WERE DO WE FLY TROM HERE?

Text of a speech delivered to the Canadian Club of Toronto. Januvery 27, 1909,
hy ¥r, Yves Pratte, 0.C,, Chairman and Caief Executive Officer, Alr Canada,

I am grateful to you, Mr, Chairman, for your very Kind introduction,
I don't know if I deserve many of the nice things you said about me, but I
must admit, nevertheless, that I rataer enjoyed hearing them,

It-was with some misgivings, ladies and gentlemen, that:I accepted
your kind invitation to address tie Canadian Club of Toronto, I was
very hesitant about talking to you about our national airline end its future
role less than two months after my appbintment as Chairman and Chief Execufive
Officer of Air Canada,

A few days ago when I reéceived a copy of the announcement distributed
by your club, I found that my misgivings were well-founded, According to tiis
annowuncerent, I am expected to provide answers to certain specific questions
like the following: 'Will Air Canada go public?", "Will Air Canada merge with
CPA?", "When will Air Canada go supersonic?” .

Well, if after six weeks in tnc saddle I attempted to answer such
questions, you would be entitled to believe that I‘was either a fobl, wnich
I hope I'm not, or a genius, wihich I'm sure I'm not,

But as members of the Canadian public and, I assume, customers of
Alr Canada, you are entitled to know what my approéch will be regarding the
various problems facing the company in the next few yéars‘

First of all, I'm convinced that these problems are no more than

growing pains, suffered by any organization that refuses to slip backwards;

~as such, they must be placed in their proper perspective.



I think it would be useful, therefore, te turn back the clock,
and review briefly the history of Air Canada in terms of why it was establisned,
and wiether or not it has accomplished its purpose,

Prior to 1937, commercial aviation in Canada was limited to bush
pilot operations and to a few scheduled fliehts on the Pacific Coast, along
the North shore of the St, Lawrence and in the “aritimes, Anything resembling
a national network was non-existent; we were lazging behind inter-city
aviation developments in the United States by ten vears,

Canadians were justifiably concerned over the lack of main-line
service witain Canada, To remedy this situation, the Hom, C. D, Howe proposed
that public and private capital combine to create a national, trans-continental
airline., However, and perhaps unfortunately, the Government had to do it
alone because private capital falt that a $5,000,000 investment in the future
of Canadian aviation was too risky,

Our Parliament therefore created a Crown corporation, Trans-Canada
Air Lines, whose purpose was to establish a coordinaied,-main-line air
service across Canada,

Roughly speaking, this Cfown corporation had, by mid-1943,
accomplished its original purpese; its planes flew regularly across the
nation and between its major urban centres,

Moreover, because of World War II and the needs of growing
communities in all parts of Canada, TCA had far exceeded its original mandate,
No lenger just a main-line carrier, it was now beginning to serve mauy small

regional areas, and it had established a regular trans-Atlantic service,
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;It was obvious even then fhat the company was évolving into a
vastly different organization from what it was intended to be, Trans-
Canada Air Lines was on its way to becominé today's YAir Canada' - operating
not only across Canada, but also to the United States, the British Isles,
Continental Europe, Bermuda, the Bahamas and the Caribbean Islands,

Over the last decade, Air Canada nas grown from a small national
airline into a major interpational air carrier, And, in the process, it
has converted tne "jet age" from the vision of a few to an everyday reality
for over twenty million Canadians,

Ten years ago, Air Canada's gross annual revenue was about
$120,000,000, as compared with over $345,000,000 in 1967, This represents
- an increase of close to 300%., We also spend four times as much money in
capital expenditures as we used to, In 19068, we carried almost 2-1/2 times
as many passengers as we did ten yesars ago, and we performed over six times
as many ton-miles of cargo,

A1l in all, Air Canada has tripled in size and scope of operation
since the beginning of the last decade, It is now the world's eiginta
largest carrier, the largest outside the United States and the U.S.S5.R.
There is no question that its accomplishments have gone far beyond the
point waich even C, D, Howe could have imagined possible, Not only has it
reached its objective, but it also has done much more,

And prospects for the future offer even greater avenucs of
accomplisament, At Air Canada, like everywhers in the airline industry,
the term "jet age" is already becoming archaic, The vocabulary of tie
next decade is now cormon usage, and we are inclined to speak of "jumbo'

jets and supersonics as if tiey had already been phased-out,



This relentless technological change, the population explosion,
expanding urbanization, and increases in discretionary income, have tae
potential to produce growth so breathtaking as to make recent chénges sgem
slow,

Indeed, we expect that by 1977 Air Canada will be carrying 18
million passengers a year, as cormared with 6,400,000 in 1967, We expect
to have onerating revenues of 1,4 billion dollars a year, and to provide
employment for more than 25,000 people,

But if we're to exploit tiiis potential, we must recognize the
obvious.. Our role as a main-line demestic carriexr has changed, Our
original long-naul routes have become short-naul. Because jets are more

rofitable over great distances, with nrolonged high-altitude cruising,
the economics of serving short-haul routes versus long-haul are very much
different, And it's not unlikely that these differences will become greater
as new generations of equipment are introducc,
‘ You have been told that tais future groﬁth will saddle us with
scine serious financial problems, tnat the Govermment would like to cease
acting as our banker, and that we will have to resort to outside financing,
The sceptics say this is hardly possible under present circunstances,
considering our low rate of return on investment,

In addition, they claim tiat Air Canada's history of relatively
low profits is proof of our inefficiency, and that our growth is a product
of our so-called "monopolistic" position, Indeed, many of these sceptics

feel tnat Air Canada, being a Crown corporation, cannot be anytiiing but
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,inefficient, and that its accomplishments over the past years nust be
atiributed to factors other than the collective know-how, expertise and
dedicafipn of its officers and employees,

I do not share these views., In fact, I take strong ekception
to them, |

The indust;y‘}écognizes that Air Canada is one of the best;run,
most efficient airlines in the world, Ité employees made it that way,
Their future goal is simple: to make Air Canada the greatest of all aiflines.
If they should fail, it won't be their fault, It will be because I have not
been able to provide them with the kind of leadersiip they deserve, I can
assure you that I shall try not to fail them, -

Setoﬁdly, you rust récognizg that aé a Crown corporation, wé have
obligations different and_moﬁe 6néfbﬁs than those of a private company,
We have to maintain'magﬁ7ﬁnpfofitable routes in order to provide air services
to communities that'ofhsrwige‘would be withoﬁt them, You must remember that
Air Canada was not intgnded to be a Iarge,,profit—making organizationg and
that presenthbvernment policy still reflects this philososhy, It seems
that under this rolicy, tie more profitable we become, tie more Iikely we are
to have business taken away from us. This is certainly a strange way to
generate entuusiasm among the-ehployees of,a%f organization, whether it be
a Crown corporationvdf a’ﬁﬁblicly-held compary .

Tairdly, we are Egg_a'mbnopoly. Approximately 80% of our total
route mileage is exposed to competition, and clése to 95% of our revenue -

is earned on these competitive routes, Because of geographical location

and populdation distribution, no other airline in the world operates such a



difficult international and domestic route pattern,

If 20% of our routes are non-competitive, very often it's because
they are operated at a loss and must be cross-subsidized, that is, maintained
at the exnense of money-making competitive routes, Private carriers are.
usually not interested in competing for routes that can't support themselves,
Alr Canada, however, has no cuoice, As a Crown cdrporation, it must serve
the nation's best interests,

Let it be élearly-understood; we are not afraid of competition,
Time and time again, we've proven that we can compete with the best the
industry has to offer, Take, for examnle, our Toronto-Los Angeles service,
where we have to compete with one of the largest and most competent U,S,
airlines. We started this service seven momths after the U,S. carrier.

They still have only one fligit a day; we have two and we're carrying 70%
of tae traffic,

We welcome competition, In theory, there's no question that
competition has its advantages, But in practice,-because all carriers are
heavily regulated and because they all have practically the same equipment,
the only real advantage of commetition is to give customers the satisfaction
of being able to choose between services that are substantially similar,
Then, of course, the question of cost raises its ugly nead, What price
are we prepared to pay, or should we have to pay as Canadians, to enjoy

such satisfaction of choice?
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There are, on the other hand, several potential disadvantages
to airline competition, One is duplication of services, which results in
an inefficient use of manpower in relation to traffic handled, Another is
wder-employment of facilities, And a third is over-investment in latest
model aircréft, wiich in turn produces'excessiye_seat cepacity and an
increase in operating costs., In Europe, for exam?le, the effect of excessive
competition has been an wmeconomic expansion of route networks, and the
introduction of many direct flights which arc not justified by traffic
volune, As 4 result, Europeans pay more for their air services, om a per-
mile basis, tnan do Canadians,

Fourthly, I believe that the importance of our financing nroblems
has been greatly overplayed, There's no question that we'll need vast
suns of money, We have ordered - or have line position agreements - for
new aircraft worth about $320 miliion for delivery over the next decade,
This includes, in various quantitiss, more “stretched" DC-8's and DC-2's,
‘the Bosing 747 "jumbo'" jet, the Lockhized L-1011, és well as the supersonic
Concorde and the Boelng 2707 supersonic,

Over tae next five years, we'll need over $300 million in external
funds to-pay for new equipment and property. But we'rs not alons in our
need for outside financing, U,S. carriers, for example, have to find some
$13 billion to pay for over 1,000 new aircraft ordered for delivery in 1969

through 1971 and beyond,
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~I-don't tnink obtalning the fumds Air Canada neéds will be as
aifficult a problem as the pessimists claim, Because of our record as an
efficient, woll-run airline, and because of oﬁr substantial assets and
enormous growth potential, there's no reason wiy most of our future
financial requirements could not be met through sources cutside the Govermment,

As a matter of fact, this is what T inteﬁd to doy and, barring
7any unforeseen circumstances, I'm éonfident it can he done,

My main task in the immediate future, therefore, will be to study
existing air policy in the 1light of recent and future techmological ‘
developments, and to assess the economic consequences of vresent policy for
Air Canoda and for the industry in general, To approaca the situation purely
from a selfisia point of view certainly would not be in the interests.of the
Canadian poople. Airlines are like public utilities, The country's economic

and social wall-being
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as well as its security, depend heavily on the state
of their health,

0f course, nolicy is a matter for the Govermment to decide, We
fully realize that, However, becauss we are a majorrairline and because of
our considerable experience, I tuink we owe it to tie Govermmsnt to briug
to its attention developments that, in our vicw, might make changes in
policy advisable or even imperative, |

Take, for instance, international air ?dlicy. Canada is one of
the very few countries in the world with two international flag carrisrts,

I'm not suggesting that such a policy is wrong, TI'm only saying taat



alternatives should now be considered, We should ask ogfselves whetiaer
Canadians can afford such a luxury, Perhaps our two carriers can live
tégathér without either becoming a burden on the Canadian taxpayer,
Perhaps, too, their merger into one airline operating all of
Canada's international air services around thé world, as weli as providing
service to major domestic points, would be a reasonabls proposition, It
may be that such a scheme Would result in considerabie savings which could

be put to batter uss scmewhere else in tne economy,

thatever the alternatives, I believe that present policy "dividing

the globe' between Air Canada and (P Alr must be looked at anew, particularly

since other international carriers are nenetrating further and furtier into

Canada, Air trensportation today is such that you cannot diverce the problems

of domestic competition from the problems of competition in the international

spaere,

Another area that needs looking at 13 regional air policy, Tt is,
in my view, far too vague, No one feally knows waat constitutes a regional
route, Among other things, this makes the sorting of applications for new
services a 1ong and complex process, Licensing authorities haverto grapnle
with terms of reference that absolutely boggle the mind,

In the past five years, the regional carriers have filed numerous

applications with the Air Transpert Committee, Some claim to be in financial
Pp P
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difficulty and they're gstting impatient, They want new and longer routes,

P

many of walch parallel main-line routes served by Air Canada, so they can
P »



take advahﬁage of the fact, as I mentionad earlier, that jets are muci more
profitable on leng nauls, |

Maybe that's the problém. Pefhé?é a greater effort snould be
mada to develop regional markets, so that the smaller carriers cpuld
continue using less expensive conventional equipment, On the otier hand,
it's only natural that they should wish fo nrovide their customers wita
the most modern aircraft available,

What we must do is determine the best and most economical way
to provide air services to regional areas. Certainly, if regional carriers
are to continue serving these routes, some means must be found for them to
operatb effectively and profitably without endangaring the viability of
our national airline,

Perhaps, as one possible answer, Air Canada could share some of
its services, such as counter space at airports, perscnnel and even
maintenance facilitiss, This would avoid wmnecessary duplication of costs
for all partiss concerned and would go a long way in helping the regional
carrisrs out of their financial difficulties,

Whatever the solutions may be, Air Canada will try to take an
enlightened, wnselfish apvroach to the nroblems of the future, Personally,
I don't intend to be dogmatic or theoretical, I'm not going to make any
assumpticns about the advantages or disadvantages of free enterprise vefsus
Crown corperations, Nor am I going to assume that competition per se is

[ i

necessarily good or bad,
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I can only hope that, as Canadians, the other carriers will look
at the future from the same perspective, Alrlines, whether private or
pliblic, are semi-social instruments;their Intersstsmust be weighed against
the interests of Canada as a whole.
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