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ADM.  P A T R I C K :  Good m o r n i n g ,  g e n t l e m e n .  The  s u b j e c t  of 

a i r l i f t  p r o c u r e m e n t  i s  m o s t  t i m e l y ,  f o r  i t  i s  one of the  m o s t  w i d e l y  

d i s c u s s e d  s u b j e c t s  in  the  m i l i t a r y  t o d a y .  

In o r d e r  t h a t  we m a y  b e t t e r  u n d e r s t a n d  the  p r o b l e m s  s u r r o u n d -  

i n g  the  s u b j e c t ,  ou r  s p e a k e r  w i l l  c o v e r  the  new p r o c u r e m e n t  c o n c e p t  

t h a t  w i l l  e n c o u r a g e  c i v i l i a n  i n d u s t r y  to p r o v i d e  an  a i r l i f t  c a p a b i l i t y  

w h i c h  w i l l  c o m e  c l o s e r  to  s a t i s f y i n g  m i l i t a r y  r e q u i r e m e n t s  t h a n  h a s  

b e e n  p o s s i b l e  in  the  p a s t .  

To d i s c u s s  t h i s  s u b j e c t ,  I a m  i n d e e d  p l e a s e d  to i n t r o d u c e  to the  

c l a s s  M a j o r  G e n e r a l  W i l l i a m  T.  T h u r m a n ,  A s s i s t a n t  fo r  P r o d u c t i o n  

P r o g r a m i n g ,  H e a d q u a r t e r s  of the  U n i t e d  S t a t e s  A i r  F o r c e .  

G e n e r a l  T h u r m a n ,  i t ' s  a g r e a t  p l e a s u r e  to  have  you w i t h  us  

a g a i n .  

G E N .  T H U R M A N :  I would  a p p r e c i a t e  i t ,  A d m i r a l ,  i f  you  wou ld  

a n s w e r  one q u e s t i o n  fo r  m e  b e f o r e  I s t a r t .  The  l a s t  t i m e  I spoke  to the  

I n d u s t r i a l  C o l l e g e  was  in  the  old p l a c e  o v e r  t h e r e .  T h a t  r o o m  w a s  s o m e -  

w h a t  s m a l l e r  t han  t h i s  one .  But  i t  l ooks  to m e  l ike  t h e r e  a r e  on ly  about  

a f o u r t h  the  n u m b e r  of peop le  h e r e  who w e r e  t h e r e  b e f o r e .  I s  i t  b e c a u s e  

the  w o r d  abou t  m y  l a s t  t a l k  got  out,  o r  i s  i t  b e c a u s e  of the  s i z e  of the  

r o o m  ? 

ADM.  P A T R I C K :  I ' l l  t e l l  you,  s i r ,  we have  149 t h i s  y e a r ,  c o m p a r e d  

w i t h  143 l a s t  y e a r ;  and  n e x t  y e a r  we m a y  e v e n  have  163. 



GEN.  T H U R M A N :  T h e n  I hope i t ' s  the  s i z e  of the  r o o m ,  bu t  i t  

s u r e  d o e s n ' t  look t h a t  w a y .  

G e n t l e m e n ,  I a m  not  s u r e  t h a t  I w i l l  c o m p l e t e l y  f u l f i l l  the  s t a t e -  

ment~ m a d e  b y  the  A d m i r a l .  I ' l l  c o m e  s o m e w h e r e  c l o s e  to i t ,  I hope .  

But  I '  d l ike  to e m p h a s i z e  a t  the v e r y  o u t s e t  of m y  d i s c u s s i o n  t h a t  i t  w i l l  

be  d e v o t e d  to the  p r o c u r e m e n t  of o v e r s e a s  a i r l i f t .  In o t h e r  w o r d s ,  

a i r l i f t  w i l l  be t r e a t e d  as  the  c o m m o d i t y  w h i c h  we p u r c h a s e .  I n e c e s -  

s a r i l y  m u s t  t o u c h  on the  t r a n s p o r t a t i o n  a s p e c t  of the  m a t t e r .  And  i t  

i s  obv ious  t h a t  the  c o n t r o v e r s i a l  q u e s t i o n ,  W h a t  i s  the  p r o p e r  r o l e  of 

MATS in the  s c h e m e  of t h i n g s  ? : i s i n v o l v e d .  So i s  the  C i v i l  A e r o n a u t i c s  

B o a r d .  But  I w i s h  to d e a l  p r i m a r i l y  wi th  how we b u y  a i r l i f t ,  r a t h e r  t h a n  

wha t  i s  bough t  o r  why  we n e e d  i t .  I n e i t h e r  a m  an  e x p e r t  on t r a n s p o r -  

t a t i o n ,  n o r  on h~ATS' r o l e  v i s - a - . V i s  the  c o m m e r c i a l  a i r l i n e s ,  n o r  on 

the  C i v i l  A e r o n a u t i c s  B o a r d .  And  wi th  an  e y e  to the  d i s c u s s i o n p e r i o d  

to  fo l low,  I would  r a t h e r  t e l l  you  t h i s  t h a n  to d e m o n s t r a t e  i t  t hen .  

F u r t h e r ,  i t  i s  not  m y  p u r p o s e  to a t t e m p t  to s e l l  a n y  p a r t i c u l a r  

po in t  of v i e w .  To the e x t e n t  p o s s i b l e ,  I i n t e n d  c o n f i n i n g  m y  r e m a r k s  

to f a c t s  and  u n d i s p u t e d  i m p l i c a t i o n s .  

M y  r e a s o n s  fo r  c h o o s i n g  t h i s  s u b j e c t  a r e  t w o - f o l d .  I t  i s  i m p o r t a n t ,  

b e c a u s e  i t  a f f e c t s  ou r  budge t ,  i t  a f f e c t s  o u r  f o r c e  s t r u c t u r e ,  and  i t  a f f e c t s  

the  a i r l i n e  i n d u s t r y .  S e c o n d l y ,  I t h i n k  i t  i s  i n t e r e s t i n g  f r o m  an  a c a d e m i c  

s t a n d p o i n t ,  bo th  b e c a u s e  i t  p r e s e n t s  a c o m p l e t e d  c y c l e  of p r o c u r e m e n t  

m e t h o d s ,  and  b e c a u s e  i t  r e p r e s e n t s  the  m o s t  c l e a r - c u t  c o l l i s i o n  of two 

o b v i o u s l y  v a l i d  n a t i o n a l  o b j e c t i v e s  w i th  w h i c h  I have  c o m e  in  c o n t a c t  
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in  m y  y e a r s  in  the  p r o c u r e m e n t  b u s i n e s s .  I have  s e e n  m a n y  c o n f l i c t s  

of o b j e c t i v e s  in  p r o c u r e m e n t ,  but  I d o n ' t  t h ink  I e v e r  s aw  two o b j e c t i v e s  

t h a t  w e r e  so v a l i d  in  c o n f l i c t  w i th  e a c h  o t h e r  as  we have  h e r e .  

One m o r e  t h ing  by  way  of p r e f a c e :  In c a s e  i t  i s  no t  c l e a r  to 

e v e r y o n e ,  MATS i s  a s i n g l e  m a n a g e r  fo r  a i r l i f t  fo r  a l l  t h r e e  s e r v i c e s .  

It o p e r a t e s  t h r o u g h  an  i n d u s t r i a l  fund, and  e a c h  s e r v i c e  buys  i t s  a i r l i f t  

f r o m  NIATS at p r i c e s  f i x e d  by  the  i n d u s t r i a l  fund.  

S ince  MATS'  c o s t s  a f fec t  the  p r i c e s  c h a r g e d  e a c h  of the  s e r v i c e s ,  

e a c h  of us  i s  d i r e c t l y  a f f e c t e d  by a n y t h i n g  w h i c h  i n c r e a s e s  MATS'  c o s t s .  

Now, in  o r d e r  to p r o v i d e  a b a c k d r o p  fo r  the  r e c e n t  u n p l e a s a n t  

s i t u a t i o n ,  i t  i s  n e c e s s a r y  to m a k e  a b r i e f  r e v i e w  of h i s t o r y .  

B e f o r e  the  S e c o n d  W o r l d  W a r  the  A r m e d  S e r v i c e s  had  l i t t l e  o r  no 

a i r  t r a n s p o r t  c a p a b i l i t y  o r  r e q u i r e m e n t  fo r  a i r l i f t .  W h e n  we w e r e  ab le  

to  j u s t i f y  a i r  t r a v e l  out  of ou r  m e a g e r  funds ,  we s i m p l y  p u r c h a s e d  a 

t i c k e t  f r o m  a c o m m e r c i a l  a i r l i n e .  In the  y e a r s  f o l l o w i n g  P e a r l  H a r b o r  

i t  b e c a m e  obv ious  t ha t  m a x i m u m  u s e  wou ld  have  to be m a d e  of the  p l a n e s ,  

m e n ,  and  f a c i l i t i e s  of the  c i v i l  a i r l i n e s .  The G o v e r n m e n t  bough t  a l l  

a v a i l a b l e  c o m m e r c i a l  f o u r - e n g i n e  a i r c r a f t  in  the  hands  of a i r c r a f t  m a n u -  

f a c t u r e r s  a t  the  t i m e ,  and  t u r n e d  t h e m  o v e r  to the  c o m m e r c i a l  a i r l i n e s ,  

s c h e d u l e d  and  n o n s c h e d u l e d ,  to be o p e r a t e d  and  m a i n t a i n e d  by  t h e m  on 

a c o s t - p l u s - f i x e d - f e e  b a s i s .  In a r e a l  s e n s e ,  t h i s  was  not  p r o c u r e m e n t  

of a i r l i f t ,  b u t ,  r a t h e r ,  the  p u r c h a s e  of m a n a g e m e n t ,  a i r c r e w ,  and 

m a i n t e n a n c e  s e r v i c e s ,  to be p r o v i d e d  in  a c c o r d a n c e  wi th  d i r e c t i o n s  of  

the  A i r  F o r c e .  



I m m e d i a t e l y  fo l l owing  W o r l d  W a r  I.I, m i l i t a r y  r e q u i r e m e n t s  fo r  

c i v i l  a i r l i f t  d w i n d l e d  to  a l m o s t  n o t h i n g .  The a i r l i n e s  w e r e  b u s i l y  t r y i n g  

to  r e - e s t a b l i s h  and  i m p r o v e  on t h e i r  p r e w a r  p o s i t i o n .  Such  a i r l i f t  a s  

we r e q u i r e d  w a s  p r o c u r e d  f r o m  s c h e d u l e d  a i r l i n e s  a t  u n i l a t e r a l l y  p r e -  

s c r i b e d  r a t e s  by  the  s c h e d u l e d  c a r r i e r s .  In o t h e r  w o r d s ,  w h a t e v e r  

w a s  bought ,  we bought  on t h e i r  t e r m s .  

The  on ly  s u b s t a n t i a l  e x c e p t i o n  to t h i s  w a s  in  c o n n e c t i o n  w i t h  the  

B e r l i n  a i r l i f t .  C o m m e r c i a l  c a r r i e r s  w e r e  c a l l e d  upon to a u g m e n t  MATS 

b e t w e e n  the  U. S. and  F r a n k f u r t  to keep  the  G e r m a n  s h u t t l e  go ing .  

O t h e r  t han  the f ac t  t h a t  the  a i r l i n e s  b y  t h a t  t i m e  had  t h e i r  own e q u i p m e n t ,  

we r e v e r t e d  to the  C P F F - - c o s t - p l u s - a - f i x e d - f e e - - t y p e  of o p e r a t i o n  u s e d  

in  W o r l d  W a r  I I .  

T h e n  the  K o r e a n  c o n f l i c t  c a m e  a long ,  and  h e r e  i s  w h e r e  o u r  r e a l  

s t o r y  b e g i n s .  Wi th  the  e x p e r i e n c e  we had  g a i n e d  in  the  B e r l i n  a i r l i f t  

not  too long  b e f o r e ,  ou r  peop l e  f e l t  t h a t  we cou ld  b u y  a i r l i f t  on a n e g o -  
m a i n t e n a n c e  

t i a t e d  p r i c e  b a s i s  r a t h e r  t h a n  o n  an  o p e r a t i o n s  and  c o s t  r e i m b u r s e m e n t  
A 

b a s i s .  

But  we had  g r e a t e r  r e q u i r e m e n t s  t h a n  the  s c h e d u l e d  a i r l i n e s  c o u l d  

s u p p l y .  So the  D e p a r t m e n t  of D e f e n s e  wen t  to the  C i v i l  A e r o n a u t i c s  

B o a r d  and  a s k e d  t h a t  t h e y  i nvoke  an  e x c e p t i o n  p r o v i s i o n  in  the  A v i a t i o n  

Ac t  of 1938 w h i c h  would  p e r m i t  us  to  m a k e  c o n t r a c t s  w i th  the  n o n s c h e d -  

u l e d  c a r r i e r s  a s  w e l l  a s  the  s c h e d u l e d .  The  C i v i l  A e r o n a u t i c s  B o a r d ,  

the  CAB,  wen t  a l o n g  w i th  t h i s  and  a g r e e d  to m a k e  a n n u a l  b l a n k e t  w a i v e r s .  
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In a l e t t e r  to  the  S e c r e t a r y  of D e f e n s e  d a t e d  24 June  1960 the  p r e s -  

en t  c h a i r m a n  s t a t e d  the  fo l l owing  as  the  r e a s o n  fo r  the  B o a r d ' s  a c t i o n  

at t ha t  t i m e :  " T h e  n e c e s s a r y  e x e m p t i o n s  w e r e  t h e r e f o r e  g r a n t e d ,  b a s e d  

on n a t i o n a l  d e f e n s e  r e q u i r e m e n t s ,  t h a t  i s ,  the  e m e r g e n c y  in  K o r e a  and  

the  i n s u f f i c i e n t  c a p a c i t y  of the  c a r r i e r s  r e g u l a r l y  c e r t i f i c a t e d  o v e r  

s p e c i f i c  r o u t e s  to fu l f i l l  r e q u i r e m e n t s . "  I w i l l  c o m e  b a c k  to  t h i s  

s t a t e m e n t  l a t e r .  

I t h ink  it  i s  s i g n i f i c a n t  tha t  we d id  not  r e v e r t  to the  W o r l d  W a r  H-  

B e r l i n  a i r l i f t  p a t t e r n  of buy ing  o p e r a t i o n  and  m a i n t e n a n c e  u n d e r  a C P F F  

a r r a n g e m e n t .  F o r  the  f i r s t  t i m e  in  h i s t o r y ,  so  f a r  a s  I can  f ind,  we 

s a t  down wi th  the  c a r r i e r s  and  a g r e e d  to  a m u t u a l l y  a c c e p t a b l e  r a t e .  

It was  not  by  any  m e a n s  an i d e a l  p r o c u r e m e n t  s i t u a t i o n .  We w e n t  out  

to  the  e n t i r e  i n d u s t r y , ,  s c h e d u l e d  and n o n s c h e d u l e d ,  w i t h  wha t  a m o u n t e d  

to a s t a t e m e n t  of ou r  r e q u i r e m e n t s .  I n d i v i d u a l  c o m p a n i e s  c a m e  b a c k  

wi th  a p r o p o s a l  of  what  e a c h  c o u l d  or  wou ld  hand le ;  and  we n e g o t i a t e d  

,~a.: c o n t r a c t  wi th  e a c h  c o m p a n y  a c c o r d i n g l y ,  t a k i n g  c a r e  of ou r  r e q u i r e -  

m e n t s  in  a k ind  of c u t - a n d - p a s t e  f a s h i o n .  

F u r t h e r ,  we d i d n ' t  m a k e  s t r a i g h t  f i x e d - p r i c e  c o n t r a c t s ,  but  u s e d  

a r e d e t e r m i n a t i o n  c l a u s e  w h i c h  k e p t  the  p r i c i n g  s i t u a t i o n  f l e x i b l e .  But  

h e r e  we w e r e  buy ing  a i r l i f t ; a n d  a l t h o u g h  we w e r e  s t i l l  in  a s e l l e r ' s  

m a r k e t ,  the  s e r v i c e s  w e r e  e x e r c i s i n g  s o m e  v o i c e  in  the  p r i c e  to be  pa id .  

A f t e r  the  end  of h o s t i l i t i e s ,  the  a i r l i n e s  b e g a n  buy ing  l a r g e r  and  

m o r e  m o d e r n  a i r p l a n e s ;  and  as  t h e i r  c a p a c i t y  i n c r e a s e d ,  we b e g a n  s h i f t -  

ing  o v e r  in to  a b u y e r ' s  m a r k e t .  The  f i r s t  e v i d e n c e  of t h i s ,  p e r h a p s ,  i s  
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when we d ropped  the p r i c e - r e d e t e r m i n a t i o n  c l a u s e s  and bought  a i r l i f t  

on a s t r a i g h t  f i x e d - p r i c e  b a s i s  e a r l y  in  tha t  pe r i od .  

As i n d u s t r y  c a p a c i t y  and r e l a t i o n s  to s e r v i c e  r e q u i r e m e n t s  

i n c r e a s e d °  compe t i t i on  b e c a m e  keen .  The s e r v i c e s  began  to s p e c i f y  

what  t h e y  wanted,  i n s t e a d  of a sk ing  the a i r l i n e s  what  t h e y  would l ike 

to s e l l  u s .  We e n t e r e d  into a p e r i o d  of c o m p e t i t i v e  nego t i a t i on .  And 

f ina l ly ,  in 1957, we were  able  to go to what  i s  c o n s i d e r e d  by  m a n y  to 

be the u l t i m a t e  in p r o c u r e m e n t  me thods ,  n a m e l y ,  a d v e r t i s e d  c o n t r a c t s .  

We a d v e r t i s e d  our  r e q u i r e m e n t s  in p a c k a g e s  tha t  we knew could be 

hand led  by  e x i s t i n g  capac i ty ,  and, sub j ec t  to v e r i f i c a t i o n  of a b i l i t y  to 

ope ra t e ,  made  a w a r d s  on a s t r a i g h t  l o w - p r i c e  b a s i s  fo r  the m o s t  p a r t .  

Du r ing  a l l  of t h i s  p e r i o d  the CAB was g r a n t i n g  e x e m p t i o n s  on a 

m o r e  or  l e s s  rou t ine  b a s i s  to whoeve r  t u r n e d  out to be the w inne r  of a 

~ A T S  c o n t r a c t  without  r e f e r e n c e  to w h e t h e r  he was  s c h e d u l e d  or  not  

schedu led ,  and without  r e f e r e n c e  to the p r i c e .  F r o m  a p u r e l y  p r o c u r e -  

men t  s tandpoin t ,  t h i s  was  f ine .  Cos t s  c a m e  tumbl ing  down. Any t i m e  

tha t  p r i c e  can  be the p a r a m o u n t  f ac to r ,  the l i fe of the p r o c u r e m e n t  

type i s  r e l a t i v e l y  e a s y .  Here  was  a c l a s s i c  e x a m p l e  of the s e r v i c e s  

doing e x a c t l y  what  a n u m b e r  of c o n g r e s s i o n a l  c o m m i t t e e s  w e r e  c l a m o r -  

ing  f o r - - t a k e  p r o c u r e m e n t  out of nego t i a t ion  and put i t  into a d v e r t i s i n g .  

On the o the r  hand, add i t iona l  th ings  we re  happen ing  du r ing  the 

l a t t e r  p a r t  of th i s  pe r i od .  As a i r l i f t  c o n t r a c t s  went  for  lower  and lower  

p r i c e s ,  the s c h e d u l e d  a i r l i n e s  got l e s s  and l e s s  b u s i n e s s .  P a s s e n g e r  

j e t s  a p p e a r e d  on the h o r i z o n  for  the s chedu led  c a r r i e r s ,  and i t  was  
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a p p a r e n t  tha t  h i g h - d e n s i t y  t r a f f i c  would be n e c e s s a r y  to make  them 

e c o n o m i c a l .  

C o n g r e s s i o n a l  c o m m i t t e e s  o the r  than  those  c o n c e r n e d  with a d v e r -  

t i s i n g  began to become  c o n c e r n e d  ove r  whe the r  MATS was put t ing enough 

of i t s  r e q u i r e m e n t s  out to the c o m m e r c i a l  a i r l i n e s .  A p p r o p r i a t i o n  

r e s t r i c t i o n s  began to appea r ,  des igned  to fo rce  MATS to buy a i r l i f t  

r a t h e r  than  u t i l i ze  i t s  own a i r c r a f t .  Grave  d i s c u s s i o n  o c c u r e d  about 

the need  of the i n d u s t r y  to m o d e r n i z e  with je t  a i r c r a f t ;  and how could 

t hey  do i t  if  I~ATS flew people  and ca rgo  in A i r  F o r c e  p lanes  i n s t ead  of 

f ly ing them c o m m e r c i a l l y ?  

As a r e s u l t  of P r e s i d e n t i a l  d i r e c t i v e ,  the D e p a r t m e n t  of Defense  

p roduced  a s tudy ca l l ed  "The  Role of MATS in P e a c e  and W a r . "  In the 

d i s c u s s i o n  po r t i on  of the s tudy  i t  was po in ted  out tha t  MATS' p r o c u r e m e n t  

p r a c t i c e s  did not  con t r ibu te  to the g rowth  of the i ndus t ry ,  as  d e s i r e d  

by the Defense  D e p a r t m e n t ,  and e x p r e s s e d  a f e a r  tha t  con t inua t ion  of 

those  p r a c t i c e s  would have d i s a s t r o u s  e c o n o m i c  e f fec t s  on the a i r l i n e  
\ 

i n d u s t r y .  C o n s i d e r a b l e  d i s c u s s i o n  was inc luded  on the i m p o r t a n c e  of 

the a i r l i n e s  a c q u i r i n g  m o d e r n  t u r b i n e - p o w e r e d ,  u n c o m p r o m i s e d  ca rgo  

a i r l i f t .  

It a l so  inc luded  d i s c u s s i o n  of the wi sdom of MATS buying ca rgo  

and p a s s e n g e r  a i r l i f t  on a c o m m o n - c a r r i a g e  b a s i s  at  pub l i shed  t a r i f f  

r a t e s .  • 

Among the conc lus ions  e x p r e s s e d  by the s tudy  a r e  the fol lowing:  

"The  MATS v e r s u s  c o m m e r c i a l  a i r l i f t  u t i l i z a t i o n  d i s a g r e e m e n t  
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s t e m s  f r o m  a d h e r e n c e  to n o r m a l  p r o c u r e m e n t  p o l i c i e s  and p r a c -  

t i c e s  in ob ta in ing  c o m m e r c i a l  a u g m e n t a t i o n  a i r l i f t ,  a s  we l l  as  

MATS 'r o p e r a t i o n  ove r  r o u t e s  p a r a l l e l  to those  of c o m m e r c i a l  

c a r r i e r s .  Th i s  p r o b l e m  invo lve s  CAB po l i cy  and s m a l l  b u s i n e s s  

c o n s i d e r a t i o n s ,  as  we l l  as  De fense  D e p a r t m e n t  p r o c u r e m e n t  p r a c -  

t i c e s .  C u r r e n t  a i r l i f t  p r o c u r e m e n t  p o l i c i e s  and p r a c t i c e s  a r e  

not a c c o m p l i s h i n g  the d e s i r e d  r e s u l t  in p r o m o t i n g  a h e a l t h y  

g rowth  of Uni ted  S t a t e s - o v e r s e a s  c o m m e r c i a l  c a r g o  a i r l i f t  c apa -  

b i l i t y .  With  c o n g r e s s i o n a l  a p p r o v a l  i f  n e c e s s a r y ,  t h e y  shou ld  be 

b e t t e r  adap ted  to r e f l e c t  the l o n g - t e r m  i n t e r e s t s  of the D e p a r t m e n t  

of Defense  in  c o m m e r c i a l  a i r l i f t  c a p a b i l i t y  and p rov ide  the con t in -  

a l  
u i ty  and s t a b i l i t y  r e q u i r e d  for  e f fec t ive  and economic  suppor t  of 

A 
the m i l i t a r y  f o r c e s . "  

As a r e s u l t  of the s tudy,  nine c o u r s e s  of ac t ion  were  app roved  b y  

the P r e s i d e n t .  Those  i m p i n g i n g  on p r o c u r e m e n t  fe l l  into two c a t e g o r i e s .  

The f i r s t  dea l t  wi th  vo lume to be p r o c u r e d  f r o m  c o m m e r c i a l  a i r l i n e s  

and c o n t e m p l a t e d  a r e d u c t i o n  in  MATS' s c h e d u l e d  o p e r a t i o n s  c o n s i s t e n t  

wi th  a s s u r e d  c o m m e r c i a l  a i r l i f t  at  r e a s o n a b l e  cos t .  It  a l so  p r o v i d e d  

guidance  tha t  as  m o d e r n  c a r g o  a i r c r a f t  b e c a m e  ava i l ab l e ,  MATS should  

put  m o r e  a i r l i f t  out to c o m m e r c i a l  a i r l i n e s .  

The s econd  c a t e g o r y  dea l t  wi th  c r i t e r i a  g o v e r n i n g  p r o c u r e m e n t  of 

a i r l i f t .  These  inc luded :  I, l i m i t a t i o n  of p a r t i c i p a n t s  to a i r  c a r r i e r s  

as  def ined  in  the F e d e r a l  Av ia t ion  Act;  2, m o v e m e n t  of m o r e  t r a f f i c  

a t  t a r i f f  r a t e s  r a t h e r  than  as  a r e s u l t  of compe t i t i ve  bidding;  ~ 3, 
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i n c r e a s e  of c o n t r a c t  p e r i o d  to a l onge r  t ime  than the one y e a r  in  vogue 

at t ha t  t ime ;  and, 4, p r e f e r e n c e s  to be a c c o r d e d  to c a r r i e r s  who a r e  c o m -  

m i t t e d  to the C iv i l  R e s e r v e  A i r  F l e e t  or  CRAF p r o g r a m  whose  f a c i l i t i e s  

a r e  m o s t  advan tageous  to the e m e r g e n c y  needs  of the  D e p a r t m e n t  of 

De fense ,  and "who a r e  d e m o n s t r a t i n g  a w i l l i n g n e s s  and ab i l i t y  to a c q u i r e  

u n c o m p r o m i s e d  c a r g o  a i r c r a f t . "  

The CHAF p r o g r a m ,  i n c i d e n t a l l y ,  i s  a p r o g r a m  unde r  which  

c iv i l  a i r c r a f t  a r e  e a r m a r k e d  and equipped in p e a c e t i m e ,  to be a c t u a l l y  

t u r n e d  ove r  to the m i l i t a r y  in t ime  of w a r .  

We should  note t h r e e  t h ings  about  t hese  p a r t i c u l a r  app roved  c o u r s e s  

of ac t ion:  1, the e m p h a s i s  on c a r g o  a i r c r a f t ;  2, the  r e f e r e n c e  to t a r i f f  

r a t e s  r a t h e r  than compe t i t i ve  bidding;  and, 3, the r e f e r e n c e  to r e a s o n -  

able c o s t s .  

To i m p l e m e n t  th i s ,  the A i r  F o r c e  c a m e  u p w i t h  a p lan  to divide 

i t s  p r o c u r e m e n t  into t h r e e  c a t e g o r i e s .  Th i s  i s  not what  is  to be p r o -  

cu red ,  but how. Schedule  A was  m o v e m e n t  of p a s s e n g e r s  and c a r g o  

on r e g u l a r l y  s c h e d u l e d  c o m m e r c i a l  f l igh t s  by  ind iv idua l  t i c k e t s  or  way  

b i l l s .  Dependen t s ,  p e r s o n n e l  on CBY, m i l i t a r y  m a i l ,  and s m a l l  pack -  

ages  we re  i n d i c a t e d  for  m o v e m e n t  in th i s  c a t e g o r y .  It was  expec t ed  tha t  

p a s s e n g e r  s e r v i c e  would be p rov ided  by je t  a i r c r a f t ,  wi th  s t a n d a r d s  of 

s e r v i c e  equa l  to c iv i l  e c o n o m y  c l a s s .  Ca rgo  s e r v i c e  would be p r o v i d e d  

wi th  the m o s t  m o d e r n  c a r g o  a i r c r a f t  ava i l ab le ,  and move  on way b i l l s  

be tween  m i l i t a r y  p o r t s  of e m b a r k a t i o n  in the U. S. and m i l i t a r y  b a s e s  

outs ide  the U. S° It was e n v i s i o n e d  tha t  a s u b s t a n t i a l  p r o p o r t i o n  of our  
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r e q u i r e m e n t s  would be put out in t h i s  c a t e g o r y .  Nego t i a t ion  n e c e s s a r i l y  

would be conf ined to s c h e d u l e d  c a r r i e r s .  Th i s  c a t e g o r y ,  of c o u r s e ,  was  

a d d r e s s e d  to tha t  po r t ion  of the  s tudy  which  dea l t  wi th  an i n c r e a s e  of 

m o v e m e n t  at  pub l i shed  t a r i f f  r a t e s .  

C a t e g o r y  B invo lved  m o v e m e n t  of p a s s e n g e r s :  and ca rgo  in p l a n e -  

load lo ts  be tween  m i l i t a r y  p o r t s  of e m b a r k a t i o n  in the U. S. and m i l i -  

t a r y  b a s e s  in  o v e r s e a s  a r e a s .  In a w a r d i n g  c o n t r a c t s  in th i s  c a t e g o r y ,  

i t  was  c o n s i d e r e d  tha t  p r e f e r e n t i a l  c o n s i d e r a t i o n  would be g iven  to c a r -  

r i e r s  o f fe r ing  expans ion  c a p a b i l i t i e s  in t ime  of e m e r g e n c y .  F o r  p a s s e n -  

ge r  t r a n s p o r t a t i o n ,  p r e f e r e n c e  would be g iven to the  use  of je t  a i r c r a f t .  

F o r  ca rgo ,  p r e f e r e n c e  would be g iven  to the use  o f  a i r c r a f t  wi th  an 

o v e r - f l y  c a p a b i l i t y .  

C o n t r a c t s  could be le t  for  one to t h r e e  y e a r s .  

opt ions  would c o n s i d e r  whe the r  the c o n t r a c t o r  had t aken  pos i t i ve  s t eps  
a i r c r a f t .  

to equipW~:th m o d e r n  t u rb ine -powered /~Th i s  c a t e g o r y  could inc lude  

s c h e d u l e d  and n o n s c h e d u l e d  c a r r i e r s ,  and would amount  to a s u b s t a n t i a l  

p r o p o r t i o n  of the package  a l so .  

p r e f e r e n c e s  s e t  out in the s tudy,  

sub j ec t  to t h e s e  p r e f e r e n c e s .  

The th i rd  and l a s t  c a t e g o r y ,  

Exercise of renewal 

C, was to be a s e t - a s i d e  for  m o v e -  

m e n t  of p a s s e n g e r s  and ca rgo  by c a r r i e r s  c l a s s i f i e d  as  s m a l l  b u s i n e s s .  

Th i s  would be ana logous  to the s econd  c a t e g o r y ,  and would take  up the 

ba l ance  of the p r o c u r e m e n t  package .  This  was not  dea l t  wi th  in  the 

De fense  D e p a r t m e n t  s tudy,  but was  a c o m p l i a n c e  wi th  s m a l l  b u s i n e s s  
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p o l i c i e s  e x p r e s s e d  in r e c e n t  a p p r o p r i a t i o n  ac t s .  

By the t ime  th is  pos i t i on  had been  a r r i v e d  at, we had r e a c h e d  the 

end of the l a s t  f i s c a l  y e a r .  Meanwhi le ,  two th ings  had been  t r a n s p i r i n g  

which a f fec ted  the compe t i t i ve  a s p e c t s  of a i r l i f t  p r o c u r e m e n t .  

A l i m i t a t i o n  was i n s e r t e d  in the 1961 a p p r o p r i a t i o n  act  which  

l i m i t e d  award  of MATS a i r l i f t  c o n t r a c t s  to p a r t i c i p a n t s  in the CRAF 

p r o g r a m ,  thus f u r t h e r  r e s t r i c t i n g  the f ie ld  of po ten t i a l  b i d d e r s  ove r  the 

l i m i t a t i o n s  con ta ined  in the Defense  D e p a r t m e n t  s tudy .  

The second  p r o t a g o n i s t  was the Civi l  A e r o n a u t i c s  Board .  In his  

l e t t e r  to the S e c r e t a r y  of Defense  da ted  24 June 1960, to which I a d v e r t e d  

e a r l i e r ,  the C h a i r m a n  of the Board  po in ted  out tha t  the  o r i g i n a l  d e c i s -  

i o n  to g r an t  exemp t ions  was o c c a s i o n e d  by the fac t  tha t  the c e r t i f i c a -  

ted  a i r l i n e s  o p e r a t e d  in the Pac i f i c  at  tha t  t ime  did not  have the c a p a c i t y  

to m e e t  the t r e m e n d o u s  i n c r e a s e  in m i l i t a r y  a i r l i f t  r e q u i r e m e n t s .  He 

went  on to s a y  tha t  t i m e s  had changed and the c e r t i f i c a t e d  c a r r i e r s  now 

had p l en ty  of capac i ty ,  and put the S e c r e t a r y  of Defense  on not ice  tha t  

the days  of au toma t i c  g r a n t s  of examp t ions  were  ove r .  

Al though th i s  l e t t e r  made  no spec i f i c  r e f e r e n c e  to s t a t u t o r y  a u t h o r -  

i ty ,  i t  s e e m s  obvious tha t  t h e  CAB was ac t ing ,  among  p e r h a p s  o the r  

th ings ,  unde r  the s t a t e m e n t  of c o n g r e s s i o n a l  po l i cy  con ta ined  in the 

~ v i a t i o n  Act,  which  p r o v i d e s :  " In  the e x e r c i s e  and p e r f o r m a n c e  of i t s  

p o w e r s  and dut ies  unde r  th i s  act ,  the Boa rd  sha l l  c o n s i d e r  the fol lowing,  

among  o the r  th ings ,  as be ing  in the publ ic  i n t e r e s t  and in  a c c o r d a n c e  with 

the publ ic  conven ience  and n e c e s s i t y :  A, the e n c o u r a g e m e n t  and deve l -  
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merit  of an a i r  t r a n s p o r t a t i o n  s y s t e m  p r o p e r l y  adap ted  to the  p r e s e n t  

and fu tu re  needs  of the fo r e ign  and d o m e s t i c  c o m m e r c e  of the  Uni ted  

S ta tes ,  of the P o s t a l  Se rv i ce ,  and the na t i ona l  d e f e n s e . "  

Th is  was the point  in  t ime  when the i s s u e  which  I m e n t i o n e d  at 

the beg inh ing  of m y  c o m m e n t s  was c l e a r l y  d rawn .  E v e n t s  had  been  bu i ld -  

ing t o w a r d  such  an i s s u e  for  some  t ime ,  as  a r e s u l t  of c o n g r e s s i o n a l  

h e a r i n g s ,  a p p r o p r i a t i o n  r e s t r i c t i o n s ,  and the P r e s i d e n t i a l l y  d i r e c t e d  

s tudy .  But when the CAB moved  into the l i s t s  as  the c o n g r e s s i o n a l l y  

s a n c t i o n e d  champion  of the hea l th  of the c o m m e r c i a l  a i r l i n e s ,  i t  was  

a p p a r e n t  tha t  two va l id  na t i ona l  ob j ec t i ve s  w e r e  c o l l i d i n g - - t h e  hea l t h  

of the a i r l i n e s  i n d u s t r y  on the one hand, and t r a d i t i o n a l  me thods  of c o m -  

pe t i t ive  p r o c u r e m e n t  on the o ther ;  and tha t  the p r i z e  was  a s u b s t a n t i a l  

s l i c e  of the a p p r o p r i a t i o n s  of the A r m y ,  Navy,  and A i r  F o r c e .  

On r e c e i p t  of the C h a i r m a n ' s  l e t t e r ,  p r e v i o u s l y  men t ioned ,  the 

Deputy  S e c r e t a r y  of De fense  wro te  back  and s u g g e s t e d  tha t  maybe  we had 

b e t t e r  t a lk  about  th i s  a l i t t l e .  So a m e e t i n g  was  held,  as  a r e s u l t  of which  

the S e c r e t a r y  of the  Ai r  F o r c e  wro te  a l e t t e r  to the B o a r d  poin t ing  out 

tha t  our  e n t i r e  t h r e e - c a t e g o r y  p r o c u r e m e n t  p lan  was  p r e d i c a t e d  on the 

a s s u m p t i o n  tha t  f a i r  and r e a s o n a b l e  r a t e s  would be developed;  and a s k e d  

for  a m p l i f i c a t i o n  of CAB exempt ion  po l i cy .  

Af t e r  f u r t h e r  c o r r e s p o n d e n c e ,  the Boa rd  a d v i s e d  the S e c r e t a r y  of 

De fense  that :  " A b s e n t  c o n s i d e r a t i o n s  not now appa ren t ,  i t  would not  

g r a n t  e x e m p t i o n s  at  r a t e s  l e s s  than 2 . 9  cen t s  p e r  p a s s e n g e r - m i l e  on 

a p l a n e - l o a d  b a s i s " - - t h e  C a t e g o r y  B type of s i t ua t i on .  
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In v iew of the fac t  tha t  our  t h e n - c u r r e n t  c o n t r a c t s  w e r e  cos t i ng  

only  2.1 cen t s  p e r  p a s s e n g e r - m i l e ,  or  r o u g h l y  a t h i r d  l e s s  than  the 2 .9 ,  

and the a p p r o p r i a t i o n  act ,  a l r e a d y  s i gned  by the P r e s i d e n t ,  c a r r i e d  m o n e y  

only  for  r e q u i r e m e n t s  which  had been  computed  at  the  lower  r a t e ,  th i s  

pos i t i on  p roduced  some  p r o b l e m s .  Two th ings  a p p e a r  as  w o r t h y  of note 

in  connec t ion  wi th  t h i s  exchange  of c o r r e s p o n d e n c e :  

F i r s t ,  a l though  the P r e s i d e n t i a l l y  app roved  s tudy  c l e a r l y  c o n t e m -  

p l a t ed  an i n c r e a s e  of m o d e r n  c a r g o  a i r c r a f t  a s  a goal ,  the  C A B - e s t a b l i s h e d  
f loor  

/ was  in t e r m s  of p a s s e n g e r s ,  and t h e r e f o r e  would s e e m  to be a i m e d  at  

e n c o u r a g i n g  i n c r e a s e  of m o d e r n  p a s s e n g e r  a i r c r a f t .  The CAB s e e m s  

to have r e c o g n i z e d  th i s  anoma ly ,  and as  of 9:30 th i s  mornLng they  r e l e a s e d  

a l e t t e r  to the D e p a r t m e n t  of Defense  in which  t h e y  a r e  s e t t i ng  out a f loor  

for  c a r g o  r a t e s .  We h a v e n ' t  had t ime  to a n a l y z e  th i s ;  but, oddly enough,  

the  f loor  on c a r g o  r a t e s  i s  c o n s i d e r a b l y  below what  we a r e  p r e s e n t l y  

pay ing .  We don ' t  u n d e r s t a n d  tha t .  

The s e c o n d  th ing  of i m p o r t a n c e °  I think,  is  the e m p h a s i s  in the 

f i r s t  l e t t e r  of the CAB in th i s  s e r i e s  on the K o r e a  t i m e  p e r i o d  l ack  of 

c a p a c i t y  of s chedu led  c a r r i e r s  and p r e s e n t - d a y  adequate  c a p a c i t y  of 

s c h e d u l e d  c a r r i e r s ,  which  s e e m s  to put the Boa rd  in  the p r i m a r y  pos i t ion  

of s e e k i n g  to m a i n t a i n  the hea l th  of the s c h e d u l e d  c a r r i e r s .  The e s t a b -  

l i s h m e n t  of the f loor  at  2 . 9  s e e m s  to b o l s t e r  t h i s  conc lus ion ,  when i t  was  

r e c o g n i z e d  tha t  some  nonschedu led  c a r r i e r s  had  made  a p ro f i t  at f i g u r e s  

c o n s i d e r a b l y  lower  than  tha t .  

Now l e t ' s  move  to ano the r  f ace t  of the s i t ua t ion .  Dur ing  th i s  s a m e  
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t i m e  pe r iod ,  in e a r l y  August ,  MATS had m e t  wi th  the s c h e d u l e d  c a r r i e r s  

as  a r e s u l t  of a r e q u e s t  for  a p r o p o s a l  unde r  C a t e g o r y  A - - t h e  i nd iv idua l  

t i cke t  or  way  b i l l  b a s i s .  Ba t e s  p r o p o s e d  by  the c a r r i e r s  on tha t  b a s i s  

a v e r a g e d  m o r e  than  200 p e r c e n t  of the then  a v e r a g e  c o n t r a c t  c o s t s .  ~¥ith 

the amount  ava i l ab l e  to the s e r v i c e s  a l r e a d y  f ixed by the a p p r o p r i a t i o n  
not  

act ,  i t  was  obvious tha t  we could c o n t r a c t  a t  tha t  p r i c e  for  any  l a rge  s e g -  
A 

m e n t  of our  r e q u i r e m e n t s .  By tha t  date i t  e q u a l l y  was  obvious tha t  we 

could not work  out th i s  ~ r e e - c a t e g o r y  p r o c u r e m e n t  p lan  be fo re  the t hen -  

e x i s t i n g  c o n t r a c t  e x p i r e d  on 30 S e p t e m b e r .  

A c c o r d i n g l y ,  i t  was  dec ided  tha t  MATS would abandon the t h r e e -  

c a t e g o r y  p lan  for  a t h r e e - m o n t h s  p e r i o d - - O c t o b e r  t h rough  D e c e m b e r - -  

and go out fo r  b ids  on a m o d i f i c a t i o n  of the b a s i s  u s e d  in the f i v e - y e a r  

c o n t r a c t ,  wi th  the expec t a t i on  tha t  c o n t r a c t s  for  the r e m a i n i n g  nine m on ths  

of the c o n t r a c t  y e a r  could be worked  out unde r  the t h r e e - c a t e g o r y  p lan  

in  t i m e  to put t h e m  into e f fec t  on l J a n u a r y  61. 

As  soon as  the r e q u e s t  for  p r o p o s a l s  on a n e g o t i a t e d  b a s i s  went  out, 

the C h a i r m a n  of the CAB p r o m p t l y  no t i f i ed  the S e c r e t a r y  of De fense  tha t  

h is  2 . 9  f igure  would app ly  to tha t  p r o c u r e m e n t  a l so .  

In due c o u r s e  the bids  c a m e  in; and, not-withstanding the fac t  t h a t  

the  CAB posiLion was known th roughou t  i n d u s t r y ,  enough bids  w e r e  r e c e i v e d  

f r o m  n o n s c h e d u l e d  c a r r i e r s  at  f i g u r e s  s u b s t a n t i a l l y  below 2 .9  to f i l l  

v i r t u a l l y  a l l  our  r e q u i r e m e n t s  for  the p e r i o d  invo lved .  

F u r t h e r ,  i t  was  a p p a r e n t  t ha t  the c o m p a n i e s  m a k i n g  the b ids  could 

m a k e  a p ro f i t  at  t h e i r  bid r a t e s .  This  put  us  on a spot .  Laws  app l i cab le  
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to military procurement expressed the philosophy of making awards to 

the best dollar advantage of the procuring agency. As a matter of fact, 

the same appropriation act which limited bidders to the CKAF program 

contains this provision: "None of the funds appropriated in this Act 

shall be used except that, so far as practicable, all contracts shall be 

awarded on a competitive basis to the lowest responsible bidder. " 1961 

appropriation act. 

The calendar had then reached August 20. MATS considered that a 

45-day lead time before performance should begin was about a bedrock 

minimum needed by whoever should become successful bidders. We 

had only 40 days left at this point. Thousands of personnel already had 

received orders for movement in October. If we made award to the low 

bidders, who then went to the CAB award in hand asking for exemptions, 

and they were turned down by the Board, we would have been caught in 

an impossible time squeeze. If we ignored the low bid rates and made 

award at a 2.9 level, somebody certainly would go to the General Account- 

ing Office, or call a congressional hearing, and that again would put us 

into an impossible time bind. 

After a lot of head scratching on the part of a lot of people, it was 

decided to lay the facts on the table to CAB and ask if they really meant 

what they had said. This was done. And CAB came back and said~ "Sure 

enough. We really mean it;"and regardless of whether yQu like it or 

don't like it, I think that you've got to recognize that in this particular 

climate of an awful lot of criticism of procurement for not making compet- 
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i t i v e  b i d d i n g  a p a r t  of i t s  p r o c e s s ,  i t  took  a lo t  of c o u r a g e  on the  p a r t  

of CAB to  t ake  t h a t  p o s i t i o n .  

So h ~ T S  a m e n d e d  i t s  r e q u e s t  fo r  p r o p o s a l  and  in  e f f e c t  s a i d :  

" F o r g e t  about  the  b id s  y o u ' v e  m a d e .  C o m e  in t o m o r r o w  w i t h  new ones ,  

and  we w o n ' t  c o n s i d e r  a b id  l o w e r  t h a n  2 . 9 .  In a d d i t i o n  to p r i c e ,  we 

w i l l  c o n s i d e r  t h e s e  a d d i t i o n a l  f a c t o r s : "  T h e n  t h e y  added  a l i s t  of c r i -  

t e r i a  w h i c h  w e r e  c o n s i s t e n t  w i t h  the  P r e s i d e n t i a l l y  a p p r o v e d  r e p o r t  

on MATS '  r o l e .  

As  was  e x p e c t e d ,  the  b ids  a l l  c a m e  in  a t  2 . 9  o r  a b o v e - - n e a r l y  

a l l  of t h e m  at  2 . 9 - - a n d  the  b u s i n e s s  w a s  p a r c e l e d  out,  not  in  a c c o r d a n c e  

w i th  the  r e s u l t s  of c o m p e t i t i o n ,  but  in  a c c o r d a n c e  w i th  the  n ~ t i o n s  of 

v a r i o u s  G o v e r n m e n t  a g e n c i e s  a s  to wha t  i s  good f o r  the  i n d u s t r y  and  fo r  

the  G o v e r n m e n t .  S ince  u s e  of j e t  a i r c r a f t  f o r  p a s s e n g e r s  was  the f i r s t  

c r i t e r i o n ,  the  m a j o r i t y  of the  b u s i n e s s  wen t  to the  s c h e d u l e d  c a r r i e r s .  

T h e y  r e c e i v e d  about  75 p e r c e n t  of t h i s  b u s i n e s s ,  a s  c o m p a r e d  w i th  abou t  

42 p e r c e n t  fo r  the  p r e c e d i n g  y e a r .  

E x c e p t  fo r  an  e p i l o g u e ,  t h i s  a c t u a l l y  i s  the  end  of m y  f a c t u a l  n a r r a -  

t i v e .  The  e p i l o g u e  i s  the  e f f e c t  of the  P r e s i d e n t ' s  r e c e n t  d i r e c t i v e  on 

the  f low of go ld .  The  r e s t r i c t i o n  on d e p e n d e n t  t r a v e l  o v e r s e a s  h a s  k n o c k e d  

the  p r o p s  out  f r o m  u n d e r  w h a t  we though t  w e r e  ou r  r e q u i r e m e n t s .  As  a 

r e s u l t ,  ou r  e f f o r t s  to w o r k  out  the  t h r e e - c a t e g o r y  p r o c u r e m e n t  p l a n  have  

c o m e  to a s c r e e c h i n g  ha l t ;  and  a s  of t o d a y  I don ' t  know wha t  w i l l  e v e n t u a t e .  

Now let me attempt to summarize my factual narrative and some of 

the procurement implications which can be drawn from it. 
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In the days when airlift was relatively rare, the services started 

out in a seller's market, took their places in the ticket line, and paid 

what they were told to pay. Except for war and national emergency, this 

situation basically continued into the mid fifties, when a buyer's market 

emerged. 

True to economic law, and in accordance with statutory policy 

binding on the services, we were able to secure more and more price 

competition, until finally we were able to secure ii airlift by adver- 

tising, considered by the Hebert Committee and others to be the quin- 

tescence of procurement methods. 

Then suddenly, in this greatest of all buyer's markets, with more 

airplanes than there have ever been, we find ourselves from a buyeffs 

standpoint right back where we started. We are buying airlift at the 

price we are told to pay. And this letter that I mentioned earlier covers 

pretty well the whole spectrum of types of airlift. 

We've come a full circle. As a matter of fact, a man who is 

knowledgeable in the field, and in whose opinion I have profound respect, 

believes that the day is not too far away when we won't bother to solicit 

bids. He thinks we simply will parcel out the business on the basis 

of rates given us by the CAB and ideas of Government personnel as to 

what is good for the industry and for the Government. 

All of this constitutes an impact on procurement methods, and 

also on what is available for procurement. 

To the extent that we have to pay more for airlift than a competitive 
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m a r k e t  r e q u i r e s ,  d o l l a r s  a p p r o p r i a t e d  for  the suppor t  of the A r m y ,  

Navy,  and A i r  F o r c e  a r e  be ing  i n t e n t i o n a l l y  spen t  for  suppor t  of c o m m e r -  

c i a l  a i r l i n e s .  I r e a l i z e  tha t  t h e r e  a r e  m a n y  o the r  c o n s i d e r a t i o n s  than  

p r o c u r e m e n t  ~ e t h o d s w h i c h  e n t e r  into th i s  p i c t u r e .  But I wi l l  le t  you 

d raw your  conc lu s ions  as  they  m a y  appea r  to be w a r r a n t e d .  I s a id  

th i s  was  a d i s c u s s i o n  of p r o c u r e m e n t  m e t h o d s .  

Thank you v e r y  much ,  A d m i r a l .  

COL.  PRODANOVICH:  G e n e r a l  T h u r m a n  is  r e a d y  for  your  ques -  

t i ons ,  g e n t l e m e n .  

QUESTION: It a p p e a r s  tha t  the D e p a r t m e n t  of De fense  not only  
have 

has  c o n g r e s s i o n a l  d i r ec t i on ,  b u t W i l l / c o n g r e s s i o n a l  back ing  in a show 

down. What  would be the r e s u l t  i f  we were  to a w a r d  the b ids  to the 
and 

lowes t  bidder~ i n s t r u c t  the c a r r i e r  to p r o c e e d  in  def iance  of CAB ' s  

d i r e c t i v e s ?  T h e y  would get  a cour t  o r d e r  to s top and have a show 

down, and i t  a p p e a r s  l ike  we would have c o n g r e s s i o n a l  back ing .  What  

would be your  opinion would be the r e s u l t ?  

GEN. THURMAN: You make an assumption that I'm not sure is valid, 

and that is that there would be congressional backing for such course of 

action as you have outlined. I think that we have to make a sharp dis- 

tinction between ,,Vhat the situation is today, under the 1961 Appropriation 

Act, and what it will be after Congress comes into session and considers the 

1962 Appropriation Act next year. And I might say that this is not a 

question of changing Administration. This is, I think, a question of 

whether Congress has really considered the question or hasn't considered 
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the  q u e s t i o n .  

As  of today ,  you h a v e  got  two c o n f l i c t i n g  c o n g r e s s i o n a l  p r o n o u n c e -  

m e n t s  in  t e r m s  of p o l i c y .  Nex t  y e a r  the  A p p r o p r i a t i o n s  C o m m i t t e e  

c e r t a i n l y  i s  go ing  to have  t h i s  q u e s t i o n  f o r  c o n s i d e r a t i o n ,  b e c a u s e  we 

p r o p o s e ,  a l l  t h r e e  s e r v i c e s ,  to put  in  the  budge t  a t  the  r a t e  s p e c i f i e d  

b y  CAB; and  the q u e s t i o n  w i l l  be c l e a r l y  b e f o r e  the  A p p r o p r i a t i o n s  C o m -  

m i t t e e  and  p o s s i b l y  o t h e r  c o m m i t t e e s .  So t h a t  t h e y  w i l l  have  an  o p p o r -  

t u n i t y  t hen  to e i t h e r  a c c e p t  t h o s e  r a t e s  o r  r e j e c t  t h o s e  r a t e s .  

But  i f  we went  t h r o u g h  the  c o u r s e  of a c t i o n  t ha t  you  ou t l i ne ,  t hen  
a n s w e r ,  no t  

w e ' d  have  a n /  T o d a y  I don ' t  know wha t  we h a v e .  We would  do i t ,  i f  we 
A 

cou ld  p o s s i b l y  a f f o r d  i t ,  b e c a u s e  i t  would  c r e a t e  s u c h  a c h a o t i c  s i t u a t i o n  

t h a t  I c a n ' t  s e e  t h a t  i t  wou ld  he lp  a n y o n e .  I t  would  h e l p  you  Qr m e ,  

d e p e n d i n g  on how we fe l t  about  i t .  I t  w o u l d  he lp  ou r  f e e l i n g s .  But  I don ' t  

t h i n k  i t  would  o o n t r i b u t e  a n y t h i n g  to the  d e f e n s e  e f f o r t  p r  the  a i r l i n e s .  

Q U E S T I O N :  In the  f a c t u a l  n a r r a t i v e ,  G e n e r a l ,  t ha t  you  gave  pus, 

I would  be i n t e r e s t e d  in  k n o w i n g  w h e t h e r  c o n s i d e r a t i o n  w a s  g i v e n  to the 

f e a s i b i l i t y  of h a v i n g  S E C D E F  t ake  t h i s  m a t t e r  d i r e c t l y  to the  P r e s i d e n t  

fo r  r e s o l u t i o n .  

GEN.  T HUR M AN:  I was  a f r a i d  t h a t  q u e s t i o n  would  c o m e  u p ,  and  I 

m u s t  n e c e s s a r i l y  a n s w e r  i t  t h i s  w a y ,  and  o n l y  t h i s  way,  and  I t r u s t  t h a t  

you w i l l  f o r g i v e  m e ;  We had  r e a s o n  to b e l i e v e  tha t  we knew wha t  the  

a n s w e r  would  be .  

QUESTION:  

c o n t r a c t s  o r  s u b c o n t r a c t s  ? 

I t r u s t  you u n d e r s t a n d  m y  p o s i t i o n .  

A r e  a n y  of the  f o r e i g n  a i r l i n e s  g e t t i n g  a n y  of o u r  p r i m e  

If  so ,  how i s  t h i s  t i e d  in  w i t h  the  f l i gh t  of 
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gold? 

GEN. THURMAN: Under the provisions of the Appropriations 

Act at the present time a foreign airline couldn't get on a direct contract 
he 

b a s i s ,  b e c a u s e / h a s  to be a p a r t i c i p a n t  in  C R A F  and  a f o r e i g n  a i r l i n e  

c a n ' t  be a p a r t i c i p a n t  in  C R A F .  So as  of now t h a t  c o u l d n ' t  be the  c a s e .  

I t  c o n c e i v a b l y  would  on a s u b c o n t r a c t  b a s i s ,  bu t  a s  a p r a c t i c a l  m a t t e r  

I d o n ' t  t h i n k  i t  cou ld  h a p p e n .  

QUESTION:  G e n e r a l ,  t h i s  C R A F  p r o g r a m - - d o e s  i t  on ly  a p p l y  to 

s c h e d u l e d  a i r l i n e s ?  

GEN.  T H U R M A N :  No; i t  does  not  a p p l y  on ly  to the  s c h e d u l e d  

a i r l i n e s .  It  a p p l i e s  to bo th  of t h e m .  

A c t )  
The  r e s t r i c t i o n  t h a t  a p p e a r s  in  the  A p p r o p r i a t i o n / :  c o n f i n i n g  p a r -  

t i c i p a n t s  to the  C R A F  p r o g r a m  c a m e  about  a s  the  r e s u l t  of the  a p p e a r -  

ance  Of the  M e n d e l  R i v e r s  S u b c o m m i t t e e  b e f o r e  the  A p p r o p r i a t i o n s  

S u b c o m m i t t e e .  And,  wh i l e  i t  w a s  an  a p p r o p r i a t i o n s  r e s t r i c t i o n  c o n t a i n e d  

in  the  A p p r o p r i a t i o n  Act ,  

c o m m i t t e e  of the  H o u s e .  

and  n o n s c h e d u l e d .  

I nC iden t a l l y ,  g e n t l e m e n ,  

i t  w a s  the  r e s u l t  of the  i m p e t u s  of a n o t h e r  

But,  s p e c i f i c a l l y ,  C R A F  i n c l u d e s  s c h e d u l e d  

I have  a s k e d  C o l o n e l  A l d e r s o n ,  who i s  

our  t r a n s p o r t a t i o n  e x p e r t ,  to s i t  w i th  m e  t o d a y .  So i f  I g~t  off b a s e  o n  

a n y  of t h e s e  a n s w e r s ,  would  you s t r a i g h t e n  m e  o u t ?  

Q U E S T I O N :  G e n e r a l ,  you  m e n t i o n e d  a t  the  v e r y  b e g i n n i n g  of y o u r  
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t a l k  tha t  you w e r e  go ing  to d i s c u s s  o f f s h o r e  p r o c u r e m e n t .  D o e s  t h i s  

a l s o  app ly  to d o m e s t i c  c o n t r a c t s  wi th  d e f e n s e  r e q u i r e m e n t s ?  

GEN.  THURMAN: You a r e  t a l k i n g  about  the  f l o o r  tha t  has  b e e n  

p r e s c r i b e d ?  

QUESTION:  Y e s .  

GEN.  THURMAN: No. It was  a p p l i c a b l e  on ly  to o v e r s e a s  a i r -  

l i f t s .  I d o n ' t  wan t  to l e a v e  the i m p l i c a t i o n  tha t  t h e y  c a n ' t  do the  o t h e r .  

T h e y  m i g h t  be ab le  to ge t  t ha t  as  w e l l .  But  we w e r e  t a l k i n g  h e r e  on ly  

abou t  o v e r s e a s .  

QUESTICN:  Can you g ive  us  any  i n d i c a t i o n  of the  r e l a t i v e  qua l i t y  

of s e r v i c e  b e t w e e n  the  s c h e d u l e d  and  n o n s c h e d u l e d  wi th  p a r t i c u l a r  

e m p h a s i s  o n  s a f e t y ?  

GEN.  THURMAN: I d o n ' t  th ink  we have  had  any  e x p e r i e n c e  tha t  

would  l e a d  us  to c o n c l u d e  tha t  t h e r e  i s  any  s u b s t a n t i a l  d i f f e r e n c e  b e t w e e n  

the  two.  

C o l o n e l  A l d e r s o n ,  w o u l d  you l ike  to c o m m e n t  on tha t  ? 

COL.  ALDERSON:  No, s i r .  We don ' t  c o n s i d e r  t ha t  t h e r e  i s  

any,  due to the  fac t  t ha t  b o t h  a d h e r e  to ou r  own c o n t r a c t  s p e c i f i c a t i o n s  

and  to the  r e g u l a t i o n s  of  the  FAA. C o n s e q u e n t l y ,  i f  t h e r e  w e r e  any,  i f  

one was  not  s a fe ,  w e ' l l  say ,  i t  wou ld  r e a l l y  be ou r  r e s p o n s i b i l i t y  to 

t e r m i n a t e  the  c o n t r a c t .  

GEN.  THURMAN: Y o u ' v e  got  to r e a l i z e  tha t  y o u ' v e  got  a s l i g h t l y  

d i f f e r e n t  s i t u a t i o n  in  the  n o n s c h e d  o p e r a t i o n  not  u n d e r  c o n t r a c t  w i th  the  

D e p a r t m e n t  of I>efense  and  one w h i c h  i s  u n d e r  c o n t r a c t ,  b e c a u s e  in  the  
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f i r s t  s i t u a t i o n  y o u ' v e  got  a lo t  of r u l e s  and  r e g u l a t i o n s  tha t  a r e  a p p l i c a b l e  

to the  o p e r a t i o n ,  but  t h e y  a r e  g e n e r a l  r u l e s  in the  f i r s t  p l a c e .  In the  

s e c o n d  p l a c e ,  t h e y  a r e  s u p e r v i s e d  and  e n f o r c e d  by  p e r s o n n e l  u n d e r  FAA 

and  to  s o m e  e x t e n t  u n d e r  CAB.  But w h e n  y o u ' v e  got  a c o n t r a c t  on top 

of tha t ,  y o u ' v e  got  a lot  m o r e  g u i d e l i n e s  t ha t  a r e  l a id  down, and  t h e r e ' s  

no r e a s o n  fo r  any  d i f f e r e n c e ;  and  I th ink  b a s i c a l l y  t h e r e  i s n ' t .  

QUESTION: It l ooks  as  t h o u g h  you p r o b a b l y  a r e  go ing  to be 

s e c o n d - g u e s s e d  by  the  GAO l a t e r .  A r e  you a s k i n g  t h e m  for  a d e c i s i o n  

at  t h i s  p o i n t ?  

~ E N .  THURMAN: No, s i r .  We p r o b a b l y  a r e n ' t  go ing  to be 

s e c o n d - g u e s s e d ,  and  h e r e ' s  why we f e e l  tha t  way:  Th i s ,  of c o u r s e ,  i s  

s o m e t h i n g  tha t  w e ' v e  though t  about .  

If  you go out  wi th  a f l o o r ,  as  we did,  you  have  s p e c i f i e d  one of the  

t e r m s  of the  b i d d e r  to c o m e  in;  and  i f  he c o m e s  in  in  v i o l a t i o n  of t ha t  

t e r m ,  h e ' s  not  a r e s p o n s i v e  b i d d e r  and  you k i c k  h i m  out .  T e c h n i c a l l y  

a p e r s o n  c o u l d n ' t  go to  the  GAO and  c o m p l a i n  abou t  tha t ,  b e c a u s e  

he wou ld  have  b e e n  in  n o n c o m p l i a n c e  wi th  the  b id .  

We c o n s i d e r e d  i t  would  be p o s s i b l e  tha t  s o m e b o d y  wou ld  go to  

the  GAO n o n e t h e l e s s ,  at  t ha t  t i m e  on the  g r o u n d  t h a t  h e r e  the  D e p a r t -  

m e n t  of D e f e n s e ,  o r  the  A i r  F o r c e  a c t i n g  fo r  the  D e p a r t m e n t  of D e f e n s e ,  

i s  o b v i o u s l y  w a s t i n g  t a x p a y e r s '  m o n e y .  T h e y  d i d n ' t  do so .  I t ' s  o v e r  

the  h u m p .  I d o n ' t  s e e  how as  a p r a c t i c a l  m a t t e r  t he  GAO can  ge t  in to  

the  s i t u a t i o n  now u n l e s s  t h e y  a r e  a s k e d  to  do so by a c o m m i t t e e  of C o n g r e s s  

o r  a C o n g r e s s m a n .  Tha t  c o u l d  happen .  We d o n ' t  e x p e c t  i t  to .  
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QUESTION:  I t h ink  we have  had  a s h o r t - f a l l  e a c h  y e a r ,  G e n e r a l ,  

in  the  m o n e y  tha t  C o n g r e s s  has  s e t  a s i d e  o r  e a r m a r k e d  for  c i v i l  a i r l i f t .  A r e  ~ : 

we go ing  to be  ab le  to s p e n d  the  80 m i l l i o n  d o l l a r s  t h i s  y e a r  ? Or  i s  

the  s h o r t - f a l l  go ing  to be g r e a t e r  t h a n  e v e r  b e c a u s e  of the  d e p e n d e n t s  

s i t u a t i o n  ? 

GEN.  THURMAN: I h a v e n ' t  go t  the  f o g g i e s t  no t i on .  T h r e e  t h i n g s  

a r e  i n v o l v e d .  One i s  tha t  we have  a new A d m i n i s t r a t i o n  c o m i n g  up.  

We m a y  v e r y  w e l l  ge t  a r e v e r s a l  of t he  p o l i c y  tha t  ha s  b e e n  d i r e c t e d  h e r e .  

Second ly ,  the  a m o u n t  of m o a e y  -:-  CAB in  t h i s  l e t t e r  tha t  t h e y  

r e l e a s e d  th i s  m o r n i n g ,  in  a d d i t i o n  to pu t t i ng  a f l o o r  on c a r g o ,  I t h i n k  

t h e y  m u s t  have  m a d e  an e r r o r .  But t h e y  m a y  not  h a v e .  T h e y  m a y  be 

w i s e r  than  I g ive  t h e m  c r e d i t  f o r .  In a d d i t i o n  to  tha t ,  t h e y  have  s p e c i f i e d  

o n e - w a y  t r i p s .  And  t h e y  have  a l s o  s p e c i f i e d  f l o o r s ,  and  a lot  of o t h e r  

t h i n g s .  So tha t  by  the  t i m e  we ge t  t h r o u g h ,  e v e n  wi th  on ly  s o m e  m o d i -  

f i c a t i o n  of t he  n u m b e r s  of p e o p l e  to be m o v e d ,  i t  m a y  c o s t  m o r e  m o n e y  

YO u 
t h a n  t h e r e  i s  a v a i l a b l e .  When  you c o n s i d e r  the  fac t  t ha t  a r e  upp ing  y o u r  

A 

i n d i v i d u a l  c o s t s - - o n  p a s s e n g e r s  on ly  we a r e  t a l k i n g  about  n o w - - b y  33 1/3 

p e r c e n t ,  you s h r i n k  the  n u m b e r  of p e o p l e  you can  m o v e  wi th  tha t  m o n e y  

tha t  m u c h  r i g h t  q u i c k l y .  So I t h i n k  tha t  the  odds  a r e  t ha t  t h e r e  w i l l  no t  

be  a s h o r t - f a l l .  But i t  d e p e n d s  e n t i r e l y  on wha t  the  nex t  A d m i n i s t r a t i o n  

d o e s  on t r a n s p o r t a t i o n  of d e p e n d e n t s ,  and  tha t  I d o n ' t  know.  

QUESTION:  G e n e r a l ,  r e f e r r i n g  b a c k  to  the  p r i c e  f l o o r  s e t  by  CAB, 

how m u c h  of a s q u e e z e  cou ld  you have  put  on CAB by  t a k i n g  the  m a x i m u m  
in 

a r e a  p o s s i b l e / m i l i t a r y  a i r c r a f t  and  d i v e r t i n g  the  b a l a n c e  to c i v i l  
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a i r l i n e s  ? 

GEN.  THURMAN: 

W a y  I a n s w e r e d  t h i s  q u e s t i o n  a wh i l e  ago .  

tha t  we c o u l d n ' t  ge t  a w a y  wi th  i t .  

I ' l l  a n s w e r  t ha t  q u e s t i o n  in  s o m e w h a t  t he  s a m e  

We had  r e a s o n  to b e l i e v e  

a i r l i n e  
QUESTICN:  How d o e s  the  MATS e x p e r i e n c e  in  i t s  own b p e r a t i o n  

c o m p a r e  wi th  t h e s e  f l o o r s  s e t ?  In o t h e r  w o r d s ,  so  tha t  you cou ld  c o n s i d -  

e r  u s i n g  MATS i t s e l f  as  a y a r d s t i c k  to m e a s u r e  w h e t h e r  you a r e  r e a l l y  

g e t t i n g  a good  r a t e  o r  n o t .  

GEN.  THURMAN: We have  got  a l l  k i n d s  of f i g u r e s ,  and  i t  d e p e n d s  

on who you ask ,  and  I d o n ' t  b e l i e v e  any  of t h e m .  You c a n ' t  r e a l l y  c o m -  

p a r e  the  two, b e c a u s e  you a r e  c o m p a r i n g  a p p l e s  and  o r a n g e s .  I ' m  

s u r e  C o l o n e l  A l d e r s o n  cou ld  g ive  an  a n s w e r  to that ,  but  w h a t e v e r  he 

gave ,  I w o u l d n ' t  a g r e e  wi th .  

You can  look at  i t  t h i s  w a y :  You can  s a y  tha t  the  p u r p o s e  of h a v -  

ing  the  c a p i t a l  e q u i p m e n t  r e p r e s e n t e d  by  MATS'  t r a n s p o r t  c a p a b i l i t y  

i s  to s e r v e  a w a r t i m e  u s e .  In o r d e r  to h a v e  i t  e f f e c t i v e  fo r  a w a r t i m e  

u s e ,  you  have  got  to e x e r c i s e  i t  in  p e a c e t i m e .  T h e r e f o r e  the  on ly  

c o s t  to the  F e d e r a l  G o v e r n m e n t  in  m o v i n g  p e o p l e  in  p l a n e s  i s  at  m o s t  
a s s o c i a t e d  wi th  it ,  

t he  fue l  and l u b r i c a n t s  and  so  f o r t h  and  the  ma in t enance% wi th  the  h o u r s  

tha t  you put in  o v e r  and  above  a ve ryZ~ef in i t e  m i n i m u m  t h a t  t he  e x e r c i s e  

wou ld  r e q u i r e .  But we h a v e n ' t  go t  up to tha t  m i n i m u m .  So if  you look 

at  i t  f r o m  tha t  s t a n d p o i n t ,  i t  c o s t s  n o t h i n g .  

The o t h e r  e x t r e m e  i s  to c a p i t a l i z e  a l l  the  c o s t s  t ha t  a r e  a s s o -  

c i a t e d ,  not  on ly  wi th  the  c a p i t a l  e q u i p m e n t  of the  a i r p l a n e s ,  but  the  
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c a p i t a l  e q u i p m e n t  of m a i n t e n a n c e  and  e v e r y t h i n g  e l s e ,  and  the  p e r s o n n e l  

c o s t  and  so  f o r t h .  If you do that ,  you p r o b a b l y  w i l l  a r r i v e  a t  the  oppo-  

s i t e  e x t r e m e ,  w h e r e  it  c o s t s  a g r e a t  d e a l  m o r e .  

So i t  d e p e n d s  on who you a r e ,  w h e r e  you s i t ,  and  who you a r e  

t r y i n g  to c o n v i n c e  of wha t  as  to wha t  t he  a n s w e r  t o  y o u r  q u e s t i o n  s h o u l d  b e .  

QUESTION: Si r ,  i s  m y  a p p r o x i m a t e  a r i t h m e t i c  c o r r e c t  tha t  t h i s  

s u b s i d y ,  so  to speak ,  in  the  p r i c e  d i f f e r e n t i a l  i s  r o u g h l y  o n e - t h i r d  of  

80 million? 

GEN. THU RIVi/kN: 

cargo and passengers. 

No. To b e g i n  wi th ,  y o u ' v e  got  a sp l i t  b e t w e e n  

As  I r e c a l l ,  the  amount : ,  w h i c h  has  v a r i e d  fo r  

s e v e r a l  y e a r s ,  in  the  A p p r o p r i a t i o n  Act  has  b e e n  a l u m p  s u m  wi thou t  

any  sp l i t  as  b e t w e e n  c a r g o  and  p a s s e n g e r s .  So tha t  wou ld  i m m e d i a t e l y  

knock  i t  down to  a m u c h  l o w e r  f i g u r e .  But to  w h a t e v e r  f i g u r e  i t  s h o u l d  

be k n o c k e d ,  i t  wou ld  be an i n c r e a s e  of a t h i r d  o v e r  what  wou ld  have  

b e e n  the  c a s e  i f  we had  b e e n  ab le  to ge t  the  s a m e  k ind  of c o m p e t i t i v e  

r e s p o n s e s  t ha t  we got  the  p r e v i o u s  y e a r ;  and  t h e r e ' s  no r e a s o n  to th ink  

we c o u l d n ' t  . 

QUESTION:  G e n e r a l ,  cou ld  you d i s c u s s  the  s i t u a t i o n  w i t h  r e s p e c t  

to a i r l i f t i n g  a s t r a t e g i c  a r m y  c o r p s  ? How long wou ld  i t  t ake  to l i f t  

an e n t i r e  c o r p s  ? How m u c h  of i t  cou ld  be l i f t ed  i m m e d i a t e l y ,  u s i n g  

m i l i t a r y  and  c i v i l  a i r c r a f t ?  

GEN.  THURMAN: No. I c a n ' t  d i s c u s s  i t .  You r e m e m b e r  I s a i d  

t h i s  i s  a p r o c u r e m e n t  d i s c u s s i o n .  You wou ld  have  to have  m o r e  p r e c i s e  

f i g u r e s  than  I ' v e  got on m y  d e s k  to d i s c u s s  i t .  
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QUESTION:  G e n e r a l ,  d id  I u n d e r s t a n d  you  c o r e e c t l y  as  s a y i n g  

t h a t  one of the  o b j e c t i v e s  of t h i s  r e p o r t  i s  m o d e r n i z a t i o n  of the  a i r l i f t  

c a p a c i t y ?  If so,  i s n ' t  t h a t  d i r e c t i v e  of the  CAB c o n s i s t e n t  w i t h  t h e i r  

t r y i n g  to m o d e r n i z e  the  c i v i l  a i r  f l e e t ?  

GEN.  T H U R M A N :  Is  y o u r  q u e s t i o n ,  A r e  the  two c o n s i s t e n t  or  

i s  one i n c o n s i s t e n t  w i t h  the  o t h e r ?  I ' m  not  qu i te  s u r e  wha t  y o u r  q u e s t i o n  i s .  

QUESTION: What I'msaying is that my thought is is that guidelines 

seem to me to i~Suppor~ what they are,doing. 

GEN. THURMAN: I think you can argue to that effect; yes. 

You've got a couple of other questions involved, however. One 

of them is who you are trying to modernize, and the other is, What is 

the source of--I won't call it a subsidy, because I'm not sure that that's 

technically the word for it--let's call it encouragement. 

We have had some responses to our Category B request for proposals 

for the balance of the fiscal year. This was before we got the Presiden- 

tial directive on the flow of gold, and it was all canceled. But we had 

some responses, which showed that with respect to at least one nonskid 

the 2.9 figure would give him over 40 percent profit. With respect to 

ed 
another scheduled line, we had one that showaup pretty close to 15 percent 

profit. So certainly the paying of higher rates would make more money 

available to your carriers, with which they could buy more modern equip- 

ment. The answer to your question in that regard is, Yes. 

With  res lmec t  to the  e n c o u r a g e m e n t  a s p e c t  of i t ,  I t h i n k  t h e r e ' s  a 

q u e s t i o n  of w h a t ' s  the  p r o p e r  s o u r c e  of tha t ;  and  I ' m  s ~ g e s t i n ~  t h i s  fo r  
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y o u r  c o n s i d e r a t i o n .  I ' m  not  a t t e m p t i n g  to a n s w e r  it ,  b e c a u s e  I t h ink  

t h e r e  a r e  two s i d e s  to i t .  You can  f i n a n c e  a n y t h i n g  you want  to out of 

an y  p o c k e t  you want  to  so  long  as  y o u ' v e  got  e n o u g h  m o n e y .  You can  

f i n a n c e  the  g r o w t h  of t he  c i v i l  a i r l i n e s  by  upp ing  the  m i l i t a r y  b u d g e t .  

O r  you can  do i t  s o m e  o t h e r  w a y - - b y  a d i r e c t  g r a n t  o r  s u b s i d y  o r  

w h a t e v e r  the  p r o p e r  w o r d  i s .  

But there's a very real factor involved here, if Congress ohooses 

to do it~ by the Department of Defense budget, and we continue to have 

expenditure ceilings, because if we continue to have the kind of ceilings 

we have had under this Administration, it won't do the Army, Navy, and 

Air Force a particle of good for Congress to up the amount of money 

available to the prices they have set, because When you put all of our money 

together, and you have an expenditure ceiling for it, it means that that 

extra cost has got to come expendi%urewise out of some other requirement 

that the Army or the Navy or the Air Force has. 

Now, of course, if under the new Administration that changes over 

and we don't have those rigid expenditure ceilings that we have had in 

the past few years, it'll be a horse of another color. 

But, to get back to your precise question, it is consistent. But 

I think it might be said that a height this high (indicating) and a height 

this high (indicating) are consistent also. It's a difference in degree. 

QUESTION: If you are forced to continue to operate under a floor, 

could you in any way make the criteria such that you could increase the 

criteria of service required and get competition that way, in other words, 
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p a y  m o r e  in  t e r m s  of a s s i s t a n c e  in  l oad ing  and  u n l o a d i n g ,  p a s s e n g e r  

s e r v i c e ,  and  tha t  s o r t  of  th ing ,  and  ge t  m o r e  fo r  the  D e f e n s e  p o r t i o n  

of the  th ing  ? 

GEN.  TI tURMAN:  We p r o b a b l y  cou ld .  As  an e x a m p l e ,  we have  r u n  

in to  a p r o b l e m  in  one f a c e t  of t h i s  on l uggage ,  w h e r e  in  the  n o r m a l  e c o n -  

o m y  c l a s s  you ge t  44 pounds ,  and  ou r  fo lks  n o r m a l l y  t a k e  45 p o u n d s .  

Y o u ' v e  ge t  s o m e t h i n g  to p l a y  w i t h  t h e r e  i n  e x c e s s  i n c r e m e n t s .  But  
can  

t h e r e ' s  a l i m i t  of f r i n g e  b e n e f i t s  t ha t  youAget. 

And  t h e r e ' s  a l so ,  in  a d d i t i o n  to t h e r e  b e i n g  a l i m i t  f r o m  a d o l l a r  

a v a i l a b i l i t y  s t a n d p o i n t ,  a d o l l a r  w o r t h - w h i l e n e s s  s tandpoints ,  t h e r e ' s  

a l i m i t  to  f r i n g e  b e n e f i t s  you can  ge t  w i thou t  g e t t i n g  h a r p o o n e d  by C o n -  

g r e s s  fo r  b e i n g  too  bo ld .  Some  of you m a y  have  r e a d  the  a r t i c l e  in  

T i m e ,  fo r  e x a m p l e ,  on a c a s e  in po in t .  

QUESTION: How did  you a l l o c a t e  the  r e q u i r e m e n t  of a i r l i f t  b a s e d  

upon  the  CAB p r i c e  tha t  you m e n t i o n e d ,  of 2 . 9 ,  a m o n g  the  s c h e d u l e d  

and  n o n s c h e d u l e d  ? 

GEN.  THURMAN: We d i d n ' t  do i t  a m o n g  the  s k i d s  and  n o n s k i d s  

as  s u c h .  What  we did,  w e  s e t  up a who le  f lock  of c r i t e r i a ,  two of w h i c h  

w e r e  of p r i m e  i m p o r t a n c e .  One of t h e m  is  t h a t  p r e f e r e n c e  wou ld  be  

g i v e n  to j e t  a i r c r a f t ,  and  the  n o n s k i d s  d o n ' t  have  v e r y  m u c h  j e t  a i r c r a f t .  

The  o t h e r  one i s - - a n d  t h i s  one w o r k e d  the  o t h e r  w a y - - t h a t  t h i s  

w as  one of t he  t e r m s  of t he  r e q u e s t  fo r  p r o p o s a l s .  We s a i d  t h a t  a c o m -  

pany,  an a i r l i n e ,  once  r e c e i v i n g  the  n u m b e r  one  c h o i c e s t  b id  wou ld  be 

e l i m i n a t e d  fo r  c o n s i d e r a t i o n  on the  2, 3, 4, 5 and  so  f o r t h  i t e m s  u n t i l  

28 



to h i m .  
we got  b a c k  a r o u n d ]  And,  as  a f a c t u a l  m a t t e r ,  we h a v e n ' t  got  a r o u n d  

to  h i m .  

So i t  w o r k e d  out tha t  the  s c h e d u l e d  p e o p l e  had  the  j e t  a i r c r a f t ;  

so  t h e y  got  the  j u i c i e s t  p l u m s .  And  the  n o n s k i d s ,  b e c a u s e  t h e y  d idn ' t ,  

got  s o m e  of t h o s e  tha t  w e r e  no t  qu i te  so  j u i cy .  

QUESTION- G e n e r a l ,  a r e  the  o b l i g a t i o n s  of t h e s e  c o m p a n i e s  

c o v e r e d  in the  C R A F  p r o g r a m ?  

GEN.  THURMAN: No. It i s  no t  c o v e r e d  in  the  C R A F  p r o g r a m ,  

u n l e s s  t h e r e  i s  s o m e t h i n g  in the  CAB r e g u l a t i o n s  on the  s u b j e c t ;  and  

I ' l l  s a y  t h e r e  i s  not .  I d o n ' t  w h e t h e r  t h e y ' r e  in  CAB or  not .  Do you, 

by  any  c h a n c e ,  know that ,  C o l o n e l  A l d e r s o n ?  

COL.  ALDERSON:  T h e r e  i s  n o n e .  
odds  a r e  tha t  t he  

GEN.  THURMAN: T h e ~ a n s w e r  i s ,  t h e r e  i s  n o n e .  

QUESTION:  I u n d e r s t a n d  that ,  at  l e a s t  a coup le  of y e a r s  ago,  

the  I n d u s t r i a l  Fund  s p e n t  a lo t  of t i m e  and  e f f o r t  in  a c a m p a i g n  to  p e r s u a d e  

at l e a s t  one  o t h e r  s e r v i c e ,  o r  one of the  s e r v i c e s ,  to m o v e  t h e i r  p e r s o n n e l  

by  MATS o r  one of the  s e c u r e d  c i v i l  on the  b a s i s  of a lo t  of r e a s o n s ,  

one of w h i c h  was  tha t  i t  wou ld  in  the  long  r u n  be c h e a p e r .  Has  MATS 

los t  i t s  m a r k e t  a s  a c o n s e q u e n c e  of t he  s i t u a t i o n  you d e s c r i b e d ?  

GEN.  THURMAN: Y e s .  It d e p e n d s  on wha t  s i t u a t i o n  you a r e  t a l k -  

i ng  about .  The  m o s t  i m m e d i a t e  t h ing  t h a t  has  k n o c k e d  the  b o t t o m  out  

of i t  i s  the  g o l d  d i r e c t i v e .  Not  on ly  can  the  A r m y ,  w h i c h  I p r e s u m e  i s  
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t he  s e r v i c e  you a r e  t a l k i n g  a b o u t - - a n d ,  i n c i d e n t a l l y ,  l e t  m e  g ive  c r e d i t  

to our  t r a n s p o r t a t i o n  p e o p l e  fo r  the  e f f o r t  r a t h e r  t han  the  I n d u s t r i a l  Fund,  

b e c a u s e  t h e y  have  b e l i e v e d  tha t  i t  c o s t  l e s s  m o n e y .  But  the  go ld  d i r e c -  

t i r e  ha s  k n o c k e d  i t  out, and  the  h i g h e r  p r i c e s  wou ld  t e n d  to k n o c k  i t  out .  

As a m a t t e r  of fact ,  one of the  t h i n g s  tha t  u p s e t  the  A i r  F o r c e  so 

w h e n  i t  got  t h i s  e d i c t  was  tha t  i t  d id  t e n d  to nu l l i fy  the  e f fo r t ,  the  r a t h e r  

s u c c e s s f u l  e f fo r t ,  t ha t  had  b e e n  m a d e  to ge t  the  A r m y  to r e c o g n i z e  and  

go a long  wi th  the  p r i n c i p l e  t ha t  i t ' s  c h e a p e r  to sh ip  p e o p l e  by  a i r  t h a n  

by  s u r f a c e .  So the  a n s w e r  to y o u r  q u e s t i o n  wou ld  be  d i f f e r e n t .  

QUESTION:  G e n e r a l ,  i t  wou ld  a p p e a r  t ha t  the  s i t u a t i o n  i s  d e s i r -  

ab le ,  e v e n  though  i t  i s  in the  n a t u r e  of a s u b s i d y .  I n o t i c e d  tha t  you 

h e s i t a t e d  to u s e  t ha t  w o r d .  Wi l l  you t e l l  us  w h y ?  

GEN. THURMAN: Did  I h e s i t a t e  ? Wel l ,  I ' m  a l a w y e r ,  in  the  

f i r s t  p l a c e .  I d o n ' t  know what  " s u b s i d y "  m e a n s .  A n d  I g u e s s  tha t  

b a s i c a l l y  t h o s e  two t h i n g s  put t o g e t h e r  w e r e  why  I h e s i t a t e .  

But  I t h ink  you can  m a k e  out a c a s e  t h a t  o v e r  a long  p e r i o d  of t i m e ,  

t he  o p e r a t i o n  of e c o n o m i c  l aws  wi l l  p r o d u c e  a p r o p e r  and  r e a s o n a b l e  

r e t u r n  on i n v e s t e d  cap i t a l ;  and  r e c o g n i z e  t ha t  in  b e t w e e n  t h o s e  e x t r e m e s  

you have  o c c a s i o n s  w h e n  i t ' s  l e s s  and  o c c a s i o n s  w h e n  i t ' s  m o r e .  F r o m  

a p u r e l y  e c o n o m i c  s t a n d p o i n t  I t h ink  an a r g n m e n t  can  be  m a d e  tha t  i t  

wou ld  be m u c h  b e t t e r  to t r y  to f l a t t e n  tha t  c u r v e  out,  i n s t e a d  of h a v i n g  i t  
in  b e t w e e n  the  two 

go up and  downAin y o u r  t i m e  p e r i o d .  

T h e r e  i s  an a d d i t i o n a l  f a c t o r  t h a t ' s  a lo t  c I o s e r  to  h o m e .  It  i s  
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i m p o r t a n t  to the  A i r  F o r c e  and  to  the  o t h e r  s e r v i c e s  t ha t  t he  a i r l i n e s  

do have  a d d i t i o n a l  t u r b i n e - p o w e r e d  c a r g o  a i r c r a f t  a v a i l a b l e  in  the  e v e n t  

of an e m e r g e n c y .  C u ~ - t h r o a t  c o m p e t i t i o n  can  go so  f a r  t ha t  the  p e o p l e  

who w o u l d  be  w i l l i n g  to buy  the  s o r t  of t h ing  t h a t  wou ld  be qu i te  u s e f u l  

to the  s e r v i c e s  in  an e m e r g e n c y  wi l l  be  c o m p l e t e l y  Unable  to buy.  

Tha t  a l s o  i s  a p a r t  of m y  r e l u c t a n c e  to u s e  t he  w o r d  " s u b s i d y ,  " b e c a u s e  

I ' m  not  d e a d  s u r e  t h a t  i t  i s  a p r o p e r  w o r d .  

QUESTION:  A m o m e n t  ago, in  r e p l y  to  a n o t h e r  q u e s t i o n ,  you 

i n d i c a t e d  t h a t  the  n o n s k i d s  wou ld  be ab le  to m a k e  m p r e  p r o f i t  t han  the  

s c h e d u l e d  a i r l i n e s .  Wi l l  you d i s c u s s  the  e c o n o m i c s  i n v o l v e d  t h e r e ,  as  

to why  th i s  i s  the  c a s e  ? 

f a c t o r  ? 

GEN.  THURI~_/kN: 

Is i t  b e c a u s e  of the  l a b o r ?  t s  t ha t  a 

No.  I d o n ' t  t h ink  i t ' s  a d i f f e r e n c e  it/ l abo r ,  

a l t h o u g h  tha t  cou ld  have  s o m e t h i n g  to do wi th  it ,  I s u p p o s e .  I t ' s  t h i s :  

Y o u r  s c h e d u l e d  c a r r i e r s ,  go ing  b a c k  to y o u r  o ld  c o m m o n  c a r r i e r s  of 

a n c i e n t  E n g l i s h  law in  c o m m o n  law t i m e s ,  c o m i n g  up t h r o u g h  y o u r  r a i l -  

r o a d s ,  and  c o m i n g  up to  y o u r  a i r l i n e s - - w h e n  t h e y  a r e  g r a n t e d  a c e r t i f -  

i c a t e  of c o n v e n i e n c e  and  n e c e s s i t y ,  t h e y  t ake  on a lo t  of o b l i g a t i o n s  

t h a t  t h e y  m u s t  c a r r y  r e g a r d l e s s  of t r a f f i c  o r  no t r a f f i c .  F o r  e x a m p l e ,  

t h i s  i s n ' t  a h u n d r e d  p e r c e n t  so,  but  i t ' s  v i r t u a l l y  so,  t h e y ' v e  got  to s c h e d -  

u l e  an  a i r p l a n e  to l e a v e  a c e r t a i n  po in t  at a c e r t a i n  t i m e  and  a r r i v e  at  

a n o t h e r  po in t  a t  a n o t h e r  t i m e .  Tha t  a i r p l a n e  has  got  to  go if  t h e r e  a r e  

5 p e o p l e  o r  105 on i t .  And  y o u r  n o n s k i d ,  not  h a v i n g  o b l i g a t i o n s  of  t h a t  

k i n d  to  c a r r y  out,  can  a l w a y s  o p e r a t e  at  a c h e a p e r  r a t e  t h a n  y o u r  s c h e d -  
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u l e d  l i n e s .  And w h i l e  l a b o r  and  o t h e r  t h i n g s  of the  s o r t ,  t he  s u b j e c t  

of n o r m a l  e c o n o m i c  t h i n g s ,  c a n  a f f e c t  i t ,  i t  i s  b a s i c a l l y  the  d i f f e r e n c e  

b e t w e e n  hav ing  t h i n g s  t h a t  you  m u s t  do r e g a r d l e s s  of c o s t ,  and  not  h a v i n g  

t h o s e  t h i n g s  to do.  I t h i n k  i t ' s  b a s i c a l l y  t h a t .  The b e s t  o p e r a t o r  in  the  

w o r l d  would  not  m a k e  as  m u c h  m o n e y  on t h i s  k ind  of b u s i n e s s  on the  

s c h e d u l e d  b a s i s  a s  on the  n o n s c h e d u l e d .  

QUESTION: G e n e r a l ,  you m e n t i o n e d  t h a t  in  p a r c e l i n g  out  t h i s  

a i r l i f t ,  m o s t  of the  n o n s c h e d u l e d  a i r l i n e s  w e r e  e l i m i n a t e d  b e c a u s e  of not  

h a v i n g  j e t  a i r c r a f t .  How did we ge t  j e t  a i r c r a f t  a s  a m i n i m u m  r e q u i r e -  

m e n t  ? 

GEN.  T HUR M AN:  It  w a s n ' t  s t a t e d  as  a m i n i m u m  r e q u i r e m e n t .  It  

w a s  s t a t e d  as  a f i r s t  p r e f e r e n c e .  We w e r e  ab le  to g ive  two r e a s o n s .  

One of t h e m  i s  t h a t  the  P r e s i d e n t i a l l y  d i r e c t e d  s t u d y  s a i d  t h a t - - o n c e  in  

a wh i l e  i t  wou ld  t a l k  about  j e t  o r  t u r b i n e - p o w e r e d  c a r g o  a i r c r a f t - - t h e y  

a l s o  t a l k  about  j e t  a i r c r a f t  a c r o s s  the  b o a r d - - s o  t h a t  the  p r e f e r e n c e s  a s  

l a i d  down b y  t h a t  s t u d y  and  a p p r o v e d  b y  the  P r e s i d e n t  w e r e  c o n s i s t e n t  

w i t h  t h a t  k ind  of p r e f e r e n c e .  

The o t h e r  i s  t h a t  i f  t h e r e ' s  a n y  doubt ,  a n y  v a l i d i t y  a t  a l l  to the  

a r g u m e n t  abou t  t r a n s p o r t a t i o n  peop le  t ha t  i t ' s  c h e a p e r  to  p a y  a h i g h e r  r a t e  

f o r  a i r  t r a n s p o r t a t i o n ~ t h e n  j e t s  t a k i n g  a lot  l e s s  t i m e  would  s t i l l  f u r t h e r  

r e d u c e  c o s t .  I t  would  be  c h e a p e r ,  in  o k h e r  w o r d s .  

A t h i r d  t h i n g  i s  t h a t  ou r  w i v e s  and  c h i l d r e n ,  and  we o u r s e l v e s  fo r  

t h a t  m a t t e r ,  a r e  s o r t  of  n i ce  peop le ,  and  we l ike  to  ge t  the  b e s t  t h e r e  i s  

fo r  t h e m  w i t h i n  r e a s o n a b l e  l i m i t s .  
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QUESTION: General, I recognize that this is probably not in 

your assignment, but has there been any indication by CAB or anyone 

else as to what improvement might be expected in the CRAF program as 

a result of this ? Has anybody offered a projection? 

GEN. T-rIURMAN: Well, CAB has not. 

I think there is bound to be an improvement in the CRAF program 

if we continue at anything like this, because, in the first place, you can't 

get into this business, call it lush or whatever you want to call it, unless 

you're a member of CRAF. 

In the second place, we're in the position, as buying agent for the 

Department of Defense, to place other preferences, within the limits of 

the overall policy statements that are available on the subject. We can 

shape those preferences in such a wa~ hat we will get improvement in 

the CRAF program, because we want improvement in the CRAF program, 

and, within reason, we're willing to pay for it. But we've got to have 

the money to do it, and only Congress can give us the money. And the 

money we're spending is Army, Navy, Air Force money. I want to 

make that clear. 

QUESTION: You cited a differential of 2.9 in the prices of these 

airlines. Couldn't CAB be asked to pay this differential; and if they don't 

have  the m o n e y i n  t h e i r  budge t  to do i t ,  

to put  i t  in  t h e i r  b u d g e t ?  

GEN. THURMAN: Oh, sure. 

think we would get very far. 

couldn't they be asked 

We cou ld  a s k  t h e m  to do i t .  I d o n ' t  
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I, f r ank ly ,  don ' t  know what  would happen.  I th ink  i t ' s  f a i r l y  c e r -  

t a in  tha t  the CAB would take  the pos i t i on  tha t  " T h i s  i s n ' t  our  b u s i n e s s .  

O u r b u s i n e s s  i s  to see  to i t  tha t  the a i r l i n e s  i n d u s t r y  r e m a i n s  hea l t hy .  

C o n g r e s s  h a s n ' t  to ld  us s p e c i f i c a l l y  what  k ind of s u b s i d i e s  to give,  if  

you want  to use  tha t  t e r m .  We have been lef t  to work  it  Out ."  And I th ink  

t h a t ' s  what  wi l l  happen.  I don ' t  th ink  we would get  to f i r s t  b a s e .  I ' l l  

be t  you n i n e t y - f i v e  to one on i t .  

QUESTION: Gene ra l ,  wi th  ful l  c o n s i d e r a t i o n  of a l l  the p r o b i e m s  

which  b e a r  on th i s  ques t ion ,  which  v iew do you favor  ? The compe t i t i ve  

v iew tha t  C o n g r e s s  has  e x p r e s s e d ,  or  the r u l i n g  g iven to you by CAB? 

GEN. THURMAN: I p e r s o n a l l y  th ink  tha t  we a r e  m ix ing  apples  

and o r a n g e s .  What  c o n s t i t u t e s  good p r o c u r e m e n t  is  d e t e r m i n e d  by the 

g e n e r a l  e x e r c i s e  of our  f r ee  e n t e r p r i s e  s y s t e m .  It  i s  not d e t e r m i n e d  

s o l e l y  by c o n g r e s s i o n a l  ed ic t .  I t ' s  the o the r  way a round .  C o n g r e s s -  

i ona l  ed ic t  r e a l l y  fol lows the n o r m a l  p l ay  of our  s y s t e m .  

When you take  a me thod  of doing s o m e t h i n g ,  w h e t h e r  i t  be p r o c u r e -  

m e n t  o~ any th ing  e l se ,  which  i s  g o v e r n e d  ~ by the i n t e r p l a y  of the f r ee  

e n t e r p r i s e  s y s t e m  and then t r y  to i n g r a f t  on tha t  s o m e t h i n g  tha t  i s  i ncon-  

s i s t e n t  wi th  a f r e e  e n t e r p r i s e  s y s t e m ,  y o u ' r e  going to get  a m o n s t r o s i t y  

no m a t t e r  how you do i t .  T h a t ' s  m y  opinion.  And whi le  I th ink  tha t  the 

p o l i c y  of suppor t ing ,  and i f  n e c e s s a r y  p r o v i d i n g  the m o n e y  for  the s u p p o r t  

of, the c iv i l  a i r l i n e s  i s  a p e r f e c t l y  va l id ,  l e g i t i m a t e  pol icy ,  m y  p e r s o n a l  

opinion i s  tha t  i t  ought to be f u r n i s h e d  by some  channe l  o the r  than  tha t  
n o r m a l  

which  i nvo lve s  theAoperat ion of the l aws  of supp ly  and demand .  
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QUESTION: Gene ra l ,  fo r  m a n y  y e a r s  we 've  had the ICC f ix ing 

r a t e s  for  the m o v e m e n t  of househo ld  goods .  I am wonde r ing  what  the 

CAB i s  doing in  tha t  r e s p e c t .  

GEN. THUP.MAN: The i n t e r e s t i n g  th ing  to me  about  th i s  p a r t i c -  

u l a r  s i t u a t i o n  i s  the fac t  t ha t  when the Korean  War  came  along,  we got 

a d e p a r t u r e  f r o m  the n o r m a l  r e g u l a t o r y  kind of r e g u l a t i o n s  which  a l low 

the compe t i t i ve ,  f r ee  e n t e r p r i s e  s y s t e m  to o p e r a t e .  

Now, wi th  r e l a t i v e l y  m i n o r  excep t ions ,  you take  your  FCC,  your  

F e d e r a l  C o m m u n i c a t i o n s  thing,  i your  ICC. You go and see  your  S ta te .  

You get  your  r a t e s  on e l e c t r i c i t y  and gas  and tha t  s o r t  of th ing .  They  

p r o c e e d  a long and t h e y ' r e  c o m p l e t e l y  u n c h a l l e n g e d .  Here ,  however ,  we had 

the odd s i t ua t i on  where ,  b e c a u s e  of a g rave  na t i ona l  e m e r g e n c y ,  the 

o r d i n a r y  laws  of supp ly  and demand  were  a l lowed  to e n t e r  into the p i c -  

t u r e .  They  did.  Now they  want  to whip i t  back,  and I ' m  not s u r e  i t  can  

be done,  once the f loodgate  has  been  opened.  

COL.  PRODANOVICH: G e n e r a l  T h u r m a n ,  I want  to thank  you 

for  a v e r y  f ine and i n f o r m a t i v e  p r e s e n t a t i o n .  Thank you v e r y  m u c h .  
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