receive too much protest from rival airlines. More
important was the result of the Denver-Southeast Route
Case, whereby Continental was granted a parcel of city
pairs between Denver and Florida, with terminals at both
Miami/Fort Lauderdale and Tampa/St. Petersburg. In
addition to Denver, two other cities, Tulsa and Wichita,
were also given direct service to Florida. Then on June 1,
1978, a second interchange service with Western Airlines
linked Calgary, Canada, with Houston, via Denver
another oil industry connection. On October 1, of the
same yeat, a Phoenix - Las Vegas (Nevada) route put the
“Entertainment Capital of the World™ on the Continental
map. The airline was now really moving its tail.

Direct Trans-Pacific Service At Last

Transcontinental service, access to Alaska, trans-
border to Canada, puddle-jumping to Okinawa: these
were commendable achievements. But they all paled into
insignificance compared with the final and irrevocable
conguest of the Pacific Ocean, by direct scheduled ser-
vice, which was accomplished during the latter 1970s
There had been a slight hiatus in affairs across the



The Douglas DC-10 became C

ocean, when the Vietnam War drew to its close in 1975.
The trans-Pacific military airlift had ended in 1973 and
Continental Air Services was wound up at the end of
1975. Other atternpts to retain connections with South-
east Asia had been less than visionary. Special rela-
tionships during 1974 with Air Siam and Air Vietnam for
interline ticketing and maintenance were doomed from
the start; the former because its precarious existence
was short-lived due to misjudged commercial risk-taking
inthe face of the complex and adverse political climate in
Thailand, the latter because it was a victim in the down-
fall of South Vietnam.

Ashot in the arm came from an unexpected direction.
By an extraordinary turn of late, American Airlines,
which had been granted the South Pacific in the great
Route Case, decided to abandon it. In a kind of gentle-
man’s agreement, American transferred to Pan Ameri-
can its authority from midwestern and eastern U.S. ter-
minals to Hawaii and the South Pacific. Pan Am, for its
part, conceded some of its authaority in the Caribbean to
American. This was a neat exchange which received the
full approval of the C.A.B., which, however, reopened its
investigation of the South Pacific to determine if Pan
American should retain the monopoly which it had now
regained.

This was in July 1975. Almost exactly two years later,
after the usual tedious claims and counter-claims with
the board, President Carter, who apparently did not
share Richard Nixon's grave doubts about Robert Six's
competence, approved a new Continental Airlines route
from Los Angeles to New Zealand and Australia, via
Honolulu, U.S. Samoa, and Fiji. With the Air Micronesia
route to Tokyo (see the previous chapter) beginning on
October 1 of the same year, the trans-Pacific dream at
last came true.

Such setbacks as the first major strike in Continental’s
history, when the Air Line Pilots Association (ALPA)
virtually grounded the airline from Octaber 23 to Novem-
ber 17, 1976, were forgotten in the heady excitement

I's flagship during the 1970s.

of embracing the largest ocean in the globe. The loss ol a
DC-10, damaged in an accident beyond economical
repair on March 1, 1978, was equally overlooked as the
airline intraduced Chickenfeed fares two months later,
its contribution to the deep discount fare war which was
sweeping the country.

To cap everything, on October 13, 1978, only six weeks
after the authority was granted, Continental opened the
longest route in its entire history, when DC-10 service
started from Los Angeles to Taipei, Taiwan, with autho-
rized stops only at Honolulu and Guam. This put an end
to the rather artificial appearance of trans-Pacific capabil-
ity on Continental’s maps; lor very lew people, other than
stall employees, had ever actually flown end to end from
California to Okinawa via the islands of Micronesia.

Within a few more months, on May 1, 1979, South
Pacific service started to all the points authorized on the
certificate. One route, to Auckland and Sydney was
routed from Los Angeles via Honolulu and U.S. Samoa;
the other reached Sydney with stops only at Honolulu
and Fiji. Then on July 18, 1979, taking full advantage now
of the convertibility of the DC-10, a full freighter service,
with 121,000 pounds (60 tons) of freight capacity, was
substituted on the Taipei service, where presumably
Continental’s containers were well utilized in the expand-
ing Taiwanese export trade.

This heady success of suddenly becoming a full-scale
operator on hoth the North and South Pacific routes had
come only after years of frustration, hard work, special
pleading, a little luck, and endless litigation with the

il ity. The culmination of all the struggles,
by the i of the two i inental routes,
had ironically coincided with the abandonment of the
time-honored procedures, with their agonizing delays,
irritations, frustrations, and denials which had caused so
much blood, sweat, and profanity. For on October 24,
1978, President Carter signed the Airline Deregulation
Act, and nothing was ever the same again.
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Deregulation
1978-1981

Almost a Merger

Only two of the certified trunk airlines of the United
States were ever based in the West: Continental and
Western Air Lines. Neither was ever large, by compari-
son with the Big Four and Pan American, which had been
big almost from birth; nor did they become big, like
Northwest and Braniff which benefited from lucrative
foreign air route awards after World War II; nor like
Delta, which grew with the thriving economy of the
Southeast, and enjoyed favor from the C.A.B. both in
transcontinental awards and for permission to merge
with two trunk airlines. But in its later years, with its
Pacific expansion, Continental suddenly acquired new
stature, while its fellow westerner, although expanding to
Alaska and Hawaii, did not experience such explosive
arowth.

In December 1970, American Airlines and Western
had formally applied to the C.AB. for permission to
merge. This was after Kirk Kerkorian, one of the more
successful of the supplemental airline promoters, had
gained control of Western, and taken over the reins from
none other than Terry Drinkwater The latter had left
Continental under a cloud in 1944, and his presence no
doubt added vehemence to Robert Six’s opposition to
almost anything that Western wanted to do. Although
apparently Kerkorian and Drinkwater did not get along

either, and Drinkwater left, the Western-American
merger proposal was pursued by Kerkorian until the end
of 1971, when the C.A.B. hearing examiner made it clear
that he would not support it. Subsequently, Six’s opposi-
tion, among others, was supperted by the Department of
Justice and by the board’s own staff of expert advisers,
and the merger did not go through.

Later on, Six was to report that a merger between
Continental and Western “had been considered logical
and desirable” at that time, and as soon as the American
Airlines threat was removed, the two western airlines
were visibly more friendly. Two interchange services,
connecting the Texas area (served by Continental) ta
Alaska and western Canada (both served by Western)in
1974 and 1978 respectively, certainly paved the way for
amicable discussions towards a deeper relationship. In
fact, on the very day that the Houston-Denver.Calgary
interchange service started, on June 1, 1978, the two
airlines announced that they were planning to merge. On
July 12 the plans were made public, and on September 19
the airlines filed their joint application to the board to
consolidate their operations.

For avariety of reasons, however, this 1978 merger did
not receive board approval either, even though the
C.A.B.s administrative law judge recommended it, and
the idea gained substantial congressional support. Both
airlines were now tasting the heady success of surges of
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Continental was one of the more vigorous advocates of training women for the flight deck.
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revenue arising directly from two good traffic years
which were the direct sequel to the introduction of heav-
ily discounted fares. Even before the Airline Deregulation
Act of 1978, the airlines had overcome regulatory misgiv-
ings as well as their own former inclination to seek higher
fares, rather thanintroduce harsh cutsin the established
structure. Everyone was discounting, passengers were
flocking into the planes, load factors were high, and so
were the profits.

But it was the lull before the storm, Perhaps the air-
lines should have waited. Perhaps they should have re-
sisted the temptation to cut fares with no thought to the
future. Not possessing the benefits of hindsight, however,
they all rushed like lemmings over the cliff of almost
uncontrolled financial disaster.

Thus, when Continental and Western came to the
lable again, when the heat and dust of deregulation had
settled, there was a different tone to the discussions.
Whereas before, two airlines were simply seeking to join
the ranks of the super-trunks like United, American, or
Delta by a mutually advantageous merger, the renewed
dialogue took on a sense of urgency which had some-
thing to do with survival itself,

For the record, on August 8, 1980, the two airlines
again agreed to merge, with the surviving consolidated
corporation to be called Western and Continental Trans-
portation Corporation. The proposal was submitted to
the C.A.B. on September 22, and — now moving a little
more rapidly under the new mood, with deregulation
hanging over its head — the board’s administrative law
judae gave his opinion favoring the merger on February
6, 1981,

But fate intervened to prevent a merger once again.
For Continental had other more important things to
attend to, all of which, individually and in combination,
served to turn Robert Six’s airline upside down. One
major reason was the effect of deregulation, against
which Six had campaigned for years. The intensive
assault by rival airlines to erode much of Continental’s
traffic now wrecked its finances, weakened its corporate
strength, and exposed it to infiltration from outside
interests.

Deregulation

President Carter signed the Airline Deregulation Act
on October 24, 1978, and — as has been observed in the
previous chapter — the airline structure of the United
States underwent a complete transformation. There had
been growing dissatisfaction with certain shortcomings
of the C.A.B., mainly of its negative effect in restricting
free competition in routes and fares, but also of its
powers concerning mergers, and its restrictions on free-
dom of entry by new airlines into the scheduled field of
operations. Added to these criticisms directed towards
legislative reform, there was also widespread irritation at
the inordinate time taken by the bureaucratic process,
and the way in which the board itself sometimes appeared
1o be influenced by political lobbying.

To its credit, the C.A.B. itself had investigated its own
ponderous machinery and its apparent effects on the fair
interpretation of the intent, rather than the letter of the
law. It had, for example, in the latter 1970s, condoned all
the deep discount fares such as the Super-Savers, the

Peanut Fares, and other “no frills” packages. It had even
helped to bring about a miner revolution on the North
Atlantic by approving Sir Freddie Laker’s no reservation
Skytrain service. By the summer of 1977, there existed a
free-for-all on fares, which was a complete volte face
from the former routine of compliant C.A.B. support for
internecine airline protectionism which had traditionally
served to keep U.S. passenger fares higher than they
need have been, though consistently lower than any-
where else in the world.

The C.A.B.5 Special Staff Report on Regulatory
Reform directed by Roy Pulsifer, and which had been
issued on July 22, 1975, was paradoxically almost a blue-
print for airline deregulation and at the same time a
formula for the progressive elimination of the C.AB.
itself. Concurrently, the Advisory Committee on Pro-
cedural Reform, established within the agency on June
21, 1975, had studied the problem of rule-making proce-
dures affecting route awards, mergers, and the freedom
of entry or exit. Thus, when the president signed the act
in October 1978, the C.A B. was already fully prepared
for the onslaught.

At8:30a.m. October 18, 1978, the airlines’ representa-
tives stood inline cutside the C.A.B. offices in Washington
to claim dormant nonstop route authority. Seven hundred
out of an estimated 10,000 possible city-pair connections
were applied for. One airline, Braniff, appeared to have
taken Jeave of its senses, and walked away with enough
routes to have alone comprised a new airline on the map,
albeit with guestionable wviability. Continental was no
slouch either. Within a year, it had added 18 new seg-
ments toits U.S. mainland route network, of which it had
second thoughts on only three.

Almost immediately after the Airline Deregulation Act
was passed, additional connections were made in the
southern part of the Continental system, providing more
nonstop service to points from El Paso and San Antonio.
As the year 1979 progressed, other important new routes
were added, beginning with Houston-Washington, D.C.
(Dulles International Airport) on January 2; followed by
an array radiating from Denver, which was deliberately
chosen as amajor hub. The important Denver-New York
(Newark) link was made on October 1, 1979, and Houston
was also given direct service to New York on October 28.
On September 1, 1979, service started to Mexico. The
different flights originating at Denver, and serving also
Albuguerque and El Paso, diverged to La Paz/Los
Cabos, Puerto Vallarta/Manzanillo, and Acapulco.

The C.ABs revolutionary policy of releasing route
authority almost instantaneously, instead of by prolonged
hearings, had thus created rapid changes in the airline
route maps. But it also brought in its wake some other
changes which brought into sharp focus the arguments
for and against airline deregulation.

Financial Problems

Allwas not well with the affairs of Continental Airlines.
The new routes made good window-dressing, what with
access to the U.S. capital, new routes to Mexico, in-
auguration of the South Pacific service, and the long-
awaited connections from Houston and Denver to New
York. But these obscured some ominous trends which
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could be discerned by reading between the lines of the
airline’s annual report to its stockholders, the last written
by Robert Six after 43 eventful and, until deregulation,
almost entirely successful years as president and chief
executive officer.

Continental Airlines incurred a net loss of $13,185,000
in 1979, compared with net earnings of $49,190,000in 1978,
an adverse {urnaround of more than $62,000,000. Much
was made of the grounding of the DC-10 fleet by the
Federal Aviation Agency, following the disastrous crash
of an American Airlines plane on take-off at Chicago on
June 6, 1979. All DC-10s were out of service for 38 days,
and as 42 percent of Continental’s total lft was accounted
for by this aircraft type, the effect was considerable. But
this single factor was over-emphasized and tended to
sweep under the carpet other significant adverse trends.

Compared with 1978, the amounts in almost every
category of operating expense rose alarmingly in 1979,
Fuel alone rose from $147 million to $228 million or by 55
percent; personnel costs rose $71 million, or by 24 per-
cent; advertising by 36 percent, mainienance and repair
by 21 percent, and commissions to travel agents by 59
percent. All these increases were incompatible with a
revenue passenger mile increase of only 10 percent. The
cost per available ton mile soared from 31.8¢ to 38.7¢;
and the vital break even load factor from 56.7 percent
itself already dangerously high — to 63 percent.

Against this gloomy picture, certain steps had to be
taken if Continental was to survive at all in the Pacific, the
area of operation for which it had struggled so long and
which held out the best hopes for high profits. On Febru-
ary 8, 1979, two McDonnell-Douglas DC-10-30 long-
range aircraft were ordered, recognizing that, good as
they were, the medium-range DC-10-10s could not com-
pete with the Boeing 747-SPs (Special Performance) of
Pan American and other competitors, which were able to
omit low traffic-generating stops such as Pago-Pago or
Fiji, and offer spectacular nonstop flights across the
Pacifi

Also, on July 18, 1979, passenger service to Taipei,
which so recently had been celebrated as Continental’s
first genuine trans-Pacific service, was terminated, to be
substituted by a freighter service. An effori to augment
the freight loads on the North Pacific route was made on
October 1by adding a branchroute from Guam to Hong
Kong. Simultaneously, the link with Okinawa was termi-
nated. Then both the Taipei and the Hong Kong routes
ended in December 1979, leaving Saipan- Tokyo as Con.
tinental’s sole tenuous link with Asia.

In anattempt to recoup some of the losses, in January
1980 four DC-10-10s were contracted to be sold to Fed-
eral Express for $95 million. Uncharacteristically, Robert
Six was not closely involved in detailed matters of routes,
aircraft, mergers, or battles with the C.A.B. Following
the denial of the attempted Continental-Western merger,
his priorities changed and he was preaccupied with the
task of finding his own successor as chief executive officer
of Continental Airlines. The job, in the light of the red
figures on the balance sheet, would prove to be no
sinecure.

Al Feldman Inherits a Crisis

On February 1, 1980, AL
president of Continental Ai

Al) Feldman was named
es, succeeding Alexander
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Damm, who had held the position since May 1976. As
president and chief executive officer, Damm had relieved
Robert Six of much of the top level decision-making,
although the old warrior remained as chairman, and was
still very much in absolute conirol. It is fashionable today
toassert that the woes which beset most of the airlines in
the U.S. were not caused by the airline deregulation
process itself, but by misjudgments on the part of those
airline executives who misinterpreted the effects of
deregulation. But to blame Six and Damm for the deteri-
orating state of affairs in Continental during the latter
1970s would be to over-simplify Continental’s problems.

In certain highly competitive markets, for example, in
deciding whether or not to take on new routes, they were
damned if they did, and damned if they didn't. For it was
open season for every airline, from the regulated (the
certificated carriers) to the unregulated (the former
intrastate, low-overhead carriers); from the previously
denied supplemental airlines to the previously restricted
local service operators; from commuter airlines to com-
plete . All these widely-differing ¢
the haves and the have nots, battled fiercely for the lion’s
share of the dense intercity markets of tl

As mentioned previously, Continental was ore of the
more prodigal in opening new routes in the first flush of a
deregulated environment. Its problem was simply that it
seemed to have lost control of its cost structure at the
very time when its revenues were put beyond its contral
by deregulation.

Feldman had been a successful president of Frontier
Airlines, having, during the space of a single decade,
been instrumental in transforming a struggling local ser-
vice airline into a strong regional operator, taking second
place to no one at its hub in Denver, and becoming a
consistent profit-maker. Though he was a man who had
been well liked by his stalf, because he had guided Fron-
tier’s fortunes with a keen sense of sensitivity to its per-
sonnel, he came to Los Angeles with a heavy cross to
bear. For Continental’s problems could not be cured by
slow and careful remedial treatment. It needed drastic
surgery. With Six disassociating himself from day-to-day
affairs, with Alexander Damn retiring on July 1, 1980, and
with the death of his wife also in July, Feldman had to
carry his cross almost single-handed, as a very lonely

mar.

But he attacked some of the main problems with his
former zeal. On June 1, 1980, he set in motion a restruc-
turing program of its entire U.S. domestic system. Based
no doubt on a conviction born of his experience at
Denver with Frontier, the main objective was to realign

Continental’s network to concentrate on the emerging

dual hub-and-spoke operation, centered at Denver and
Houston. Certain peripheral services were eliminated,
including West Coast flights from San Jose to the Pacific
Northwest. In contrast, on July 1, new routes were
added from Denver to Casper and Grand Junction, bath

vacation areas.

Most drastic of the route changes was the suspension
of Continental service on the Chicago-Los Angeles
route. An effort to retain this route at all costs had been
made on May 1, when a fare of $111.00 one-way, nonstop,
with no restrictions, had been introduced. But the sheer
strength of the big s such as United, American, and
TWA was overwhelming, and on September 8, 1980, this
important segment, the cause of mighty celebra-




tion at Continental’s headquarters when the Denver
Case was decided in 1955, was removed from the map.

In compensation, further efforts were made to intensify
the hub concept. On January 10, 1981, Houston became
an international Continental gateway to the Mexican
resorts on the Yucatan peninsula. Service to Cancun,
Cozumel, and Mérida was accompanied by the catchy
invitation to “Get a Yucatan.” New routes radiated from
Denver at an alarming rate; to Tucson April 1, 1981,
Indianapolis and Omaha on April 26, Boston and Lincaln
on June 1, Philadelphia and Milwaukee on July 1, and
Minneapolis on August 1,

The wisdom of wholesale expansion in an uncertain
domestic operating environment in which the protective
cloak of regulation had been removed was questionable.
But there was little doubt about the prudence of a change
made on the Pacific route, one which, however, had been
foreshadowed by an aircraft order placed almost exactly
a year before Al Feldman came on board. On October
26, 1980, long-range DC-10-30s were introduced on the
routes to Australia and New Zealand, with important
schedule changes that permitted fewer stops, Although
Fiji was retained on one through service, Pago Pago
(U.S. Samoa) became a terminus of another Some
flights to both Auckland, New Zealand, and Sydney,
Australia, were flown nonstop from Honolulu, thus put-
ting Continental in a better competitive position against
Pan American and the Australian flag airline, QANTAS.

The Sky Falls In

Sadly, these energetic atternpts to improve the airline’s
public image in the “mad, mad, mad world” of postde-
regulation competition all came to nought when tran-
slated into financial results. In a masterly piece of under-
statement, Robert Six, as chairman, and Al Feldman, as
president, bagan their joint raport to the stockholders for
the year 1980 with the words “1980 was a difficult vear for
Continental Airlines.”

The net loss was $20, 700,000, compared with $13, 185,000
the previous year. While this was serious in itself, the
appalling truth was that, without certain nonrecurring
credits, the Joss would have been $78,000,000. During
the year, three DC-10-10CF aircraft had been sold for
$28,100,000; $8,000,000 had been raised by selling two
hotels in Guam and Saipan; $6, 100,000 had been received
ininsurance from the write-off of an Air Micronesia Boe-
ing 727-100 at Yap; and $15,100,000 was received in tax
credits.

The bare figures were gloomy enough. Furthermore,
relations with the staff, once the pride of the airline, had
deteriorated. There had been a reduction in the work
force, with 10} percent of the stall furloughed during 1980.
There was a strike of flight attendants from December 5
1o 20, 1980, and altogether, Continental’s morale was not

as confident as in the old days of constant expansion in
routes, traffic, and profits.

Underlying these financial and personnel problems,
the one silver lining which had been perceived to heralda
slim chance of respite from behind the dark clouds of
despondency suddenly faded. The chances of both par-
ties in the prospective Continental-Western merger
evaporated abruptly in the face of other corporate
maneuvers. During the early months of 1981, Texas Air
Corporation, headed by Francisco (Frank) A. Lorenzo,
through its subsidiary company, Texas International Air-

_lines (TIA), began to acquire a controlling interest in

Continental, simultanecusly making it clear that it did
not favor a merger with Western. Western Airlines found
itself similarly threatened as UNC Resources, a mining
company, moved to acquire or merge with it. Lorenzo
was claimed to be tough in labor negotiations and such
was the instinctive reaction in Los Angeles that the Con-
tinental pilots, headed by Paul Eckel, formed the Conti-
nental Empl A fation (CEA) to ¢ i inst
a Lorenzo take-over.

Nothing seemed to go right for the airline for which so
recently nothing had ever seemed to go wrong. On
August 3, 1981, the air iraffic controllers belonging to the
nationwide union PATCO went on strike, but this was a
relatively minor irritant compared with the fight going on
for the control of the airline. In April, the existence of the
Employee Stock Ownership Plan (ESOP) had been
revealed. This was a call o issue enough shares to the
employees of Continental to give them a controlling
interest. It was transparently a device to prevent the
Texas takeover, although in its proxy statement, the
words used had been innocently expressed “ta put the
corporation in a position to take advantage of future
growth opportunities” — whatever that may have meant.

As the two sides polarized their positions, the antago-
nism between the Conltinental establishment and what
were regarded as Texan usurpers intensified and grew
increasingly bitter. Al Feldman was identified with the
ESOP plan and alleged to have been the initiator of it. But
with the federal and Califernia authorities alternately
approving and rejecling the ESOP plan, the pressure
grew into a war of harsh words and innuendo, often
abrasive, sometimes vicious,

Looking back on his record with Continental, with its
worsening finances, his staff problems, the dashing of his
hopes of a merger with Western, an almost certain
takeover by Texas Air, and continuing despondency over
the loss of his wife a year earlier, Al Feldman’s will to carry
on failed him. In one of the most tragic sequels ever to the
boardroom battles which have been the essence of
American business, Al Feldman took his oun life on
August 9, 1981. The story of “a man of greal integrity”

Lorenzo's words — was one of the most hearirending
of all the casualties which could be traced, at least in part,
to airline deregulation.
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Trans-Texas Douglas DC-3
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Texas International
1947-1982

Trans-Texas Airways

Pioneer Ailines (see Chapter 6) was not the only
feeder airline in Texas. With th California

stecan srcroltsslen and service usiness st Housion’s
oy Alrpor: I 1945 McKaighanfled an applcaion
e CAB. to operate scheduled services, and to

wi

(which in any case had only one), the Lone Star State
was unique in being able to sustain two local service
operators wholly within its own wring the
heady postwar years, that new category of certificated

d

agement to offer.the benefits of air travel to every com-
‘munity in the land.
One aspiring contender was Trans Texas Airways

as Avia-
fion EnterprisesInc.on ovanier 14 1044 Tun yeera
It of the Texas-Oklahom:

llon, The CAB. awardad McKaughen e routes

exss, the thres yent certicate becoming effrtive on
7. The corporate name was changed to

Trans Texas Airveys CETAL, and the hrt schoduloa
-3s, was inaugurated on October 11

e et routes were HoumenVictoris Son Antario

and HoustonPalestine-Dallas-Fort Worth-Brownwood-

San Angelo. This produced three sides of a neat square,

bl wthis » e e the I sl tms competc,

which, under , Essair, had ng

ame. 2 e b d )
trunk airline named Cm\llnen(al nnd aquarter D(aczn during 1948 sou{hward lo anlnsvl]!e and eastward to
tury later, by a strange turn of events, Continer Beaumont/Port Arthur. Trans-Texas expanded further

ot angoifed by the stber T loee sarvis camcn
operating under & new name and new management.
h

underwent many changes, during a ometimes hectic

roge-toict
T 1940, Aviation Enterprises Ltd. was founded by a
handsome young Texan, R. Earl McKaughan, who oper-
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in April 1953 with extensions to cities in neighboring
states — Pine Bluff, Arkansas; Shreveport, Louisiana;
and Memphis, Tennessee.
In these early days the local service carriers were very
uch the second class citizens of the industry. The
C.AB. tookits time in providing the small airines with




to-mouth existence, having to apply at intervals for
extensions to their temporary certificates until 1955,
when these were at last made permanent. Underslanda-
bly, small fry such as Trans Texas were unable to take the
risk of heavy long-term investment in expensive equip-
ment, either in aircraft or ground facilities, At least TTA.
began with a sturdy fleet of DC-3s, which was better than
many local airlines could claim; but even these atiracted
a certain amount of disdain from the discriminating
Texas clientele who quickly dubbed T.TA. as “Tree Top
Airways” or “Tinker Toy Airways.” Supplying paper fans
in the unpressurized planes, and promoting the DC-3 as
“the aircraft with the cool white top and the air-siair
door” fooled no one.

The DC-3s were labeled Super Starliners in 1957, pos-
sibly as outragecus a promotion for the aging twin as has
ever been perpetrated on a long-suffering public. Never-
theless these veteran aircraft continued to scldier on as
T.TA. modestly expanded its route system in April 1959
to Little Rock, Arkansas, and to New Orleans, at the
same time suspending service to five low traffic-generating
points. This was in response te the C.A B.5 shrewd “Use
It or Lose It” program. By agreement with the local
communities divectly involved, any station which gener-

ated less than five passengers per day was liable to have
its heavily-subsidized air service withdrawn. The former
enthusiasm to serve every city in the U.S., at whatever
cost, was already under scrutiny. Progressively the origi-
nal concept of local service was to be eroded until, with
deregulation in 1978, it was to disappear altogether. Cities
such as Palestine, Corsicana, Marfa, Beeville, Waco, and
Ternple were foreed to come Lo grips with A. L. Mencken’s
succinct definition of life in the U.S.: “There’s No Free
Lunch.”

T.T.A. Expands

Trans-Texas felt so confident of its prospects during
the 1960s that it supplemented the DC-3s with pressurized
equipment. On April 1, 1961 it introduced the Convair
240, with the Dallas-Beaumont being honored with the
first service. Subsequently, Earl McKaughan and his
Texas team steadily expanded the route nelwark, bene-
fiting from sympathetic consideration from the C.AB.,
which translerred some routes from California Airlines,
enabling it to expand into New Mexico, to serve Albu-
querque, Santa Fe, and Clovis. The agency also permit-
ted Trans-Texas to fly nonstop between Housion and
Austin, on November 12, 1963, and one week later, the
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Trans-Texas Airways began service confidently with the ubiquitous DC-3.

airline joined the formidable ranks of the trunk airlines to
enter one of the nation’s busiest intercity routes,
Dallas-Houston.

By this time, the Convair 240 fleet had grown to an
impressive 25 aircraft. A year later, Trans-Texas recog-
nized that, if it was to survive in the big leagues, it had to
improve the standards of its equipment. Consequently,
in November 1964 — just a year after entering the Dallas-
Houston market - Trans-Texas announced plans to
convert all 25 of its Convair 240s to turbine power The
engine selection was the well-proven Rolls-Royce Dart,
which had demonstrated a fine record of reliability in
many fine commercial airliners, including the Vickers
Viscount and the Folkker Friendship (Fairchild F-27).

The first Convair 600, as the turbine-powered CV 240s
were called, went into service on March 1, 1966, on the
Houston-Beaumont-Dallas route. Once again, Beaumont
had the honor of welcoming the first Silver Cloud, as
Trans-Texas called the rejuvenated planes. By this time,
the network had been considerably strengthened as 13
cities in Texas and New Mexico were transferred from
other airlines in the Southwestern Area Local Service
Case. Traffic was further stimulated by the withdrawal of
Eastern Air Lines from the stopping route between
Houston and New Orleans, leaving TTA. with a virtual
monopoly of service in southern Louisiana.

The year 1966 was certainly a banner year. Earl
McKaughan trumped his own ace by adding Douglas
DC-9-10 Pamper Jets on October 30, 1966, thus enabling
Trans-Texas to match the competition on the busy
“Texas Triangle” (Dallas/Fort Worth, Houston, San
Antonio). By this time, on August 17, the C.AB. had,
remarkably for a local service airline, approved a foreign
route from southeastern Texas border cities to Mexico,
serving Monterrey, Tampico, and Veracruz.
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New Ownership

Pride came before a fall. The almosl simultaneous
introduction of the Convair 600 Silver Clouds and the
DC-9 Pamper Jets, plus foreign service to Mexico, was
expensive. The seven DC-9s ordered in November 1965
had alone cost $51 million — no small investment for a
local service airline — and the finances of TTA. began to
decline during the late 1960s. It came as no surprise, and
insome quarters was regarded with relief, when, in 1968,
Minnesota Enterprises, Inc. (M.E.L.) purchased a con-
trolling interest in the airline.

The new owners started off in fine style, by opening
service to Denver, which was not only an important
traffic hub, but the center of a fast-growing winter vaca-
tion area. The growing popularity of ski resorts in Colo-
rado was attracting many Texans, weary of the long
humid summers of the Gulf area. Nonstop service to
Denver, from both Houston and San Antonio, started on
March 1, 1969. One month later, an extension from
Denver to Salt Lake City brought the number of TTA.
cities 1o 70. Also, nonstop San Antonio-Dallas service
was added, thus completing the “Texas Triangle.”

The airline was spreading its wings, and, as if to signal a
new era, the new owners changed the name of Trans-
Texas Airways to the more ambitious, and strictly more
representative, Texas International Airlines.

Texas International

The official date of the adoption of the newname - quite
a rare occurrence in U.S. airline circles — was April 1,
1969. One of the minor reasons for the change was the
expectation that the unfortunate interpretations of the
TTA. initials would disappear. But Texas traditions die
hard, and the airline still had to win its spurs. One small
difficulty was that another airline, Trans International



Airways, also claimed the obvious TLA. abbreviation, so
TXI was adopted instead and this quickly fell into com-
mon use. The new Houslon Intercontinenial Airport
opened on June 8, 1969, and a TXI DC-9 was the first to
land. This event coincided with the introduction of full
meal service, an amenity which many Texans felt was
long overdue.

The new owners must have been well satisfied too with
the generosity of the C.A.B. in awarding to Texas Inter-
national nonstop authority from Albuquerque to Los
Angeles. Through service was duly inaugurated on Jan-
uary 15, 1970, with the newly-acquired Douglas DC-9-
30s, the “stretched” version of the Douglas twin, fitted
with 100 seats.

In spring ol 1970, W Lioyd Lane was appointed presi-
dent of Texas International, replacing Robert Sherer.
One of his innovations was to attempt to reconcile the
variations in traffic density on the complex TXI network
by introducing smaller aircraft. A number of stations had
survived Lhe *Use It or Lose It” test, but only by a small
margin. Texas is a large state, but the proliferation of
freeways everywhere across the mainly flat terrain had
effectively shrunk surface journey times, andin so doing,
had eroded some of the local service airlines’ traffic base.
TXI tried to maich the diminishing demand selectively
with smaller aircraft,

During 1970, a fleet of five 15-seat twin-engined Beech
99s was introduced to serve certain routes in east and
central Texas, including Lufkin, Longview, Galveston,
Victoria, Temple, Waco, and Bryan. The aircrafl, how-
ever, were unsatisfactory and were in due course retired.

Although a nonstop Houston-Monterrey rouie pro-
vided direct access from the biggest city in Texas to the
third largest in Mexico, the expected revitalization of the
renamed Texas airline did not go according to plan.
Indeed, the finances were in poor shape. TXIwas openly
discussed as a candidate for a take-over bid, and there
was even talk of its demise.
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T.T.A.'s selection for the DC-3 successor was the Convair 600.
turboprops. It is seen here in Texas International calors.
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A youthful Frank Lorenzo took over Texas Internativnal s
in 1972 at the age of 32. A merger with Continental Airlines 10
vears later removed the “Peanuts” airline name from the skies
but its place in aviation history was assured.

Photo by Walt Frerck

Frank Lorenzo Moves In

The first stirring of activity affecting Texas Internation-
al’s fading fortunes was in May 1971, when William M,
Wryant, Jr, and Associates, representing 20 individuals,
asked the C.A B. to approve the purchase of 40.7 percent
of Texas International Airlines stack from Minnesota
Enterprises, which had bought the shares in 1268. Hardly
had this news been circulated when, on June 7, TXI
revealed that it had accepted an offer from Jet Capital
Corporation for a comprehensive refinancing program.

Jet Capital, founded in 1969, was headed by Frank A.
Lorenzo and Robert J. Carney, two young ex-Harvard
Business School graduales. They proposed to purchase
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is was basically the Convair 240, but re-engined with Rells-Royce Dart
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the complete Minnesota investment, at the s
njecting new ety captal. At the concluson of the
refnancing program, the total eqity funds were calu-
lated to approacl
though Hughes owest made a courter offer in
November 1971, the formal announcement was made by
cember 9 that Jet Capital would invest $1.5
million,and thereby earn the privlege of nominating the

ey o contl, Jet Cota {mmany avpl\ed to the
AB. on January 19, 1972 for approal of the plan.
S ight

TXI Douglas DC-9-10

deficienciesin Pan American’ existingservices.” Nonst
Houaton Mexies Gty st i Decber 1975,
twice daily with DC-9-30s. In March 1973, two more of
thess sfcralt were ordered, the it e et equipment

0 be added sinc

During the eaﬂy 19705, minor changes were made to
the route networl Harlingen-Tampico-Veracruz
route had been temporarily suspended in 1971, but was.
restored on October 1, 1974, with the modification that

lexican cities became terminal points, Tampico

from Harlingen, Veracruz from McAllen. A nonstop ser-

dalmm
e e S Capital takeover was now almost a
foregone conclusion.

On August 10, 1972 the C.A., approved the acaus
tion. By its new investment, added to the purchase of
existng stock, Jet Capital assumd 59 percent of the

holder in Jet t;apxcal, was. appo\med preildenl, and he

airline whose existence had seemed precarious in the
dreme. |

certainly put to the test. Between 1968 and 1971, TXIs
‘aggregate losses had totalled $20,100,000; its working
capital was minus $18,000,000; and its net worth was a
negative §7,000,000.

D

pened of any great consequence in an airline that was
simply trying to stay alive. Lloyd Lane resigned on May
24,1972, after only two vears at the helm. Beech 99
operations ceased on July 1, 1972. But there was some
cheering news. In May, President Nixon approved a
CAB. i

onnec-

ted
Santa Fe, Blg Spring, Brownwood, Tem e Bluff,
Jonesboro, and Lufkin. The growing T o

The Mouse That Roared

Frank Lorenzoand Texas International Airlines hit the
headiines with considerable mpact n 1978 Late in July

comml of National Airlines, a trunk carrier based in
Miarm! hich was three tiries its size. Lorenzo had
d

‘made it known that he was aiming to acquire a further
amount to bring the Texas investment in National up to
25 percent, enough to gain control.

idea met with a mixed reception in Miami. National’s
chairman, L.B. “Bud” Maytag, was less than enamored,

Monterrey-Mexico City route, with flexible authority
which effectvelysloied nonsio fighs from Housie
to Mexico City. The C. that the route

from Houston. The employees, on the other hand, wel-
comed the prospect of new management. National had
always been notorious for its poor employee relations.

justified a second U < Carner “in the light of serious

8

‘when under
the founder, Ted Baker, the C.A.B., in an extraordinary



display of irritation in the public interest, had threatened
to close down the airline (by withdrawing its certificate) if
a protracted strike was not settled. Now, the employees
were disenchanted with the Maytag regime, even going
to the length of publicly supporting Lorenzo's proposals
in a staff newsletter with the headline “Take us, we're
vours!”

The C.A.B., while moving towards more progressive
and flexible policies in such matters, was nevertheless
anxious that all the proprieties were properly observed.
Now the concerned departments of that august body,
while used to well-mannered orthodoxy and arespect for
tradition, and the implied recognition that everyone in
the industry should know his place, were prepared to
move with the times. Formerly, the established division
between trunks, locals, and commuters were rigidly fol-
lowed, with the unspoken, and certainly unwritten,
implication that the airline world revolved around
United, American, Pan American, TW.A., and Eastern.
Now, however, when a regional airline (still a local service
carrier in C.A.B. terminology) threatened to take over a
trunk, it was no longer met by a display of apoplexy in
Washington. In fact, the C.A.B. could be described as
progressive, trying to remove legal roadblocks. True, it
was mildly disturbed that the proposed selting up of a
voting trust to control the share transactions would in
some way violate the Federal Aviation Act of 1958. But
the problem was never serious.

While the C.A.B. was ruminating over the affair, Texas
International carried on with its acquisition, and paid
$14.4 million for additional National stock. By September
1978, Lorenzo controlled 20.1 percent, which was very
close to a controlling interest. There was an interesting
precedent set in this case. Probably nobody had ever
thought of it before, or possibly the unwritten under-
standings among the hierarchy of the Air Transport
Association had never countenanced it. But this was the
first time in the history of the regulated airline indusiry
that a certificated airline had asked the C.A.B. to
approve a nonnegotiated conirol over another certifi-
cated carrier.

Texas International was not the only airline interested
in acquiring National. Two decades previously, Pan
American had toyed with the idea. The two airlines had
signed an agreement on September 9, 1958, for an
exchange of stock which would have given Pan Am 25
percent of National’s and National 6 percent of Pan Am’s.
The C.A.B. decided, however, that such interlocking
interests would set too dangerous a precedent and on
July 15, 1960, ordered the two airlines to divest them-
selves of each other’s stock.

Pan American’s action was consistent with a long-felt
frustration at being denied the right to operate domestic
routes. Juan Trippe had, during the formative years of
his airline, and subsequently throughout the period of
intercontinental and ocean conguest during the 1930s,
cherished the ambition of linking the Pan Am gateways at
New York, Miami, San Francisco, Seattle, and else-
where. His dismay at having to hand over incoming pas-
sengers to domestic airlines was balanced by his satisfac-
tion of the transfer of outgoing ones. But there were
occasions when a traveler would have to interrupt an

end-to-end Pan Am journey by using a connecting
domestic flight in between. However, the C.A.B. took the
view, as did President Roosevelt, that if Pan American
was to enjoy the privilege of being the chosen instrument
for U.S. overseas air transport development, such toler-
ance of a virtual monopoly should be reward enough.
Trippe should not expect to have his cake and eat it too.

The C.A_B. rejection of a Pan Am-National affiliation in
1960 did not prevent Juan Trippe from continuing to
advocate his case for domestic routes whenever the
occasion arose; and the industry as a whole was well
acquainted with the burning desire of Pan American to
try to link its gateways, at the very least. The C.A.B., in
fact, eventually modified its rigid stand, and permitted
Pan Am to operate between New York and California,
with the strict restriction, however, that westbound pas-
sengers on this segment must be destined for trans-Pacific
travel or easthound for trans-Atlantic, thus preserving
the strict separation of Pan Am’s foreign franchise.

When, therefore, in 1978, National Airlines suddenly
appeared ready to be taken over, and with the Civil
Aeronautics Board itself preparing for its own demise
and accepting a severe erosion of its power over
mergers, Pan American leapt into the fray, and made
counter-offers against Texas International’s. The “Worlds
Most Experienced Airline” demonstrated remarkable
naivete in its approach to the problem and failed to
assess some of the more obvious drawbacks. National,
for example, was a major Douglas operator, with fleets of
both types of DC-10 as well as DC-8s; Pan Am, on the
other hand predominantly Boeing-oriented, had selected
the Lockheed Tristar as its three-engined wide-bodied
jet. So there was a chronic duplication of aircraft types.

National’s number one route was Miami-New York,
which certainly linked two important Pan Am gateways.
But with airline deregulation just across the horizon, it
was open season for new entrants into one of the airline
industry’s most lucrative “gravy runs”; and in any case,
Eastern was the dominant carrier. Furthermore, much of
the need for gateway linkage had disappeared with the
proliferation of nonstop and direct routes across the
Atlantic and the Caribbean. Pan American’s craving for
National, in fact, seems to have drawn as much from
emotional memories of a former ambition, made in an
entirely different competitive environment, as it was
from balanced business judgment and analysis.

For whatever reason, in September 1978 Pan Ameri-
can Airways negotiated to purchase National Airlines for
$350 million. In short order, Pan Am paid $108 million to
Texas International for 2.1 million shares. A calculation of
the latter’s involvement revealed that Texas International
made $46 million in pretax profits on the transaction,
because of the appreciation in share value during the
negotiations. This enabled Texas International to an-
nounce a 1979 net profit of $41.4 million on revenues of
$234.2 million. Such an injection of cash was useful, to
put it mildly. It gave Lorenzo the flexibility to invest n
fleet and route expansion to a degree which would have
been impossible if TXI had been walking the tightrope of
financial viability. He could invest in new routes, new
aireraft, even new airlines.
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Texas International Expands

Under the Airline Deregulation Act of 1978, Texas
International, in company with every other airline in the
United States, took the opportunily of entering markets
which had been previously denied under the old C.A.B.
systems. By the end of 1979, Houston and Dallas both
became large hubs for TXI routes to Mobile, Baltimore,
St. Louis, Kansas City, Tulsa, Oklahoma City, and Las
Viegas. Dallas also received Los Angeles nonstop service
Houston became a Texas International foreign gateway
to additional points in Mexico: Guadalajara, Mérida,
Cozumel, and Cancun. Some of these new cannections,
for example, to Tulsa and Mobile, as well as older routes
to Wichita Falls and Brownsville, were deleted within a
few manths; bur such flexibility was one of the advan-
tages of the new deregulated system. In the old days,
both the additions and the deletions would have taken
years to accomplish through the C.A.B. procedures.
The litigation costs both to the airline and te the govern-
ment agency would alone have been a deterrent.

Peanuts Fares

During the mid 1970s Texas International met with
increasing competition. Although some of the certifi-
cated carriers were deserting the Texas markets, the
intrastate carrier Southwest Airlines, directed by the
remarkable Lamar Muse, was making a killing by saturat-

During the 1970s, the Douglas DC-9-30 became the most popular twin-jet airliner in the United States, and was a great favorite in Texas,

AR S X

ing the heavily traveled “Texas Triangle” with low fare
service,

This was an intensely local affair Southwest Airlines
operated under the jurisdiction of the Texas Aeronautics
Commission. But whereas American and Braniff, for
example, had many other avenues for market develap-
ment, Texas International’s market was concentrated in
the Lone Star State

Lorenzo moved emphatically to match the opposition,
now expandinginto markets outside Texas. Early in 1977
the famous Peanuts fares launched an air fare war con-
ducted with considerable élan, To the amazement, and
often to the amusement, of rival airlines, the Peanuts
fares were set at about 30 percent lower than coach.
There was mixed reaction. Texas International lost some
revenue on routes which might have supparted the
coach class fare; but it claimed much more from newly-
generated traffic which might otherwise have traveled by
surface transport, including the automobile. One indi-
rect effect was that it completely changed the old-
fashioned TTA. image to that of an aggressive airline
that was not afraid to make courageous marketing
decisions.

Such was the success of the Peanuts fares that it
started a new trend of low discount air fares throughout
the U.S. In the past neither TTA_ nor TXI bad Jaid clarm
to any significant innovation, although it was in the fore-
front of re-engining the Convair twin. Now, Texas Inter-
national, by launching the first of the deep discount fares,
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was aninnovator, and carved a place for itselfin certificated
airline history.

On August 8, 1980, Texas International purchased 20
McDonnell Douglas Dc-9-30s from Swissair and Austrian
Airlines at a cost of $135 million. This worked out at less
than $7 million per plane which, although possibly on the
high side for an average twin-engined, depreciated jet,
was nevertheless a good bargain, as the aircraft had been
superbly maintained by two of the most highly respected
airlines in Europe.

Organizational Changes

An important step affecting the corporate strength of
Texas International was made early in 1980, when Texas
Air Corporation was created as a holding company own-
ing 100 percent of Texas International. Lorenzo had
made overtures to the Civil Aeronautics Board to enter
the New York-Washington air shuttle market. Freedom
of entry of new domestic airlines was an essential feature
of the Airline Deregulation Act. Accordingly, a new air-
line, New York Air, was formed by Texas Air. By this move,
Lorenzo entered the dense intercity markets of the
Northeast. New York Air opened a New York (La
Guaxdna) Washmgton (Nauona]) shutl.le serwcg on

wel
Easmm Shustﬁe and later added further routes to Dther
eastern cities.

In June 1980, Texas Air became the parent corporation
of Texas International Airlines in a share-for-share ex-
change of stock. The year 1981 witnessed further consol-
idation and expansion of Texas International. Harry T.
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Chandis had been appointed president and chief operating
officer late in August 1980, but with Frank Lorenzo
remaining as chairman and chief executive officer, as well
as being president of Texas Air, there was no doubt as to
who was in control of things within the whole organization.
New routes continued to be added on a systematic basis.
On January 31, 1981, without much ado, Dallas as well as
Houston received direct service to the Yucatan resort
destinations to take advantage of the booming tourist
trade to the Mexican Caribbean. New services began on
the same day from both Dallas and Houston to Minne-
apolis, while Milwaukee became a Texas International
station on April 1, developments which would have been
beyond anyone’s imagination in prederegulation days.
The airline went on to give further evidence tojustify the
“International” part of its name when on May 21, 1981,
service began from Houston to Ixtapa/Zihuatanejo,
Manzanillo and Puerto Vallarta, on the Mexican Pacific
ast.

Henceforth, however, such developments were minor
items in the chronology of TXIs affairs. Within a few
menths of its incorporation, it had, by the end of 1980,
acquired 4.24 percent of the stock of Continental Airlines.
Like the proverbial cloud na bigger than a man’s hand,
this signaled distant storm clouds ahead. With the
National Airlines affair, Frank Lorenzo had tasted the
flavor of trunk airline operations, had tested the temper-
ature of the corporate waters in that arena, and found
them io his liking. He was now preparing o take his place
as one of the most controversial personalities in the
United States airline industry, as he embarked upon
another corporate venture which shook the entire U.S.
industry to its foundations.



Born Again
1982-

An Airline in Disarray

If Al Feldman's task in taking over the Continental
presidency had been difficult in 1980, George Warde's
problem was wel-nigh insalvable in 1961, He took over

holding the spirit of competition, and was obliged to do
0 within the terms ofits charter, but this was something
ofa sham. To all intents and purposes, there had been
little competition in fares. In the complex system over
which the C.A.B. presided, an individual airl

his
predecessors tragic dea(h T s o ey

T t i

those alegedy in command uneure of wich control
witch to throw next. Having been used to comfortable

Vabilty, sometimes proppe

Y, he sirine 2 & Whoe was not accustomed t ight

ening its belt.

Of the 43 years of Robert Six’s overlordship, Contin-
ental had made a prolit in 42, a record of which almost
any company, inside or outside the airine industry, would
be proud. It had been achieved by “Doing What It Did
ity i

Equall, there wes lite compatiton in sirraf perfor.
mence, which govemed journey e, purctiaky, and
orfime roguasty. An airfng might gai & temporary
advantage by introducing a new, faste, orlager ype;
but the competitors soon matched it, much in the same
way a3 they matched the fares, Helplss o break fre of
these restrictive deterrents to competition, Six and
Continental made the best use of the limited freedoms
open to them. These were in the fields of marketing the

rvice. There
the intensity of Continental’s approach in this respect.

product, i, sling an il set, and in producingit in
f iing

that seat.
Six instinctively sought those areas of marketing
here the C.AB.

over which neither the C.A.B. nor the rival airines had
any direct control.

During prederegulation days, the Civil Aeronautics
Board conscientiously adhered to the principle of up-

he pulled off a series of promotional coups which sus-
tained Continental through an era of prosperity. Few
old-timers in the airline business today would deny that
the old Confinental was never surpassed in seling air
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transport to a discerning public. Throughout its history,
it pursued markefing stategies which promoted the
company as the finest, if not the biggest, in the U.S.
domestic industry. While not necessarily the first with a
new innovation — the launching of coach fares, for
example — Continental was always abreast of the lead-
ers. lts aircraft were always the brightest and cleane: &
flight deck and cabin crews were always the smartest; the
aircraft interiors were the most attractive; and the grnund
organization, from the reservations department to the
check-in desks at the airports, were the most courteous.
All these vital stages in the process of selling tickets to
the public in a competitive environment were executed
superbly, and they produced resulis.

At the same time, Continental’s operational efficiency
was a watchword in the industry. In this respect, it was an
innovator, for it was the first to introduce the progressive
maintenance system. Disciplined efficiency in vital areas
of routine mainlenance and overhaul, dating back to the
years of Stan Shatto were translated into lower unit
costs.

This combination of good revenues and low costs had
served Continental well through the years. But the prob-
lem beginning in the 1970s was that the margins had
become wafer-thin. In prederegulation days, the unit
revenue rates earned by Continental were not substan-
tially different from anyone else’s; but the advantage
which it had previously held through its aggressive pro-
maotion had been eroded, simply because the other air-
lines had gradually :aught up by launching marketing
schemes of equal ess. Costs looL dinched up,
mainly through increases in wages and salaries and the
cost of materials; and the intense loyalty which was
reflected in the average longevity of the employee roster
had an unfortunate effect. Continental’s average pay
scales were on the high side, simply because of the
seniority of its staff. Furthermore, as with the commer-
cial promation, the rival airlines had become as efficient
as Continental.

Yet Continental continued to add services to an
already weak system, not so much simply to expand, but
rather to build a defensible route structure around
Denver and Houston while there was still time. During
the latter part of 1981, seven mare cities were added to
the domestic network: Salt Lake City, on Sepiember 15;
Pensacola, on October 1, New York (La Guardia),
Louisville, and Green Bay on October 25; Tampa and
Orlando on December 1. One oither important destination
added during the year which was potentially profitable
was a second Australian city, Melbourne, on October 23.
Al least the revenue rates per mile on inlernational
routes, combined with the low unit operating costs of the
DC-10s, held out hopes of breaking even.

Resistance to the Frank Larenzo take-over bid ended
on November 25, 1981 when, with 50.8 percent control of
the stock, the Texas invasion was irrevocably complete.
The Continental board of directors “concluded that it
was in the best interests uf the cumpany and its stock-
holders to cease resi " Conti board elected
three Texas International Airline nominees to the board.
dJohn Robson, a former C.A.B. chairman and deregula-
tion advocate, was one of them. An objective review of
the airline’s position in late 1981 raises the question as to
what policy, if any, the Continental directors might other-
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wise have pursued except cooperation with Texas Inter-
national. With costs as high, if not higher, than any airline
inthe industry, the staff, almost from top to bottom, were
still claiming more remuneration. Yet traffic was danger-
ously near stagnation point, revenue rates were declin.
ing, and cash resources were seriously depleted.

That Continental was going downhill at areat velocity
was frighteningly clear from the year’s results. The year
1980 had been bad enough, with $20,700,000 net loss,
even after allowance for about $58,000,000 in special
gains. Now, the 1981 figures revealed a net loss of
$60,356,000, even after taking credit for $40,000,000 in
special gains.

Lorenzo's action in seeking control must have stemmed
from an inborn desire to seek ever new challenges as a
way of life. Having transformed one ailing airline, Texas
International, from a loser to a winner, he now took ona
giant problem which many thought was bigger than he or
anyone else could handle. But there is little doubt that,
had he not intervened, Continental would have died on
its feet, overcome by the forces of competition in a
ruthless deregulated struggle, with no holds barred and
no quarter given. The large airlines (through the inbuilt
economic advantage of sheer size) and the new airlines
(through the economics of employing lower paid staff,
and selectively choosing only the best routes onwhich to
compete): both of these groups were squeezing Conti-
nental out of its protected position. Of all the trunk
airlines of the prederegulated era, Continental was, in
fact, the most vulnerable. It had not built a protected
tralfic hub, as did Delta. It had not adequately controlled
costs in recent years as did Northwest. Moreover, it was
not blessed with a route systemin a less competitive area
of the country, as was USAIr. Its main traffic corridor was
between California and Texas. These two states were the
homes of several intra-state, low fare airlines, and three
of them, PSA, MuseAir and Southwest, moved with
alacrity to usurp Continental’s birthright.

Birds of a Different Feather

The King is Dead; Long Live the King! The traditional
royal proclamation implying the continuity of the realm
was not exactly apt in the case of the two strong person-
alities engaged in the transfer of power at Continental.
The two men, Bob Six, retiring after 43 years at the helm
at the age of 74, and Frank Lorenzo, aged 41, taking over
the reins after only ten years in charge of a smaller airline,
were as different as chalk and cheese.

Six was extrovert, self-confident, and agaressive. A
large man in every sense of the term, his language was
direct, sometimes profane. The often impulsive actions
which the words inspired were similarly direct, and he
had the gift of inspiring and stimulating his tearn at Con-
tinental. He did not suffer fools gladly, and let people
know of his displeasure in no uncertain terms. He was a
man of his word, but reluctant to admit mistakes. He was
much respected throughout the industry, not for any
profound insight, but for his often courageous stand
against what he perceived to be self-serving cant by his
peers. Working with the regulated system throughout his
tenure of office, he was more often right than wrong. He
fought against airline deregulation from the moment that
specter reared its head. His stand on this subject was as
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Continental-TXI Merger, 1982, After a bitterly-disputed merger, the surviving Continental Airlines became a major trunk airline.

much instinctive as analylical as he had never shunned
competition,

In contrast, Lorenzo was a more private individual,
While Six would make an intuitive decision, and act
impetuously upon it, Lorenzo would analyse, consider
the oplions, dissecl a problem into its essential parts, and
with careful timing, act with surgical precision and inci-
siveness. Whereas Six would react vehemently to criti-
cism, real or imagined, Lorenzo would show little sign of
outward irritation — although his subsequent course of
action would reveal thal he had not ignored the commen-
tary. Six was almost married to Centinental, but his
domestic family life was patchy, and only after two false
starts did he find a partner in life who undersrood, toler-
ated, and supported his life style. Lorenzo, on the other
hand, is a dedicated and sensitive family man, in spite of
intense preoccupation with the clinical diagnosis of the
financial ills of the companies which he leads, and a
dedication to curing their ailments. Six was an autocrat,
running the airline almost single-handedly, while Lorenzo
respected the organizational lines more and delegated
responsibility to his trusted executives.

But in some respects, the two men were alike. Both

were men of their respective times. Neither was afraid of
man or beast, bureaucrat or banker. Lorenzo could not
have applied his special skills effectively during Six’s era;
and the reverse was also emphatically true.

The Big Merger

On July 13, 1982, the stockholders of Continental and
Texas Air Corporation (the parent company of Texas
International} voted their strong approval of a merger of
the two companies. The previous March a new Conti-
nental board was elected and was comprised exclusively
of nominees of its largest shareholder, Texas International
Officials then declared their intention to synchronize the
aperations to eliminate inefficient redundancies. Six
months beforehand on January 25 — exactly two
months alter Continental had declared the fight over and
elecied three Texas International representalives (o ils
board — a “prosperity plan” had been announced. This
was a nice euphemism for drastic cuts in costs and staff
One employee continued to resist the inevitable layoff
Robert Six still made Irequent appearances at the Con-
linental offices. His influence on the direction of the
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airline’s affairs, however, had evaporated.

The merger came as no surprise. Observers of the
U.S. airline scene had been under no illusion as to the
plans for the fate of the joint operation. On June 1, 1982,
duplicate timetables had been published by both airlines,
with almost identical covers, with the slogan “Together
We're Even Better” The map inside showed the two
networks neatly superimposed, dramatizing the two
intensive hub systems at Denver and Houston,

In August, an agreement with the pilnls was reached,
rationalizing the two c{miracts, and paumg the way for
other employe: rat — at least that
was the intent and expeclullun In October 1982, the
financial merger was completed, under the chairmanship
of Frank Lorenzo. Even though his Texas International
had been the driving force behind the merger, Continen-
tal Airlines remained as the surviving name. This was an
indication of the Lorenzo approach: there was no ques-
tion as to which was the more marketable as a national
product, large though the name of Texas may have
loomed in the Lone Star State and to its neighbors. Had
the position been reversed, Bob Six would probably have
invented a new name, had the fleet of 110 aircraft
repainted, together with all the ancillary equipment ar\d
office buildings, and reprinted every sheet of paj

balked at further cost-cutting, and crisis point was
reached.

Breaking Point

As the months of 1983 went by, Continental’s finances
progressively worsened. During July, August, and Sep-
tember, the company’s losses exceeded $50 million. By
the end of September, load factors had dropped to less
than 40 percent and the airline was losing a million dollars
a day. As the summer months are normally the most
profitable in the airline year, the prospects for the last
three months were horrifying. Continental’s management
estimated that the five years 1979-1983 produced a
cumulative loss, before special items and sale of assets,
of half a billion dollars, more than a quarter of which
would have been sustained during the last six months of
1983. The chances of survival without a revolutionary
change in the entire cost and revenue structure of the
airline were next to non-existent.

The airline was faced with a Hobson’s cheice. If, as in
the good old days before deregulation, it raised fares to
increase revenue, people would simply flock even more
lo the new low- hudqel airlines. If it lowered fares, the

from the tickets to the toilet rolls. Luremos chmce of
name was also a sign of his respect of all that the Cont
nental name stood for: superb customer service. His
was 1o reinforce this reputation with managerial disci-
pline and financial acumen,

The effective operational date of the new airline was
October 31, 1982. The new system was built around the
former network of Continental, which was the larger of
the two. Duplication of routes was eliminated and new
points were inherited from Texas International: Cleve-
land, Monterrey, Hartford, Guadalajara, St. Louis, Jack-
sonville, plus several points in Texas. Oddly enough,
these last had once been served by Continental, and now
rejoined the system. New domestic destinations were
added: Great Falls, Billings, and Rapid City, while Mara-
caibo and Caracas, Venezuela, were picked up as South
American destinations, as a fallout from the debris of the
Braniff debacle. The interchange service to Alaska,
which had been a casually when the Conlinental-
Western talks had fallen through, was resumed via
Alaska Airlines, interchanging at Portland.

The new airline was impressive. lts fleet consisted of
112 sircraft of only three basic types: 13 McDonnell
Douglas DC-10s (11 of the Dash 10s and 2 of the Dash
30s, for Pacific operations); 60 Boeing 727s (45 of the
200s and 15 of the 100s); and 39 McDonnell Douglas
DC-9s (22 Dash 30s, 17 Dash 10s). Its route system
sirelched to four continents.

Lorenzo and the managers he installed had a fight on
their hands in more ways than one. Continental’s fi-
nances had reached rock-bottom, and only the most
‘austere approach to management, with unpalatable staff
cuts and wage reductions, would have the slightest effect
in reducing the chronic deficits which piled up every
month. Only significant improvements in productivity
could contribute to the rescue action. But as 1982 moved
into 1983 and Continental Airlines made preparations to
move its base from Los Angeles to its largest operating
hub, Houston, losses mounted to record levels, unions
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P level, already impracticably high,
mtght go ludicrously beyond the maximum capacity of
the aircraft.

The break-even level was high because the costs were
high, a major element of which was labor. Almost like a
drowning man cluiching the proverbial straw, Continental
sought to ameliorate the position through negotiation
with the staff, in an effort to increase productivity and
reduce wages.

But so strong was the resistance that, in response to
an offer by Continental to raise wages by 20 percent in
exchange for a 20 percent increase in productivity, the
International Association of Mechanists (IAM) went on
strike on August 13, 1983. By this time, Continental was,
in a peak summer month, losing half a million dollars a
day. Clearly the union leaders were out of touch with
reality, as the airline was hurtling towards certain oblivion.

Lorenzo made one final attempt to rescue a sinking
ship. On September 14, he proposed to offer stock to
Continental’s 12,000 employees, with profit-sharing. Asa
bonus, four million shares would be offered, with options
to purchase eight million at 85 percent of the market
price through payroll deductions over two years. Em-
ployees would receive 25 percent of the airline’s profits.
The plan would resultin the employees owning 35 percent
of the common stock.

This offer was conditional upon an across-the-board
agreement to reduce wages and salaries, and o increase
productivity through fewer holidays, less vacation time,
and other devices. The total cost savings were estimated
at $150 million per year. Of this amount, $30 million would
be required as concessions from the clerical staff, agents,
and management, and $20 million from the IAM repre-
sented employees. The remaining $100 million was re
quested from the pilots and flight attendants.

The deadline for the proposed plan was set at Septem-
ber 19. Stephen M. Wolf, who had become president and
chief operating officer of Continental on December 1,
1982, resigned on September 21, 1983. Phil Bakes, a
former Texas Air official, was elected executive vice pres-
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ident and assumed the duties of chief operating officer mise, [orenzo took drastic action. The medicine already
Frank Lorenzo and his team took the responsibility of affered had certainly been unpalatable. But if the patient
trying to overcome the massed union opposition. With refused to take il as alast hope to cure a chronic ailment,
no readiness on the part of the pilots’ union to compro- major surgery was the only alternative,
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Continental Airlines Before “Chapter 11,” 1983. The devastating effect of the measures taken to assure the survival of Continental is vividly

illustrated by this map and the one on the following page.

Chapter Eleven

At 6 p.m. on Saturday, September 24, 1983, Continen-
tal Airlines ceased all domestic operations, as it filed
under Chapter 11 of the Federal Bankruptcy Code to
reorganize the company. The filing was made under the
jurisdiction of the U.S. Bankruptcy Court, Southern Dis-
trict of Texas. Two-thirds of the 12,000 employees were
furloughed. Services across the Pacific, and to Mexico
and South America, however, were not interrupted.

As Lorenzo told Business Week about the need for the
drastic action of Chapter 11:

“There was no halfway procedure. There’s no Chapter
5%. The company would have been out of cash in short
order had we done nothing.”

If this drastic step had not been taken, Continental
could not have avoided going out of business altogether.
Thestockholders’ equity, which was close to $300 million
in 1979, had dwindled to less than $1 million. Common
stockholders’ equity stood at minus $44 million.

On Tuesday, September 27, 1983, Continental Airlines
resumed domestic operations. Except for the appearance
of its aircraft, it was unrecognizable from the pre-Chapter
11 Continental. Within the mainland United States it

9%

served only 25 cities, compared with 78 the previous
week. Staff numbers were reduced from 12,000 to 4,000.
All DC-10s, except for two on the Pacific route, were
grounded. Half of the 100 Boeing 727-200s and DC-9s
were parked on the Houston ramp.

In an attempt to restore public patronage, and the
good will of the travel agents (who had almost ceased to
book customers on Continental flights during the days
immediately before the bankruptcy filing), Continental
offered a four-day bargan basement fare of $49.00 on any
nonstop segment; and $75.00 or less from October 1.15,
later extended to October 22, Some saw this new fares
policy as a desperate attempt to atiract passengers to
Continental, regardless of economic considerations. In
fact, the fares package was the other half of the eco-
nomic equation.

Lorenzo had once steered Texas International suc-
cessfully through its financial problems partly by the
daring Peanuts experiment in 1977, and in so doing, had
established his place in airline history. His innovative
policy then was comparable with a previous precedent-
setting break in orthodox fares policy. In 1948, ‘Slim’
Carmichael, president of Capital Airlines, had revolution.
ized airline tariff structures throughout the U.S. by the
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introduction of the Nighthewk coach fares. As with Cap-
ital’s experience, the Peanuts fares had been matched by
every compelitor, and the so-called deep discount fares
were applied across the nation. Now, Lorenzo recognized
that every airline in the U.S., with the protective cloak of
the C.A B. removed, would have to come to terms with
the new tariff structures. The doors had been opened to
a new breed of airline. Continental had the likes of
Southwest, MuseAir, and People Express (not to men-
tion Pan American, with its special gateway-linked tariffs)
breathing down its neck with low fares, while the industry
giants, United and American, were major competitors
out of Denver and Texas. There was no time 1o Jose.

The Ultimate Clash

Labor-management relations in the United States air-
line industry are still governed by the Railway Labor Act,
passed in 1926 (the same vear the the Air Commerce Bill
was enacted) and applied to the airlines from 1936 on-
ward. The primary assumption made in the application of
the terms of the act was that it would operate in a
regulated, guasi-monopoly business environment. The
passing of the airline Deregulation Act in October 1977
turned this entire framework into an anachronism. With
fares inevitably plunging in a free market, costs had to
take a similar dive, and these costs included labor.

Certain unions, however, felt thal they were somehow

exempt from airline deregulation. Attempts by Continen-
tal to bring the sides together had met with procrastina-
tion, if not obstruction. Both the Air Line Pilots Associa-
tion (ALPA) and the Union of Flight Altendants (UFA)
declined to meet Continental’s negofiating representa-
tives on the very day when it filed for bankruptcy, after a
clear warning that such a drastic step was imminent if
something could not be done at the eleventh hour

The pilats’ union, ALPA, became the focal organization
on the union side of the dispute. While the other unions
were as much involved in the basic issue, none fought its
case with more vehemence than ALPA. Continued
attempts by Continental to meet the pilots for discus
sions, subsequent to the September 24 termination of
operations, were met almost with contempi. Finally, at a
meeting on September 30, the attorney for ALPA-Inter-
national, serving as chief spokesman for ALPA, began
the meeting by laying down four preconditions which
many company negofiators would have rejected out of
hand. In the event, Continental accepted the precondi-
tions with only minor exceptions,

The basic issues, however, were Lhe salary scales, the
working conditions in an emergency —which Continental
now faced — and the privileges which went with the job.
Continental proposed a package which ALPA had
recently accepted from the bankrupt Branitt Airways,
but this was refused. ALPA appeared to have another
course of action in mind.
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At 2a.m. on October 1, 1983, ALPA and UFA went on
strike. The morning newspapers carried large union
advertisements seeking public support. Pickets appeared
at the Houston Intercontinenial Airpori at 7 a.m. the
same marning, carrying placards and distributing leaflets,
urging passengers to “THINK TWICE” before flying the
New Continental Airlines. Apart from rhetorical state-

that these were firsiclass fares, and were in striking
contrast with the $382 and $384, respectively, charged by
the competition.

Knowing throughout the period of crisis that Conti-
nental Airlines was financially disabled, and was struggling
desperately for its life, the ALPA proposals seemed com-
p!elely out of touch with reality, and arguably designed

ments of the obvious, neither the placards nor the
explained what the pilots were siriking for.

The first poststrike negotiations were held on October
6. ALPA representatives would not present any definitive
proposals, and Continental indicated that, in their ab-
sence, it could not continue further to waste its time. On
October 7 it issued a new pilot employment policy. The
terms were better than those already offered by Braniff
on June 22 and accepted by ALPA. Basically they
offered $43,000 a year for a captain, $28,000 for a pilot
officer, plus a health insurance plan, company-paid short-
term disability, profit-sharing, stock ownership, and
work rules which had been standard throughout the
industry for decades past. This stipulated 1,000 hours
per year on the flight deck, although Continental pilots
had habitually averaged about 620.

In spite of ALPAS attempt to portray the pilots as
victims of a wicked plot to deprive them of their livelihood,
crews and cabin staff responded to Continental’s offer to
the extent that the last day on which any scheduled flight
was cancelled because of the lack of a complete crew
was October 8 — the day after the new pilot employment
policy was announced. Many pilots and flight attendants,
as instructed by the pickets, thought twice, and then
turned up for work.

The next week was stormy, with claims and counter-
claims ricocheting back and forth between the two sides.
On October 11, Continental sued the international or-
ganization of ALPA for $50 million, charging price fixing,
refusing te bargain in good faith, and interfering with
nonstriking pilots. This last was a mild description as
there were reported incidents where physical violence
had been used, reminiscent of the custom during the
dark days of the Depression 50 years previously. Henry
Duffy, president of ALPA, made an uncompromising
statement against Continental, threatened $10,000 fines
on members who crossed the picket lines, and offered
incentive payments of $3,000 or so to striking pilots.
Continental claimed such action to be in violation of the
Railway Labor Act.

The Air Line Pilots Association finally made its counter-
proposal on October 14, 1983. It called for a temporary 7
percent pay cut from the previous salary that would
reduce the annual salary of a senior captain to $100,000,
with a projected retirement income of between $60,000
and $100,000 per year. Including profit sharing and stack
plans, ALLPA wanted a guaranteed equivalent salary for
senior captains of $150,000 by 1985, It also filed suit
against Continental for $100 million.

Whether or not the timing of this proposal was related
to Continental’s plans is not known. For the record, it
came the day after the airline, in an effort to stimulate
traffic, had announced a new range of fares, to be effec-
tive on October 23. Examples of this fare structure,
reminiscent of the Peanuts fares of Texas International
six years previously, were $125 Denver-Los Angeles and
$150 Houston-New York. The difference, however, was

9%

ly to prevent any reasonable compromise solu-
uon. Not too many members of the public were to be
found who whole-heartedly supported the ALPA case.
Indeed, Continental Airlines was easily able to recruit
stalf at all levels, from mechanics to pilots with more than
20 years experience al other airlines. The majority
seemed to take the view that the questionable insisting
ona prederequlation way of life was not worth the agony
of unemployment, and that their cause was better served
by enthusiastically helping the stricken airline to get back
onits feet.

The Long Road Back

When Continental resumed service on U.S. domestic
routes on September 27, 1983, the map of the network
was strikingly different from the one that had been so
abruptly terminated three days previously. Concentra-
tion on the twin hubs of Houston and Denver was even
more emphatic than it was before the shut-down. The
two cities appeared almost isolated, and the nonstop
Houston-Denver route was the only link between the
two. All intermediate one-stop or multi-stop links, via
such points as Little Rock, Tulsa, Wichita, Oklahoma
City, and others, had disappeared. Important population
centers such as Dallas/Fort Worth, Boston, Jacksonville,
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Miami, Indianapolis, Louisville, and Portland had been
temporarily removed. Cities in west and southern Texas,
New Mexico, Arizona, and Nevada, together with all
those north of Denver, except Seattle and Minneapolis,
were no longer on the Continental map, at least for the
time being.

Of all these deletions, the most surprising to outsiders
was perhaps Dallas/Fort Waorth, which had once been a
key Continental junction point and access to which had
probably been the main reason why Robert Six had once
negotiated the merger with Pioneer Air Lines. The new
policy, however, was matched to immediate traffic expec-
tations, not to tradition. Continental could not now,
while it was desperately struggling to remain airborne,
afford to indulge in the luxury of longterm image-
building. Dallas/Fort Worth was the headquarters and an
important hub of American Airlines. There was no point
in risking a head-on battle for traffic there, at the same

Exhibit K.

time diluting the hub traffic at Houston.

This skeleton network was the start of along uphill pull
to rebuild a shattered airline. At the end of the first week,
Continental was operating only 39 percent of its former
passenger-miles. But significantly, this percentage was
being operated with 400 pilots, or 28 percent of the
former roster of 1400. Furthermore, the average cap-
tain's salary had been slashed from $83,000 to $43,000, or
by almost half. Continental’s new breed of flying crews
were thus operating, in cash terms, at about two and a
half times their former productivity level. By November
15, when access to Portland was restored, and frequen-
cies increased on other routes, Lorenzo was able to state
that Continental was flying almost 50 percent of its
former capacity.

Improvements continued. On December 16, when a
two-tier pricing structure was introduced (retaining,
however, the low [ares inforce soon after the launching of
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the “new” airline as the “off peak” level), Denver was
once again linked with Salt Lake City, Colorado Springs,
and Minneapolis. On January 4, vacation flights to the
Mexican Pacific Coast were augmented by a Houston-
Ixtapa route; and on January 15, 1984, Denver-] P'hoemx
and Houston-Miami routes were added. Conti | was

The Public Convenience
and Necessity

During Lhe abrasive exchange of accusations which

ace the bitter fight between Continentals

now flying 56 percent of its previous capacity.

Throughout the remainder of winter and into spring
and summer, Continental continued its rapid rebuilding.
In February, Omaha was brought on line, while Detroit
and Philadelphia joined the airline’s domestic system on
March 1. By April 1, when McAllen, Texas, became part
of the Continental network, the airline was flying 85
percent of its systemwide capacity.

In June and July, Continental added five domestic
cities — Albuquerque and Ontario, California, in June
and Dallas/Fort Worth, Boston, and San Jose in July
—bringing the number of domestic cities served to 40
and pushing capacity to 107 percent of the level flown
prior to reorganizing domestic operations nine months
earlier. Pensacola service began August 1 and Milwaukee
and Cincinnati were added September 5.

Throughout the reconstruction period of the domestic
network, the overseas routes continued without inter-
ruption and even grew during the first six months of 1984.
On March 18, Continental initiated nonstop service
between Guam and Tokyo and then followed that with
nonstop flights between Honolulu and Guam on March
31 To feed those routes, the airline than added a San
Francisco corinection with additional frequencies through
Honolulu to the South Pacific more than doubled Con-
tinental’s Pacific service. But the international expansicn
did not end with the San Francisco connection. On July
1, Continental added service to Hong Kong and Taipei
through Guam.

The increased Pacific service required the acquisition
of more equipment, and during the first part of 1984
Continental acquired two more long-range DC-10-30s, as
well as a short term lease on three MD-80s for domestic
service. The DC-10s not only increased the airline’s pas-
senger capabilities in the Pacific region, but provided
additional cargo space to that area of the world.

Rebuilding Continental during the first part of 1984
brought management and employees closer together.
Through the establishment of participative management,
employees became an integral part of the airline’s opera
tions. And at the same time, Continental management
took steps to ensure that emplovees would share in the
success of the company. A subslantial profit-sharing plan
and stock ownership plans were created. In addition,
special incentive programs were instituted among non-
management employees aimed at rewarding workers for
exceptional contributions to the company’s operations,

Nothing, however, improved employee morale more
than the news that in the second quarter of 1984, less
than a year after filing for reorganization under Chapter
11, Continental Airlines recorded a net profit of §10.4
million — the highest in five years — and an operating
profit of $27 million — the highest quarterly operating
profit in Continental’s history. The quarterly profit also
meant that the airline was profitable for the first six
months of 1984. And Chairman Lorenzo vowed that
Continental would be in the black when the books are
closed for the year
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management and unions, the voice of Frank Lorenzo
was muted by with other spol from
both sides. Never given to impulse, and a man of carefully
chosen words, his statement during the crisis weekend
of September 24-27 might have been taken from a text-
book on how to come to terms with the postderegulation
airline world: “Continental patiently and valiantly tried to
use the negotiating process to bring costs down to
today’s marketplace. Continental owes it to its share-
holders, employees, and, asimportantly, its customers to
make Continental cost-competitive and provide for its
future — a profitable one.”

Remarkably, these words were a reflection of much
that the Civil Aeronautics Board had stood for during the
years of its control from 1938 to 1978, when it conscien-
tiously tried to carry out its mandate “in the public con-
venience and necessity.” Careful examination of the
C.A B.’s record shows that it clearly saw the definition of
the word “public” as broken down into three categories
in exactly the same way as did Lorenzo in the postderegu-
lation era: shareholders, employees, and customers.

Frank Lorenzos hobby is long-distance running, an
unusual and possibly unique leisure occupation for an
airline chairman. But he and Continental are showing
every sign of possessing the stamina necessary to suslain
a difficult course. And while, in the early stages of the
deregulation race, the Houston airline seems to have
faltered, this has been less through fatigue than through
a necessary reapportionment of latent strength.

With the dramatic financial turnaround assured, news
media headlines told the story best

“Continental flies profitable course.” Rocky Mountain
News.

“The airline that came back from the dead.” The
Australian.

“Comeback of a trimmer Continental.” New York
Times.

“Continental Air Soars Above Union Turbulence.”
U.S. News & World Report.

“Continental soars boldly into new era.” Cleveland
Plain Dealer.

“Airline again sees a future,” Chicago Tribune.

“Continental workers radiating optimism.” The Hous
ton Post.

“Reborn Continental earns $10 million.” The Denver
Post.

“Conlinental is coming out a winner.” Business Week.

As Continental Airlines celebrates its 50th anniversary,
there are signs that, far from being the “ugly duckling” of
theairline industry that it was painted in the fall of 1983, it
is emerging once again as a “proud bird,” unashamed of
its plumage, and with supreme confidence in ts ability to
set standards of excellence for others to follow in 1984
and beyond.
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Pratt & Whitney

The engines powering Continental Airlines’ fleet of
Boeing 727s and McDonnell Douglas DC-9s and MD-80s
are produced by United Technologies’ Pratt & Whitney,
the worlds foremost designer and builder of jet engines
for commercial and miltary aircraft.

Since its founding in 1925, Pratt & Whitney has
produced power plants for more than 1,200 types of
aircraft ranging from wood and fabric-covered biplanes
of the late 1920s to the swept-wing, high-performance
jets of the 1980s.

Today, Pratt & Whitney engines manufactured in
Connecticut power nearly three-fourths of the commer-
cial aircraft in service with some 250 airlines throughout
the world,

The company’ first commercial jet engine ~ the JT3
brought the jet age to commercial aviation powering the
Boeing 707 onits maiden flight in 1958, Two vears later an
improved version — the JT3D — was introduced with
higher thrust and betier fuel efficiency. Alier nearly 25
years, the JT3D continues in service today powering
707 and McDonnell Douglas DC-8s on long-range
routes.

Pratt & Whitney’s JT8D, which powers Continental’s
727 and DC-9jetliners, is the most successful commercial
jet engine in aviation history.

Ninety-five percent of all standard-body jetlinersin the
world are powered by JT8D engines. It is estimated that
every five seconds, a jetliner equipped with JT8D
engines takes off somewhere in the world.

Since entering service in 1964, JTBD engines have
flown more than 225 million hours — more inflight service
than all other commercial jet engines combined. The

Pratt & Whitney's JT8D-200 series engine powers Continental
Airlines’ McDonnell Douglas MD-82 transparts.

JT8D fleet continues to accumnulate more than 17 million
hours each year.

The newest and most powerful member of the JT8D
engine family is the fuel-efficient JTED-200 series, which

‘Continental Airlines’ fleet of Boeing 727s are pawered by Prarr & Whitney's JTSD engines, the most wid sed engine i

history.
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have been in service since 1980 as the exclusive power
plant for McDonnell Douglas’s MD-80 series aircraft.

The Dash 200 engine’s increased thrust, with lower
fuel consumption, permits the MD-80 to use up to 20
percent less fuel per seat mile than earlier JT8D-powered
aircraft. Continental has two MD-82s in service and four
more on order

The largest of the Pratt & Whitney engine family is the
JT9D, introduced in 1970 on the first wide body transport
to enter service, the Boeing 747,

The JT9D powers nearly 90 percent of all Boeing 747s,
as well as versions of McDonnell Douglas’s DC-10 and
Airbus Industries’ A300 wide-body aircraft.

The latest addition to the family is the fuel-efficient
JT9D-7R4, an advanced technology version of the
JT9D-7. Selected as the launching engine for the Boeing
767, 747-300, Airbus Industrie A310 and A300-600 jet-
liners, the JTOD-7R4 series engines offer a takeoff thrust
— or power — range from 48,000 to 56,000 pounds, allowing
airline operators to select the appropriate power for
aircraft and route requirements

Design improvements and refinements make the Dash
7R4 engine lhe mosl fuel-efficient member of the JTOD

Pratt & Whitney's all-new PW2037 engine for Boeing's 757 fransport.

family, up to eight percent better than its parent engine.
Onatypical 1,000-mile flight, for example, the Boeing 767
twinjet will use about 35 percent less fuel per seat mile
than the aircraft it is desianed to replace.

To help airlines reduce the costs of operating and
maintaining their fleets, Pratt & Whitney is developing
threeall-new technology engines that cover the spectrum
of thrust that airlines will require for at least the next two
decades.

The key to all three of these new engine programs is
the technology that Pratt & Whitney has developed dur-
ing the past decade. This technology came together for
the first ime in the advanced PW2037 engine, developed
for the Boeing 757 airliner.

The PW2037 draws heavily on technology gained from
the evolution of the JT9D engine and the Energy Efficient
Engine program sponsored by the National Aeronautics
and Space Administration

The 37,000-pound thrust PW2037 engines uses state
of-the-art advances in materials, electronics, and aero-
dynamic design to achieve dramatic improvements in
fuel efficiency.

Compared to the [irst generation turbofan engines it




Pratt & Whitney's advanced PW4000 engine has set new levels of performance in initial testing at company headquarters in East Hartford,
Connecticut.
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Pratt & Whitney's new PW4000 engine for wide-body aircraft will be available for commercial service in 1986.

replaces, for example, the PW2037 offers more than a 30
percent improvement in fuel consumption, a savings
equivalent to about $1 million a year per aircraft.

The technology incorporated in the PW2037 is being
further advanced by Pratt & Whitney’s PW4000 for cur-
rent and new wide-body aircraft, including the Boeing
747 and 767, and Airbus Industries’ A300 and A310
aircraft.

Radically new in design, the PW4000 will offer airlines
operating wide-body jetliners dramatic economies in fuel
consumption and maintenance. This new engine, which
produces from 48,000 to 60,000 pounds of thrust, will be
available for flight certification in 1986.

The PW4000 will be seven percent more fuel efficient
than Pratt & Whitney’s current best engine for wide-
bodies, the JT9D-7R4. The improved performance of the
PW4000 will save airlines up to $1 million a year in fuel
costs for every four engines they operate.

The PW4000 also offers airlines striking advantages in
maintenance costs. For example, the new engine will
have 27,000 fewer parts — roughly half the number found
incurrent JTID models. And the most commonly used
sets of replacement parts will be about 25 percent less

expensive to buy than JTID parts.

To power a new generation of 150-passenger aircraft
currently being developed or under study, Pratt & Whit-
ney has joined a multi-national consortium, International
Aero Engines, to design and produce a third new engine
— the advanced technology V2500.

The V2500 will burn only half the amount of fuel of
existing short-range aircraft, and will be 14 percent more
fuel efficient than any currently available engine.

The V2500 will be certified in April 1988 at two thrust
levels, 23,000 pounds and 25,000 pounds.

The 25,000-pound thrust engine will meet power
requirements for both Airbus Industries’ A320 aircraft
and McDonnell Douglas’s MD-80 series transports. It
also is a candidate power plant for Airbus’ four-engine
TA-11 transport, which is under study.

The 23,000-pound thrust engine will meet power
requirements for advanced versions of Boeing’s 737 fam-
ily and those projected for the Boeing 7-7 aircraft.

Joining Pratt & Whitney in the consortium are Rolls-
Royee of Great Britain, Motoren-und Turbinen-Union
(MTU) of West Germany, Fiat Aviazione S.p.A. of Italy,
and Japanese Aero Engines Corporation.
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Douglas Aircraft Company
More than Fifty Years of Airline Transports

In 1934, Douglas Aircraft Company first flew the DC-2,
the first production airliner in the famous DC (for
Douglas Commercial) series of airliners that led to the
DC-10trijets and the MD-80 twinjets that are the pride of
today’s Confinental Ailines fleet.

‘That same year, Varney Speed Lines was organized,
and from that grew the airline that today is known as
Continental

Throughout the history of McDonnell Douglas and
Continental, the two companies’ fortunes have been
intertwined. In 1944, Confinental began flying DC-3s, the
workhorse of the commercial aviation industry in’the
1940s. Trans-Texas Airways, later Texas International
and nowa part of Continental, began servicein 1947, also
using DC-3s.

e raatlonahly; contiied Into!the 19608, 3¢

B

In the 19605, Douglas introduced the DC-9jetliner for
short-haul routes. Continental was one of the earliest
customers or thatircratt, and Texs Internationa was
one of theall DC-airlines in the world. For many years,

tasinse Mo, 1 Sty Toras Intemasionn sed
Continental colors.

The DC-10 was added to the Continental fleet in 1972,

bringing wide-cabin comfort on routes within the United

States, and to Hawaii, and later to the Pacific and
ustralia.

For the 19805, Continental adds to its fleet the
McDonnell Douglas MD-80, the most advanced jetliner
in s class today. McDonnell Douglas is proud that this
it fuekefficien eineruil befining Cortinental on

s 50th anniversary.

bl e Doyt sl gt oo
engine airliners.
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Continental to continue serving its passengers,
McDonnell Dy




Cont o
the piston-engine airiners.

One of Continental’s original DC-95,
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