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Introduction

there has been increasing anxiety about celebrating larger than life heroes
of business. A considerable amount of the backlash has been brought on by
business leaders themselves. We have suffered no shortage of high profile scan-

f ;ince the end of the twentieth century and into the twenty-first century

dals. Leadership in America and especially in Corporate America is severely
under question. Not since the great stock market crash of 1929 have business
leaders been so vilified. In the 1990s, it was all too easy to fall under the “cult of
the CEO”—worshipping business mavericks that seemed to create value from
almost nothing. In a recent popular Conventional Wisdom section of Newsweek
magazine, CEOs were described as follows: “Old [CEO]—Superhero role models
who drive the economy. New [CEQ]: Greedy chiselers who hurt the economy.”

In the past decade, books like Good to Great by Jim Collins have trumpeted
humility as one of the key personal characteristics of truly great business
leaders.? The success of Good to Great and other books that have celebrated the
quiet, thoughtful leader is no surprise given the context of our times. Society is
sick of the astronomical pay for CEOs and the lack of correlation between
CEO pay and corporate performance.’

Although we do not deny that the “cult of the CEO” has run its course, we
believe that there is danger in not acknowledging and recognizing the role that
leaders have played and will play in shaping businesses and industries. At cer-
tain stages in the evolution of a business or an industry, ambition, bravado, and
even some hubris are necessary. There is no doubt that certain leaders, who
exhibit these traits, have contributed to some cataclysmic downfalls, but they
have also created some incredible companies that have profoundly influenced
the way we live and work.

In Entrepreneurs, Managers, and Leaders, we chronicle the role that leaders
played in shaping the evolution of the airline industry—both its ups and downs.
The ability to succeed in an industry that is inherently fraught with risk,
intense competition, and uncertain geopolitical forces requires a certain type
of leadership to push forward. As the airline industry evolved so too did the
people who led it. Many of the early leaders were “larger than life” heroes who
helped to forge the foundation of an industry. It is certainly conceivable that
the uncertain nature of the early aviation industry attracted these types of
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individuals. During the later stages of the airline industry’s evolution, a differ-
ent breed of leader emerged who shepherded the industry through its growth
and maturity. More recently, many airlines are looking for a new type of leader
to weather the current and severe economic downturn in the industry.

We tell all three stories in this book—not to resurrect the cult of the great
man, but to appropriately highlight the role that leaders play in creating, grow-
ing, and reinventing companies and industries. Perhaps as much as any other
industry, airlines have historically attracted strong and often charismatic per-
sonalities who have shaped and were shaped by their industry. The first gener-
ation included entrepreneurs Juan Trippe of Pan American World Airways and
Eddie Rickenbacker of Eastern Airlines in the 1920s and 1930s. The second
generation was marked by the management expertise of C. R. Smith of
American Airlines and Pat Patterson from United Air Lines who developed and
reinforced a model for success within the regulated environment of the indus-
try for 40 years. Finally, notable change agents shaped the industry after dereg-
ulation in the last decades of the twentieth century such as Herb Kelleher of
Southwest Airlines and Gordon Bethune of Continental Airlines.

Despite the indelible mark these individuals made on their industry, we
found that writers on industry evolution—concerning the airlines or any other
industry—have rarely factored in leadership as a way of explaining or under-
standing that evolution. Historically, the study of industry evolution has focused
less on the role of leaders and more on the technological and environmental fac-
tors that defined the competitive landscape and influenced an industry’s evolu-
tion.* Through our analysis of the airline industry in the twentieth century, we
seek to paint a fuller picture of the interdependent relationship between the
actions of leaders, the context of their times, and the evolution of an industry.

In our study of the history of business in the United States (In Their Time:
The Greatest Business Leaders of the 20th Century), we discovered that there is a
recursive relationship between the actions of business executives and the con-
textual landscape in which they operate; each influences and shapes the other.
The environmental factors that we highlighted—demographic shifts, techno-
logical breakthroughs, government regulations, geopolitics, labor conditions,
and social mores—coalesce to create a contextual framework for business,
within which some individuals envision new enterprises, others see opportuni-
ties for greatly expanding the scale and scope of existing businesses, and still
others find opportunity through the reinvention or recreation of companies or
technologies that were considered stagnant or declining. We called these indi-
viduals Entrepreneurs, Managers, and Leaders respectively.’

Entrepreneurs, managers, and leaders can be both a product of their context,
but they can also shape it in fundamental ways. At different points in time, cer-
tain archetypes seem to play a larger role in shaping the context or seem to be
poised to capitalize on the prevailing social and economic environment. In the
early decades of the twentieth century, Joseph A. Schumpeter examined indi-
viduals who were able to build new enterprises through a process of creative
destruction and rebuilding. He noted that “We have seen the function of entre-
preneurs is to reform or revolutionize the pattern of production by exploiting an



Introduction e 3

invention, or more generally, an untried technological possibility for producing
a new commodity or producing an old one in a new way, by opening up a new
source of supply of materials or a new outlet for products, by reorganizing an
industry and so on.”® Our choice of the name entrepreneurs for individuals who
created something new within their context was based on Schumpeter’s work.”

Looking at executives in large, decentralized organizations in the 1920s and
1930s, Alfred D. Chandler, Jr., chronicled the way certain individuals were
able to operate their enterprises in an efficient, expedient, and cost effective
manner. He wrote: “Top managers, in addition to evaluating and coordinating
the work of middle managers, took the place of the market in allocating
resources for future production and distribution. In order to carry out these
functions, the managers had to invent new practices and procedures which in
time became standard operating methods in managing American production
and distribution.”® In essence, to capitalize on the growth of businesses and
industries managers of managers were required. For Chandler, these managers
played a vital role in shaping market forces.

Later in the twentieth century, Warren Bennis and Burt Nanus studied
individuals who were especially adept at reframing or reinventing businesses
for sustained success. They wrote: “Effective leadership can move organiza-
tions from current to future states, create visions of potential opportunities for
organizations, instill within employees commitment to change and instill new
cultures and strategies in organizations that mobilize and focus energy and
resources. .. They emerge when organizations face new problems and complex-
ities that cannot be solved by unguided evolution. They assume responsibilities
for reshaping organizational practices to adapt to environmental changes. They
direct organizational changes that build confidence and empower employees to
seek new ways of doing things.” Leaders are skilled at reconceptualizing a
business and galvanizing followers around their vision.

Although Schumpeter, Chandler, Bennis, and other scholars have examined
specific leadership archetypes at certain points in time, our research has the
advantage of a pan-century viewpoint. By looking at an industry over the
course of 100 years, we have been able to witness the interplay of the leadership
archetypes and their existence throughout the twentieth century. Through this
process, we discovered that our archetypes of Entrepreneur, Manager, and
Leader fit nicely into the evolving stages in the lifecycle of industries and busi-
nesses (see figure 1.1).!° Alchough certain points in an industry’s lifecycle favor
a dominant leadership archetype, we also found in our study of 1,000 business
executives across more than 20 industries that contextual landscapes, though
unique and evolving, provide opportunities for all 3 leadership archetypes at
any point in time."" As we delved deeper into the airline industry, we were par-
ticularly intrigued by the type of leader that emerged at each stage of the indus-
try’s evolution and the role the leader played in influencing the direction of
that evolution. We sought to understand how entrepreneurial activity emerged
during periods of uncertainty and in contrast what constituted success in peri-
ods of relative stability or government oversight. Was the leader a product of
his or her times or did he or she create the opportunities for success?
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Manager

Early Phase Growth Phase Declining Phase

Entrepreneur Manager Leader

Opportunity Efficiency Cost Management
2 Identification Standardization Realignment
e Innovation Consolidation Restructuring
L Access to Capital Control Reframing

Support/Leverage Protection of Status Quo

Figure I.1  Archetypal executives across an industry lifecycle

In our study, we found that during periods of great uncertainty, such as the
initial emergence of an industry, the actions of individuals can have a large
impact on harnessing the evolving contextual landscape. In many cases, the
industry becomes a mirror image of the entrepreneur. It should not be surpris-
ing then that entrepreneurs play one of the largest roles in shaping the early
nature and evolution of an industry. With no clear precedents to guide them
and wide-open opportunities, entrepreneurs pursue a trial-and-error approach
to establish a business model that has sustainable success. During these periods,
it is hard for entrepreneurs to be too excessive or too expansive; having a certain
level of hubris and determination is often a perquisite for success during periods
of intense change and uncertainty as an industry begins to take shape.

Though hubris can precipitate a downfall if left unchecked, it can be useful
for entrepreneurs trying to break into a new industry or forge some new ground.
In their study of entrepreneurship, Mathew Hayward, Dean Shepherd, and
Dale Griffin note: “Greater overconfidence provides founders with the bravado
to undertake and persist with more challenging tasks and the conviction that
they will have the necessary resources for their ventures to succeed.”'? On the
downside, the authors note: “overconfident founders may exaggerate the utility
of their unique personality and leadership skills, relative to competing found-
ers,” and in so doing, they may not prepare adequately for anticipated needs.'?
One airline executive admitted as much when he said, “if you’re an entrepre-
neur, you’re optimistic by nature. So you think, in six months, we’re going to
be sailing. But the optimism causes you to raise a lot less capital than you need

in most cases, and it’s very lonely.”!4
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The goal of entrepreneurs is to carve out an approach that can become a sig-
nificant business model as the industry matures. A variety of business models
that reflect the personalities, quirks, and competing visions of different entre-
preneurs vie for survival in the early phase of an industry.”® Eventually, the
jockeying for a dominant position settles down and a standard operating model
for success is defined. The model for success can be defined by the market
through customer preferences, operational efficiency, or economies of scale.
The model can also be reinforced through external factors such as demographic
shifts or government regulation.“’ When a dominant business model emerges,
it sets the stage for the emergence of the next leadership archetype.

At this stage, the entrepreneur archetype gives way to the manager arche-
type. Managers focus on growing, elaborating, refining, and protecting this
dominant design—greatly expanding its scale and scope.'” The experimental
frenzy that characterizes the start-up phase is typically replaced by stability
and structure. Managers are far from reactive during these times. They often
seek ways to expand product features or services to solidify their dominance. In
essence, managers act as supporters or promoters of a contextual framework
that reinforces the dominant business model. Managers during this period turn
their attention to standardization, efficiency, and consolidation. Managers also
seek opportunities to make their products or services more attractive and
appealing to a broader customer base. In some cases, however, the earnest
efforts of managers to protect their dominant business models actually create
the seeds of their own destruction. So much effort and attention is paid to the
status quo that there is often a failure to focus on the evolving competitive
landscape and the changing environmental conditions.'®

Savvy entrepreneurs and change agents often create niche opportunities to
exploit the complacency and stasis that constricts change for established play-
ers. Threatened by new entrants or diverse business models, entrenched man-
agers often do more of the same—investing in a model that may no longer be
relevant. Managers may be unable to respond quickly to changes or may be too
entrenched in bureaucracies to recognize the need for change.”” The airline
industry under regulation was particularly susceptible to this potential flaw. In
some cases, it created a false sense of security, further reducing the need or
desire for change.

The conditions that coalesce to challenge the formerly dominant business
model including saturation of prevailing demand, diminished ability to raise
prices combined with a high cost structure and overcapacity, rigidities in labor
and other supply contracts, and loss of public support for protective regulations
become the fertile playground for leaders or change agents who are skilled at
reinvention.?® Taking charge of a business in a state of decline, leaders seek
opportunities to recreate or transform a dominant business model to renew
them to their former stature in the industry. During these intense inflection
periods within industries, leaders emerge to make sense of the chaos and define
a new business model that is more aligned with the changing contextual land-
scape. This model may have the potential to become the new dominant busi-
ness model, or alternatively, it may set the stage for a parallel opportunity for
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success. Leaders reintroduce variation and change into the stability of the past
to create new opportunities for success, and in so doing they help to regenerate
the lifecycle of the entire industry.

Through our analysis of the airline industry, we hope to shed light on the
interplay between contextual and individual forces in industry evolution and
to specifically explore the role entrepreneurs, managers, and leaders play at dif-
ferent stages of an industry’s lifecycle. While every industry has its unique
characteristics, all industries are shaped by a similar co-evolution of contextual
factors and leadership forces.

The most successful people, like the most successful companies, evolve
through time. And although the results of this change are often fruitful, we all
know that accepting the need to change and zhen enacting changes—whether in
an individual’s life or in the evolution of a large corporation—can be extremely
difficult. In Their Time, the sister volume of this study of CEOs in the airline
industry, shows how complicated it is for a CEO to navigate any corporation
toward success. He or she must not only ensure that the company’s performance
measures up against the challenge of its competitors in the here and now, but
must also clearly assess the future problems and opportunities stemming from
various factors outside of the company—such as evolving technologies or the
forces of globalization—over which a CEO has, at best, limited control.!

Imagine the hurdle faced by a CEO that has successfully brought his com-
pany through one phase of its growth and then is confronted with new business
challenges in a context that has greatly changed since his ascension to the front
office. If, for instance, an entrepreneurial CEO grows her company to the point
that its future development is now dependent on good management skills, can
this CEO change, too? Can she transform not only how her company functions,
but how she personally functions as well?

As many CEOs of failed businesses have learned, the complex landscape of
industry evolution often only becomes clear in hindsight. Through telling the
story of an industry from the point of view of the CEOs who helped shape it
(and were in turn shaped by it), we hope to offer readers a birds-eye view of the
way individuals navigate and impact a dynamic and evolving industry land-
scape. As we will see, the idiosyncrasies of the leaders who were attracted to the
industry in its infancy led to the creation of very different kinds of companies.
Furthermore, the cumulative temperament of a handful of powerful managers
within the airline industry was decisive in shaping a dominant business model
for many decades. Finally, as the industry has matured and fallen into very dif-
ficult times, a few leaders have risen to the challenge to provide new ideas for
the way forward.

Airline Industry Evolution

Why airline CEOs? The story of the airline industry since its inception in the
early years of the twentieth century, as much as any business in America, is
marked by dramatic changes in the context in which CEOs had the opportu-
nity to forge their identity and the fortunes of their companies. Early on in
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their history, airlines had to adapt to rapid changes in the technology of flight
while attempting to assuage the fears of consumers who believed that planes
were inherently dangerous. Later on in their history, labor problems punctu-
ated the evolution of the airline industry in which striking pilots and mechan-
ics often shut down companies completely. U.S. airlines began as potent forces
of globalization expanding the reach of U.S. power, but would later struggle to
maintain their dominance in a global market that was populated by scores of
foreign competitors. After having been one of the most heavily regulated indus-
tries for 40 years, airlines were suddenly fully deregulated in 1978. These
extraordinary shifts in the external context make the airline industry a fasci-
nating backdrop against which we can examine the role of individual leaders.
If we can see the influence of leaders in an environment in which contextual
forces are so powerful, surely the importance of individual leaders in the evo-
lution of other industries deserves more careful attention.??

The airline industry in the United States over the course of the twentieth
century experienced both long periods of stability and revolutionary inflection
periods (see table I.1). The periods of stability were influenced by a dominant
business model that was reinforced by the contextual environment (specifically
government regulation) and the actions of the industry’s primary business
managers who worked to protect this dominance. The inflection periods were
created through a “shakeout” of the industry as it progressed from start-up to
stability and through more systematic environmental factors, which contrib-
uted to the move toward deregulation.?> We will explore each phase of the air-
line industry’s evolution through the stories of CEOs who influenced and were
influenced by that phase.

Phase |—Start-Up

Part I of this book will capture the different versions of entrepreneurship that
were pursued in the early days of the airline industry. In the absence of a dom-
inant business model for success, there was ample opportunity for experimen-
tation. Although the Wright Brothers’ achievements in developing airplanes
began in 1903, many basic elements in the industry were unresolved well into
the 1920s. The personalities that entered the industry and the business models
they pursued varied greatly. A key contextual factor, the broad acceptance of
flight by the American public, remained in flux for a very long time, thanks, in
large part, to the influence of daredevil “birdmen” and “barnstormers” in this
early period, whose individualistic vision of how to benefit from the industry
competed with those who were interested in building more expansive busi-
nesses. Equally importantly, advances in aircraft technology were hampered by
legal disputes between manufacturing companies, most of which were ironi-
cally instigated by the Wrights themselves.

The stubbornness with which the Wrights tried to protect the technological
evolution of their invention greatly influenced the early dynamics of the
U.S. airline industry. In America, there were keen intranational rivalries
between manufacturers, such as the Wrights and Glenn Curtiss. These disputes



Table 1.1

Evolution of the airline industry in the United States

Start-Up Inflection Period — Growth Inflection Period — Maturity/Decline Inflection Period
(1903-1930) (1930-1938) (1938-1968) (1968-1978) (1978-2001) (2001-)
Major Shifts Consolidation Succession Competition
Scale / Scope Saturation Costs (Oil)
Technology Costs (Oil) Terrorism
Regulation

Contextual Factors — Experimentation

— Competition from railroads &
ships

— European airline industry
competition

— Charles Lindbergh’s flight
in 1927

— Postal subsidies
— Crop dusting

— Wealthy tourists
— Undefined

Business Model

Technology — Emerging
— Many models, lack of structure

and stability

Leadership Required - Political savvy
— Access to capital
— Entrepreneurship

— Risk taking

- Government regulation

— Consumer fear / safety

— World War II impact on
technology and safety

— Focus on business traveler

— Government subsidies

— City pair routes

— Expansion—demand creation
— Domestic focus

— Standardized model (DC-3)

—Jets

— Jumbo Jets

— Technology creep—different
planes for different routes

— Political savvy / lobbying
ability

— Drive technology & innovation

- Build demand & market share

— Focus on efficiency &
standardization

— Deregulation

— Massive competition

— Saturated market

— Lower price points

— Broader consumer focus

—Hub & spoke

— Point-to-point

— International focus

— Partnerships

— Consumer focus (loyalty programs)

— Larger Jumbo Jets—only two players
(Boeing and Airbus)

— No significant change in technology
in almost 20 years

— Fleet standardization

— Focus on consolidation &
rationalization of resources

— Financial management

— Turnaround

— Competitive positioning

— Labor management

— Increased complexity
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prompted lawsuits; as early as 1910, the Wrights brought Curtiss to court,
claiming that he had infringed their patent on airplane control systems.?* This
was just the first of many lawsuits, which ensured that the Wrights and many
other manufacturers spent as much time in the courts as they did in their work-
shops and manufacturing plants. Meanwhile, unencumbered by these patent
battles, the European airline industry grew quickly as aircraft technology there
advanced more rapidly.

In these early days of aviation, the government’s relationship with this new
industry was also a work-in-progress. Although the Congress allocated huge
sums of money to mass-produce a large fleet of airplanes for use in World
War I, the early stage of aircraft development in the United States was not very
productive. Airplanes were delicate and complicated instruments. Producing
them still required the expert touch of skilled or semiskilled laborers. Some
aviation experts, alarmed by Europe’s technological lead over the United States
in manufacturing airplanes as well as the growth of European-owned airlines
in Latin America, strongly advocated placing all U.S. aviation under govern-
ment control.

In chapter 1, we explore the efforts of Harry Guggenheim to promote com-
mercial flight as a safe and viable business. Guggenheim saw the airline indus-
try as a means to connect the United States to the rest of the world and sought
ways to promote its potential for commerce. In contrast to the Wrights who
fought for patent protections at every turn, Guggenheim supported the sharing
of technical information for the overall advancement of the industry.
Guggenheim combined his own expertise as a pilot with his family’s fortune to
advocate the development of aviation as a private industry through research
and development as well as shrewd public relations. The story of Guggenheim
contrasted with the Wrights shows how an individual who gets scant mention
in the historical annals of the aviation industry may have actually had more
influence on the eventual growth of the U.S. airline industry than the Wright
brothers, whose invention of the airplane has received so much attention that
they are almost seen as the most vital forces in promoting this industry.

Although relatively few American airplanes eventually made their mark
on European skies by the end of World War I, the U.S. government had suc-
ceeded in creating an airplane surplus in America. This was a boon for some
entrepreneurs who took advantage of the low prices for surplus planes to start
up their own airlines on a shoestring budget. Juan Trippe who eventually grew
Pan American World Airways into the largest international air carrier in the
United States for much of the twentieth century got his start by purchasing
surplus airplanes. In chapter 2, we explore Trippe’s early entrepreneurial activ-
ities to gain a foothold in the emerging airline industry.

Financial barriers to entry in the nascent industry were relatively low.?
Airplanes were not very expensive and the infrastructure often consisted of an
open field or a strip of undeveloped coastline. In the start-up phase of the air-
line industry, there were dozens of companies competing to capitalize on the
emerging opportunities, but early aviation entrepreneurs had significant prob-
lems in makinga profitafter getting their businesses off the ground. Constrained
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by the small size and carrying capacity of early airplanes as well as their rela-
tively slow speeds, there was a great amount of experimentation in making
commercial aviation profitable. Many early ventures avoided head-to-head
competition with the long-established (and faster) railroads, searching out
niche markets where planes had a clear advantage over other modes of trans-
portation. But an uncertain consumer base and worries about the safety of this
newfangled technology undercut many of these early efforts.

Stepping in to fill in this economic gap was the federal government.
Specifically, the post office became interested in using airplanes to carry the
U.S. mail. After the army struggled for a few months carrying the mail, the
post office took over in August 1918. Then, about six years later, Congress
passed the Kelly Act, which allowed the postmaster general to grant airmail
contracts to private commercial airlines. This contextual factor decisively
shaped the initial competitive landscape for the airline industry. Pan Am, for
example, was built on Trippe’s ability to secure airmail contracts to deliver mail
from the United States to Latin American countries.

Though the founder of Delta Air Lines was locked out of many of the early
airmail contracts, C. E. Woolman tried to create a viable airline business
through combining his childhood love of aviation with his experience in agri-
cultural management. When he saw an opportunity to combine these interests,
Woolman jumped at it. He pioneered crop dusting in the Mississippi Delta
region, taking this innovation as far south as Peru in an effort to find ways to
keep his dusters in the air for a few months longer than the North American
growing season would allow. This involvement in crop dusting eventually
steered Woolman toward providing passenger service in the underserved regions
connecting Dallas and Atlanta through Woolman’s home in Louisiana. We will
explore Woolman’s efforts to carve out a niche, focused on carrying passengers
rather than mail, in the airline industry in chapter 3.

It was only well after World War I that concerns about safety and manufactur-
ing problems became more salient, and the weeding out of business models
began. Charles Lindbergh’s solo, nonstop flight across the Atlantic from Long
Island to Paris on May 20, 1927, and his subsequent tour of the United States
that autumn marked the beginning of a sharp decrease in public skepticism,
which occurred at the same time that U.S. airplane manufacturing finally came
into its own. The young daring pilot became an international celebrity over-
night. The attention Lindbergh brought to the potential of air transportation
created a flurry of speculation in the airline business, and irrationally exuber-
ant investors threw money at almost anything that flew.

“The public has been convinced,” the Washington Post triumphantly sur-
mised at the end of Lindbergh’s tour of 48 states, “that commercial flying, in
the hands of competent pilots using the best ships, will soon become a factor in
the transportation history of the United States.”?® But despite the best efforts
of aviation promoters like Harry Guggenheim, who did much to assuage
the fears of the public, airplane tragedies rather than safety always seemed to
garner the headlines. The deaths of famous celebrities such as Knute Rockne

(March 31, 1931) and Will Rogers (August 15, 1935) along with a rash of
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accidents in the mid-1930s collectively overshadowed the efforts of aviation
pioneers to change the general impression that, despite improvements in air-
craft design, flying was still very risky.

The inflection period between the first (if Lindbergh’s flight in 1927 is seen
as key juncture of the first stage) and second stages of the airline industry was
long because of the significant changes (in number and degree) that had to
come to a head before the future of the industry was no longer clouded by
major uncertainties. These changes ranged from public perceptions of flying
safety, to geopolitical concerns, to technological leaps in innovation, to changes
in government policy concerning who would run the industry (the government
or private corporations) and how it would eventually be run (through many
small companies or a few large companies). By 1938, many of these uncertain-
ties had finally been resolved.

Phase Il—Movement toward a Dominant Business Model

A series of events ushered in the mature phase of the airline industry after
including (1) the consolidation of many small airlines into a few major airlines
during President Herbert Hoover’s administration; (2) the dissolution of airline
conglomerates under President Franklin Roosevelt’s administration, which
freed individual airlines to purchase airplanes from any manufacturer; (3) the
introduction of the DC-3, the first commercially viable passenger aircraft; and
(4) the establishment of the Civil Aeronautics Board (CAB) in 1938, which
began the era of formal airline regulation. Through the awarding of most air-
mail contracts to a select few companies, a process of massive consolidation
ensued in the industry with the primary beneficiaries being American, Eastern,
TWA, and United. The awarding of these contracts also laid the foundation for
the dominant business model, which was based on government subsidies (until
after World War II) for certain city-pair airmail routes that generally traversed
the United States in an east-west pattern. The four main carriers accounted for
more than 90 percent of all airmail service in the late 1930s.%’

Although the fluidity of the early industry allowed the entry of a wide vari-
ety of strong personalities with deep experience to mold aviation, the next three
decades told a very different story. This relative stasis in the industry contrib-
uted to the unusually long tenure of CEOs of the major U.S. aitlines, averaging
more than 30 years (see table 1.2). Banking on the continued stability of the
industry, most of the CEOs of the major airlines did not groom adequate suc-
cessors. During this period, there was a strong focus on operational efficiency
and standardization. In addition, the major airlines attempted to protect their
positions through expanding the scale and scope of their activities—all within
the defined regulatory business model of success. In essence, the government
set the stage for the dominant business model during this phase of the airline
industry’s evolution, and the airline CEOs worked to solidify the model
through investment in new technology and infrastructure. The scale and scope
of these investments was a daunting inhibitor to new competitors who sought
to enter the industry.
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Table 1.2 Tenures of initial chief executives of major U.S. airlines

Airline Executive Tenure

Pan American Airways Juan Trippe 1927-1968 (served on board until 1975)
Delta Air Lines C. E. Woolman 1928-1966 (died as CEO)

American Airlines C. R. Smith 1934-1968, 1973-1974

United Air Lines Pat Patterson 1934-1963 (chairman until 1966)
Eastern Airlines Eddie Rickenbacker 1934-1953 (chairman until 1963)
Trans World Airlines Jack Frye 1934-1947

Continental Airlines Robert F. Six 1938-1980

Although established airlines grew during this period and their routes became
more interconnected, the ability to adapt to major future changes in contextual
factors diminished. As the Big Four worked to protect their dominance in the
domestic airline market in the United States, Pan American under the leadership
of Juan Trippe sought to carve out a sole, quasi-monopolistic business model for
international travel originating from the United States. Trippe tried to protect
his role as an “ambassador of the U.S.” by expanding the destinations that his
airline served and by investing heavily in the company’s international brand iden-
tity, training, and infrastructure. Ultimately, Pan American’s integrated invest-
ments in international travel inhibited its ability to adjust quickly to changing
contextual factors, but its approach served the company well for four decades.
We pick up the story of Juan Trippe and Pan American in chapter 4.

The tight regulatory environment that characterized the second phase of the
airline industry’s evolution gave companies few opportunities to differentiate
themselves through pricing. Therefore, airlines sought competitive advantages
principally through customer service and through new equipment (primarily
larger, faster aircraft).”® Even in this restrictive contextual landscape, leadership
made a big difference. For most of this period, American Airlines’ C. R. Smith
developed and deployed innovations that the rest of the industry quickly imi-
tated. From his promotion of higher safety standards through the development
of the DC-3 in the 1930s to his venture with IBM in the late 1950s to create a
much faster reservations system called SABRE (Semi-Automated Business
Reservations Environment), Smith maintained American’s reputation as an
industry innovator. Smith’s story will be explored in chapter 5. At the same
time, other leaders emerged with different propensities focused more on improv-
ing internal systems relative to Smith, who was more outwardly focused on the
customer. United Air Lines’ Pat Patterson, for example, was deeply influenced
by his humble early career and strived to build an airline characterized by pro-
gressive people-oriented policies. He also worked on enhancing communication
between different segments of the company (e.g., corporate headquarters and
operations) as well as initiating a state-of-the-art maintenance facility following
World War II. Patterson’s approach to maintaining the dominant business
model in the airline industry will be covered in chapter 6.

During this second phase, some of the most important changes in the con-
textual factors influencing the growth of the aviation industry were in the
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realm of global events and consumer acceptance. The improving safety of com-
mercial aircraft served to allay the public’s long-held fears about flying. As a
result, international and domestic tourism grew very quickly: between 1938
and 1954, the total revenue-passenger miles U.S. airlines flew increased from
480 million to 16.7 billion and the total number of airline passengers increased
from 1.1 million to 32.2 million.?” The supremacy of the Big Four was reflected
in their continued dominance in terms of revenue-passenger miles, which even
at the end of this extraordinary growth period remained as high as 71 percent
(starting from an even more dominant 82 percent share in the beginning).*
While the Big Four dominated the airline industry with a similar business
model, smaller airlines sought creative ways to establish a competitive foot-
hold. Regional airlines such as Braniff Airlines in Texas and Pacific Southwest
Airlines in California took advantage of less stringent intrastate regulations to
build viable companies during this phase. In addition, Delta Air Lines was suc-
cessful during this period by primarily serving a less trafficked sector of the
country.

The inflection period between the second and third stages of the airline
industry’s evolution lasted ten years, pulling the industry from an era of rela-
tive certainty or predictability to an era of increasing uncertainty.?! By 1968,
the business model that had moved the airline industry from great volatility to
relatively more consistent profitability had been entrenched for many years.
Regulation and the national route structure favoring the Big Four had contin-
ued without major alterations for 30 years. The CAB generally reviewed route
requests on a case-by-case basis and preferred creating point-to-point routes.
This was hardly the most efficient way to organize the industry’s national route
system, but the major airlines were left with the task of investing for years in
servicing and maintaining this system. Airline CEOs neither advocated major
innovations within the regulatory regime nor did they push the government to
change the regulatory regime itself.?

These largely self-inflicted wounds were aggravated by shocks in the econ-
omy and international relations. The spikes in international terrorism and
especially in oil prices along with the recessions of the 1970s conspired to
rudely change the stable contextual landscape for the airline industry. The
1970s were also a moment when many politicians and economists in the United
States became dissatisfied with regulations of many industries, not just air-
lines. The long-time government regulations that had controlled railroads,
telecommunications, trucking, and the financial industry, for instance, all
came under attack. In the case of the airline industry, many critics of regula-
tion pointed to the success of intrastate airlines—such as Pacific Southwest in
California and Southwest in Texas—that prospered well out of the protective
federal umbrella of the CAB.

In short, those key elements that had coalesced to stave off changes in the
dominant business model of the airline industry—a lack of turnover in leader-
ship and a stable longstanding regulatory regime—were fraying due to the erst-
while cumulative changes in legal, economic, and international conditions, as
well as the mortality of the airline leaders themselves. Leadership and regulations
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could not stave off these changes indefinitely, but their success over the previous
30 years made it all the more difficult for the dominant airlines to adapt.

Furthermore, promising new business models for the airlines, such as
Southwest, had made money by directing their operations and their invest-
ments toward a very different market than traditional airlines. Southwest’s
model of success was in place almost a decade before deregulation took hold in
the airline industry, and its business model under the leadership of Herb
Kelleher will be explored in chapter 7.

The uncertainty of this second inflection stage increased as a result of three
primary factors: (1) the unusually high costs incurred by the dominant players
during the race to buy the latest generation of aircraft in the late 1960s; (2) the
high turnover in executive leadership; and (3) the highly integrated investments
in the prevailing industry infrastructure. In his study of regulation in American
industries, Richard H. K. Vietor noted that “regulation induced excess capacity,
caused higher-than-necessary costs, retarded innovation, and severely distorted
patterns of supply and demand.”?* In summary, the industry was characterized
by increased complexity, which made change very difficult.

Phase Ill—Postregulation: A New Business Model for Success

Much like in its first phase, the third phase of the evolution of the airline
industry was characterized by a very wide range of experimental business
models that emerged after deregulation in 1978. Despite their many failures,
the presence of new entrants fighting for market share plunged the industry
into a series of price wars. Carriers were often confused about which business
model to pursue. For example, Continental in the 1970s and Delta in the early
2000s attempted to maintain their old business model while simultaneously
starting airlines-within-an-airline (Continental Lite and Delta Song, respec-
tively) to compete with Southwest and other low-cost providers. Sadly, this
strategy did not work and eventually had to be disbanded, leading to even
greater losses for these once dominant airlines.

While the deregulation of the airline industry in 1978 posed great problems
for many of the large established airlines, the fortunes of new airlines entering
the national stage at this time were hardly uniformly successful. Many new
entrants became overconfident with their ability to challenge established com-
petitors so quickly. Donald Burr’s low-cost and lower frills People Express made
a huge splash with the American public as well as the media (becoming at the
time the fastest company to rise into the ranks of the Fortune 500) but fell to a
quick and ignominious end after Burr attempted to go head-to-head with “the
majors.”® Unfortunately for the aspirations of postderegulation entrants,
People Express was just one of the most visible of a long series of failures.
According to the Government Accountability Office, there were 160 airline
bankruptcies between 1978 and 2005.7° Figure 1.2 shows the consolidating and
widening impact of regulation and deregulation in the airline industry.?’

By the 1990s, the stability that had characterized the long second phase of
the airline industry had given way to chaos. Fierce competition in ticket pric-
ing made cost-cutting a huge priority. Some airlines did this by concentrating
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Figure .2 U.S. airline industry consolidation and expansion from 1930-1990

their operations in huge hubs, such as American Airlines in Dallas and Delta
in Atlanta; others did this by drastically cutting their labor costs, as did
Continental Airlines under Frank Lorenzo. We will explore the demise and
rebirth of Continental Airlines in chapter 8 under the leadership of Gordon
Bethune. In this chapter, we will also finish our story of Pan Am after Trippe
resigned from the CEO post as an example of a company whose great historical
success contributed to its difficulty to change when the times demanded it.

By the mid-1990s, Kelleher and his Southwest Airlines had emerged as the
darling of the industry—the only major carrier to make a profit year after year.
Other airlines, such as American, worked hard to maintain their market share,
but their profits generally remained thin. The decision to invest in a hub and
spoke system in the early years of deregulation committed many of the majors
to maintaining a long, nation-wide route system stitched together by connect-
ing flights. Although it delivered savings in operating expenses in the short-
term, the hub and spoke model was much more complicated than point-to-point
travel and therefore subject to more potential problems and delays.

Another Jolt to the Industry, Post-9/11

In the late 1990s, rising fuel prices constantly undercut the older airlines’
efforts to find profits through reducing costs. In 1999, jet fuel prices went
up 29 percent. This dismal scenario for U.S. airlines played out in the first
quarter of 2000 when profits for 4// the major airlines amounted to a measly
$79 million.*® In recent years, before and after September 11, 2001, low-cost
airlines consistently outperformed the older airlines in terms of lower costs per
seat mile by 20 to 30 percent.”® Older established airlines plummeted billions
into the red while low-cost airlines remained in the black, albeit by a hair.4°
The major airlines’ plea for government aid in the wake of the 9/11 terrorist
attacks on the United States may have been a legitimate response to a horrifying
situation that put a deep chill in airline travel, but it may have also masked the
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Table I.3  U.S. airline industry profitability before and after regulation and 9/11

1938—-1978 1979-2001 2002-2006
Cumulative Operating Profit/Loss $10.8 billion $44.8 billion ($4.2 billion)
Cumulative Net Profit/Loss $5.4 billion® $4 .4 billion ($23.6 billion)

*The cumulative net profit figure reflects data for 1947-1978.

fact that the older airlines had already begun in the year 2000 to use loans to
bolster their cash balances—a trend that has continued to the present day.!
Between 1938 and 2002, the U.S. airline industry produced a cumulative loss of
$1.1 billion. By 2006, the cumulative loss exceeded $13 billion (see table 1.3).4?

New changes in technology—a contextual factor that has not changed much
in recent decades—such as ultralight jets, could further devastate the entire
industry. Businessmen, who have generally been willing to pay high fares for
last-minute travel arrangements, may use these little jets (much smaller and
cheaper than traditional corporate airplanes) as low-cost alternatives to today’s
airline choices.*? If enough businessmen decide to make the switch, what would
become of existing airlines that depend on them so much? And what happens
to the industry if fuel costs continue to skyrocket? What role should the gov-
ernment play going forward? What type of leadership will be necessary at this
stage in the evolution of the airline industry?

The reciprocal relationship between context and leadership that is evidenced
in the century-old history of the airline industry is representative of general
trends in any industry’s evolution. As industries progress from start-up to
maturity to rebirth, the nature and role of leadership must change and evolve.
In this book, we explore the evolution of an industry through the actions and
decisions of leaders who shaped and were shaped by the context of their times.
Specific leadership archetypes (entrepreneurs, managers, and leaders) generally
govern or dominate particular lifecycle stages of industries (start-up, maturity,
and decline). Success is often contingent upon the right leadership approach
for the situation at hand, but the relationship between leadership style and sit-
uation is not one dimensional. The situation can influence the leadership that
is appropriate and necessary, yet business executives can also influence and
alter situations to fit specific goals and objectives. This book explores this
co-evolutionary process of industry development through the stories of entre-
preneurs, managers, and leaders in the airline industry. The airline industry
has its own set of idiosyncrasies but so do all others. Because the interrelation-
ship between its evolution and the role of leadership is representative of other
industries, the lessons which can be drawn from the detailed portraits of airline
leaders in their times will enable readers to better assess the interplay between
context and leadership within their own industries.



PART |

The Entrepreneurs

he initial, starc-up phase of any industry is typically characterized by

chaos, uncertainty, risk, and experimentation as entrepreneurs seek to

create a sense of legitimacy for their operations. The vast experimenta-
tion during this period takes the form of a diverse array of business models,
each one scrambling to become dominant. In many cases, the individuals and
their approaches are years ahead of their time, and as such, it is no surprise that
start-up phases within new industries are fraught with many failed business
attempts. More than at any other time in an industry’s evolution, however, the
role of the individual actor/entreprencur is vitally important. Entrepreneurs
make investment decisions, create business plans, allocate scarce resources, gal-
vanize followers, and articulate a vision for a future state. While external forces
such as demographic shifts or government regulation or geopolitical forces can
create the conditions for the development of new businesses and industries, it
is up to the individual actor to bring the disparate pieces together. As busi-
nesses and then industries emerge, entrepreneurs have a disproportionate influ-
ence on the early evolutionary forces. In essence, they create the platform and
context for success.

Consider the early experiments to create viable businesses using the Internet
as the backbone. In the early days of the Internet, hundreds of businesses
emerged predicated on various business models—some using the Internet as a
retail portal, others using it as a destination or community site, and still others
using it to round out a portfolio of distribution options. While many Internet-
based companies were created without a realistic business proposition and evap-
orated into cyberspace, a handful of businesses like Amazon, e-Bay, and Google
were built that have defined success in the Internet industry. Like other success-
ful pioneers, Jeff Bezos of Amazon, Meg Whitman and Pierre Omidyar of e-Bay,
and Larry Page and Sergey Brin of Google created business models that have
been copied, molded, and adapted by others to varying degrees of success. The
initial shake-out of the industry has run its course, setting the stage for the next
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phase of growth. Almost one hundred years earlier, the “silicon valley of
entrepreneurship” was not in California, but in Battle Creek, Michigan home of
Postum Cereal Company and Kellogg’s. Introduced at the turn of the twentieth
century, Post’s Grape Nuts and Kellogg’s Corn Flakes revolutionized the instant
breakfast cereal industry and sparked a wave of innovation and imitation. By
1902, Battle Creeck was home to more than 35 cereal companies attempting to
tap into the country’s growing desire for greater convenience and service by
introducing their own versions of breakfast cereals made from grapes, wheat,
and even celery.! Although many of these companies did not survive, the ones
that did developed a business model focused on national advertising, expanded
distribution, quality and safety, and competitive pricing.

The airline industry is also emblematic of this process. Entrepreneurship is not a
one-dimensional pursuit; it can take many forms and approaches. Early entrepre-
neurs sought to legitimate the industry through a variety of business models—from
government service for the U.S. Postal Department to agricultural business expan-
sion to passenger service to international diplomacy. In the first part of this book,
we explore the approaches of three entrepreneurs in the early years of the airline
industry who sought to develop a viable business model that would be both sustain-
able and profitable. The three entrepreneurs whose stories we tell in this section
represent three prototypical types of entrepreneurs—foundational entrepreneurs
(Harry Guggenheim) who work to create the institutional structures and founda-
tion for success; frontier entrepreneurs (Juan Trippe) who operate at the edge and set
the pace for what can be and what is possible in a new industry; and fast-follower
entrepreneurs (C. E. Woolman) who quickly capitalize on a budding opportunity.

We begin with the story of Harry Guggenheim who is an exemplar of the
foundational entrepreneur. He worked to create the conditions for the success
of other entrepreneurs in the airline industry by focusing on institutional pol-
icies and securing resources for the new industry. Guggenheim strived to pop-
ularize the notion of safe, passenger air travel decades before it became a viable
business proposition. Through his efforts to fund research on technology and
aircraft safety, Guggenheim was determined to eliminate one of the largest
obstacles to the viability of the uncertain airline industry—consumer fear.

Unlike many other entrepreneurs, Guggenheim wanted to share ideas, technol-
ogy, and approaches across competitors—both aircraft producers and the eatly air-
line companies. He believed that the sharing of best practices would speed the
process of building legitimacy for the aitline industry and would ultimately acceler-
ate the pace of consumer acceptance. His efforts to build a community of research
helped to begin this process, but in many ways, he was well ahead of his time.
Passenger travel would not be economically viable until after World War IT when
investments in technology (spurred by the productivity increases for the war effort)
resulted in the development of safe and cost effective means of air travel. Guggenheim
is not unlike many early pioneers in an industry who helped to create the stage for
success without necessarily directly benefitting from their work.

In contrast, Juan Trippe, the founder of Pan American World Airways,
worked throughout his career to create, protect, and defend a government-
supported monopoly on international air travel for decades. During his early
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years, Trippe consistently operated at the edges of the frontier, which initially
brought mixed results. His first of several efforts to build a domestic airline
system by securing point-to-point contracts for airmail resulted in failures. He
was initially so enamored by new technology possibilities and rapid expansion
opportunities that he overextended his airline’s financial resources. Though he
failed to build a domestic airline, Trippe learned two very important lessons—
the ability to strike first and the significance of lobbying efforts. Locked out of
the domestic market by others, Trippe lobbied hard for the first international
airmail contract. After winning the airmail contract from Key West, Florida to
Havana, Cuba in 1927, Trippe pursued a path toward monopolization by
swiftly and deftly securing landing rights to several Latin and South American
destinations. He moved quicker than anyone else and simultaneously main-
tained a steady stream of lobbying in Washington, D.C. to secure his domi-
nance, playing into the country’s desire to maintain a strong and decisive
influence in the Western Hemisphere.

Trippe was so successful in creating an international airline that Pan American
was considered a form of American diplomacy throughout the world for almost
four decades, but he was, perhaps, too successful. Trippe was so focused on the
protection of his quasi-monopoly that he failed to adequately recognize and pre-
pare for the changes in the contextual landscape. As his dominance of interna-
tional travel was challenged by others, Trippe and Pan Am were unable to
respond appropriately and the company eventually ceased to exist. We will fol-
low the success and ultimate demise of Pan Am throughout the book.

While Guggenheim sought to popularize the notion of air travel for the
public and Trippe created a dominant presence in the international arena,
C. E. Woolman looked for an opportunity to create another business model
within the airline industry. Like almost all industries, there were countless
opportunities and vast untapped potential in the early phase of the airline
industry. Combining his background in agricultural management with his fas-
cination with flying, Woolman began Delta Air Lines as a crop dusting busi-
ness in the farming rich area of Southeastern United States and quickly
expanded to regional passenger service from Dallas, Texas, to Atlanta, Georgia.
Starting small and focusing on a relatively underdeveloped industrial sector of
the country, Woolman was not an initial player in what was considered the
only viable means for steady income from flying—domestic airmail. When
government forces created an opening for new airmail routes, Woolman, as a
fast follower, jumped on the opportunity. By the time he secured airmail con-
tracts, Woolman had already built a strong regional passenger business. In
turn, Woolman’s regional business model would be followed and mimicked by
many others (Braniff and Southwest) as they sought to gain a foothold in the
airline industry.

The approaches of Guggenheim, Trippe, and Woolman were just three of
many that were tried by erstwhile aviation enthusiasts. Given the seemingly
limitless potential, there was very little overlap between business models. With
no standard technology, no organized route and safety system, no initial
government influence, and no consumer demand, the opportunities within the
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early airline industry were wide open, if not entirely designed for quick profit-
ability. Entrepreneurs experimented with a variety of business models to find
one that held both promise and potential. As their businesses gained traction
and support, a flood of “me-too” companies were created to ride the band-
wagon, setting the stage for the next evolutionary phase in the industry’s
development. As we will see in Part II, the move from start-up to stability in
the industry, which was championed by early entrepreneurs, was significantly
reinforced through the actions of government.



CHAPTER 1

The Guggenheims: Promoting
Aviation in America

n October 1929 the American press, both large publications and small,
I began to bid farewell to the Daniel Guggenheim Fund for the Promotion

of Aeronautics, which had just made an announcement that it would soon
cease the operations it had inaugurated three years earlier. The New York Times
began its tribute by proclaiming that aviation itself had become “the flourish-
ing protégé of Harry F. Guggenheim and his associates.”! In a November edi-
torial from the lay Catholic magazine Commonweal titled “Aviation Is Weaned,”
the Fund was lauded for having helped “American aviation off to the flying
start it should properly have.”> This was no mean feat. In essence, after having
distributed approximately $4,000,000 during the previous five years, Daniel
and Harry Guggenheim had provided the timely financing and the vision nec-
essary to revive the moribund American aeronautics industry. Certainly, the
Guggenheim organization was not the only entity to set its sights on improving
American aviation—especially commercial and passenger aviation—in the sec-
ond half of the 1920s. Nonetheless, Commonweal explained, “in any discussion
of airways progress in the United States, the work of the Guggenheims is the
obvious thing to start with”; its achievements were so impressive, the editorial
continued, that it “is more likely that the importance of the Fund will be over-
estimated than underestimated.”?

The editors of Commonweal were half right. The contributions to American
aviation made by the Guggenheim fund—financed by Daniel Guggenheim and
guided by his son Harry—were breathtaking in scope. Their money provided
crucial support and direction to the theoretical, practical, and public-relations
problems facing commercial aviation in the United States. With remarkable
vision and leadership, Harry Frank Guggenheim practically took it upon himself
to integrate aviation (and the efficiencies and new markets it promised) firmly
into the American economic system by attacking a fundamental problem: the
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real and perceived dangers of mechanized flight. More than anyone of his time,
he recognized the twofold challenges posed by airplane safety. In “Creating Air-
Wisdom in the Public,” he wrote that those “who are deeply interested in the
progress of aviation find themselves concerned with two things[:] the constant
improvement and perfection of the airplane and its facilities for navigation; and
the public knowledge of these developments.™

But, as of 2009, Harry Guggenheim is hardly a household name associated
with aviation in America. Even a recently published Smithsonian guide to the
history of aviation has left Guggenheim out of its index. Interestingly, many
important names in aviation history that were closely associated with Guggenheim
do make an appearance in the guide, including Commander Richard Byrd and
especially Charles Lindbergh. James Doolittle, the daring navy pilot, is remem-
bered for breaking speed records in the 1920s as well as a harrowing bombing
raid over Tokyo in 1942; nonetheless, his role in successfully flying and landing
the firstairplane in zero visibility—a project sponsored by the Daniel Guggenheim
Fund for the Promotion of Aeronautics—is left unmentioned. And even President
Herbert Hoover, who very publicly endorsed Harry Guggenheim’s Fund as
Secretary of Commerce and who announced Guggenheim’s appointment as
ambassador to Cuba in 1929, is mentioned only briefly for his efforts to improve
aviation that went back to the early 1920s—efforts that anticipated Guggenheim’s
work in the second half of the decade.’

Why have the Guggenheims remained obscure in America’s aviation history?
Most aviation literature has been attracted to the spectacular developments of
airplanes rather than the relatively more mundane task of how the complex sci-
entific and economic problems of the aviation industry have been solved.
According to historian Dominick A. Pisano, histories of aviation are “infused
with enthusiasms of all kinds, but especially for the artifact [i.e., the airplane and
its wondrous capabilities] over other important considerations.” In addition,
Guggenheim was not a leader who sought publicity for himself. Although he was
not afraid of the limelight, Guggenheim stepped into its glare mainly as a spokes-
man for American aviation and attempted to share that limelight with colleagues
whenever he could. Asan advocate and spokesperson for the industry, Guggenheim
argued that an airplane’s unique ability to overcome geographic barriers could
promise much more: it offered “the opportunity for intimate contact and better
understanding that points the way to a world empire not based on the ephemeral
military supremacy of a Rome, but through the real civilization of mankind.””
Guggenheim’s efforts are characteristic of entrepreneurs who establish new foun-
dations. Before many others, Guggenheim saw the airplane as a vehicle for facil-
itating broad global understanding, diplomacy, and commerce. He had a rare
ability to see a future vision of the airline industry in America.

Early Aviation Industry in America

Many American commentators in the 1920s remarked with great disappoint-
ment that although the United States could boast of having been the birthplace
of mechanized, heavier-than-air flying machines, aviation in America lagged
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far behind Europe. This disparity had occurred despite the fact that, as reported
by the Department of Commerce, the United States—with its huge popula-
tion, landmass, and economy undivided by the many national borders that
honeycombed Europe—was the ideal venue for the growth of commercial avi-
ation.® The obstacles restricting the progress of American aviation were com-
plex and had long histories. Although Wilbur and Orville Wright had catapulted
America to its position as the premier aviation country in the world, which a
stunned international audience witnessed during the Wrights’ 1908 demon-
stration flight in France, the Wrights would, ironically, condemn the United
States to aviation mediocrity in the 15 years that ensued. The Wrights™ slow
and meticulous methods—which were insulated from the world while they
were making five-years’ worth of improvements in their Ohio workshop after
their success in Kitty Hawk in 1903—were poorly adapted to the more frenetic
pace of technological change spurred by competitors and imitators from all
over the world. Instead of innovating and improving on their original inven-
tion, the Wrights spent many years attempting to protect their design from
competitors, abroad and at home, by claiming that other airplane manufactur-
ers had infringed on their patents.’

Some of their fiercest American competitors, most notably the famous avia-
tor Glenn Curtiss, were much more consumer-oriented than the Wrights and
focused on making technical and design modifications to airplanes that
appealed to the small but growing number of Americans interested in flying
their own planes.!” The many patent lawsuits initiated by the Wrights against
Curtiss thwarted this promising competitor who often responded by making
minor modifications to his airplane design. This, of course, provoked more
complaints from the Wrights. The small group of Americans with some interest
in aviation in the early 1910s divided into opposing Wright and Curtiss camps
and thus missed their opportunity at becoming a fraternity whose main inter-
est would be the growth of the entire industry. Henry Ford actually instructed
his own lawyers to help Curtiss in what Flight magazine called the “aviation
war.” Ford argued that patents “don’t...stimulate invention...but they do
exploit the consumer and place a heavy burden on productive industry.”!! This
legacy of distrust characterized the U.S. aviation industry for years to come.
The Wrights remained competitors in the courts (instead of in their workshop)
until Orville became exhausted with the struggle to stem the tide of innova-
tion; Orville Wright sold his company in 1915 (Wilbur had died in 1912).12

Although their litigious nature stalled the development of the airline indus-
try in the United States, the Wrights’ accomplishments in aviation in 1908
helped reenergize the burgeoning aviation industry in Europe. The French
were especially motivated. Their pride in aviation antedated that of the United
States by 125 years when, on November 21, 1783, a balloon designed by Etienne
and Joseph Montgolfiere first lifted two men into the sky without a tether.!?
France’s ability to catch up to the Americans was ably demonstrated as early as
1909 when Louis Bleriot successfully piloted one of the first monoplanes across
the English Channel.' These giant steps forward in aviation coincided with a
growing European arms race that led up to World War I. As one historian has
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Wilbur Wright (left photo) checking biplane. Glenn Curtiss (right) at controls of biplane. (Source: 7he
Harvard-Boston Aviation Meet at Atlantic, September 3 to September 13, 1910, photograph album. Baker
Library Historical Collections, Harvard Business School).

pointed out, an arms race among nations in such close proximity made improve-
ments in aviation not only a military necessity, but also a point of national
pride. In general, the European public shared the enthusiasm of their generals
who understood that aviation had great military potential.”®

Harry Guggenheim saw these contrasting transatlantic trends in aviation
first hand. As a young man, Harry decided to join the war effort as an aviator.
He did this as a pilot flying for the U.S. Navy’s Northern Bombing Group in
the Camproni, a heavy bomber made in Italy. Indeed, Harry was far more
likely to fly planes made by European manufacturers than by American com-
panies. Famous American aviators flew the French Nieuport and SPAD or the
British SE.5a, built by the Royal Aircraft Factory.!®

Even though the U.S. government had pledged to fill the European sky with
American aircraft after declaring war on Germany in April 1917, U.S. aircraft
manufacturing at this time was an almost unmitigated flop. By the end of the
war, the United States had supplied only 2.5 percent of all the planes manufac-
tured for the war effort.”” At least, the declaration of war had motivated rival
aircraft companies to agree to cooperate to some degree. Instead of fighting
over patent rights, patents were shared and manufacturers paid a fee to use par-
ticular patented designs. But there were other problems facing the growth of
airplane production.

Many naive manufacturers—jumping blindly into the aviation field as Congress
was allotting hundreds of millions of dollars for airplane manufacturing—thought
that the methods used for making cars could be replicated for airplanes.
Unfortunately, the largely unskilled labor pool that enabled the huge growth in
automobile manufacturing could not be tapped for the war effort. Because air-
planes of the day were so fragile and unstandardized, laborers had to work to the
level of highly skilled artisans. The government further complicated this situation
by often changing the specifications of airplanes. Meanwhile, the steady gains in
airplane design made by European manufacturers meant that even when an
American design actually was completed on the factory floor, those airplanes
were often obsolete when they were introduced to the battlefield. Immediately
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following the war, the glut in military surplus aircraft in the United States under-
cut the efforts of manufacturers to transition from wartime to peacetime require-
ments. The only clear advance made in U.S. aircraft production during the war
was the development of the Liberty engine, a reliable machine capable of produc-
ing 400 horsepower.'8

Officials from the U.S. government became alarmed by the aviation strides
made in Europe that had been facilitated by European governments’ willing-
ness to subsidize their fledging aeronautics industry—from manufacturing
firms to airline companies. Americans were not willing to follow the European
example, but they did see a role for government to help regulate this untamed
industry. This approach was shaped largely by President Warren G. Harding’s
young Secretary of Commerce, Herbert Hoover, who joined the administration
in 1921. Hoover had gained a sterling reputation for his brilliant direction of
the effort to distribute food all over war-ravaged Europe in the immediate
aftermath of World War I. The Guggenheim family admired Hoover’s abilities
and asked him to become a senior partner of their hugely successful mining
business with an annual salary of $500,000. After thinking it over for a week,
Hoover turned down the offer in favor of joining the government."”

U.S. Government'’s Role in Early Aviation Industry

Upon Hoover’s entrance into Harding’s cabinet, commercial aviation in the
United States was largely under the regulatory aegis of the Department of
Commerce (although airmail was directed by the post office). Widely cele-
brated by the American press in the 1920s, Hoover was the embodiment of the
can-do technocrat who had deep faith that American business would develop
other can-do technocrats who shared his vision and his ability to run business
at maximum efficiency for the good of the whole population. Hoover hoped to
shape American commerce through his vision of the “associative state” in which
the government would offer anything but direct monetary assistance to any
given segment of business or industry. In the case of the civil aviation industry,
Hoover hoped to spur growth through sharing technical and economic research
to improve the management of airlines. In addition, Hoover’s Department of
Commerce tried to shift public perception about airplanes, which was seen as
the domain of daredevil “barnstormers:” a group of predominantly ex-military
pilots who eked out a living going town-to-town performing stunts and offer-
ing rides for the stout-hearted. Instead, Hoover hoped to rescue the reputation
of mechanized flight in America by convincing the public that aviation could
play a positive role in the economy by raising profits through increased effi-
ciencies in transportation.?’

Unfortunately for Hoover, the aviation industry lacked any vibrant voluntary
trade association on which the “associative state” depended. Ideally, these trade
associations would perform essential functions such as setting voluntary industry
safety standards for workers and consumers. But, in the early 1920s, American
aviation was still in disarray with no central strategy or direction emanating from
either government or industry. Stunts and accidents still dominated the headlines,
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relegating aviation to the backwaters of the American economic landscape. During
this time, even the famous American humorist Roy Rogers recognized that avia-
tion was better at getting laughs than gaining profits, an observation that turned
into a grim joke: “Five people killed in a plane yesterday and it is headlined to-day
in every paper. Saturday in Los Angeles at one grade crossing seven were killed
and six wounded and the papers didn’t even publish the names. It looks like the
only way you can get any publicity on your death is to be killed in a plane. It’s no
novelty to be killed in an auto any more.”?!

It was at this moment that Harry Guggenheim entered the frayed economic
and cultural nexus of American commercial aviation. For Harry Guggenheim,
as well as his father Daniel, it was also a time of transition for their family. Just
a few years earlier, Daniel Guggenheim prepared for his retirement by success-
fully selling the family’s Chilean mining business for the sum of $70,000,000
(approximately $707 million in 2000).?
ness for a few years: from 1908 to 1910 at American Smelting and Refining

Harry had worked at the family busi-

Works in Aguascalientes, Mexico and later as a partner from 1916 to 1923 of
the Guggenheim Brothers firm. In between, he earned B.A. degrees in political
science and economics at Cambridge University in England studying under
none other than John Maynard Keynes. (He later earned an M.A. at Cambridge
in 1918.) In 1924, Daniel Guggenheim’s wealth and long-held interest in phi-
lanthropy was channeled into the Daniel and Florence Guggenheim Foundation

whose broad mandate was to promote “the well-being of mankind throughout
the world.”*?

Guggenheim School of Aeronautics

A few months after the foundation was created, Harry Guggenheim was asked
by the chancellor of New York University (NYU) to join a committee with five
other men whose mandate was to start a campaign to raise $500,000 to estab-
lish a school of aeronautical engineering. Harry Guggenheim responded to the
chancellor’s invitation as a welcome opportunity to follow his father’s footsteps
in philanthropy and to cultivate further their shared interest in the future of
aviation. As early as 1918, Daniel Guggenheim expressed this faith in a letter
to his son in this comment about World War I: “I wonder whether you think as
much of the aeroplane as bringing the war to a final end as I do?”?* At first, the
six-man committee favored soliciting the public at large for funds. But Harry
Guggenheim was keenly aware of public sentiment, which was hardly enthusi-
astic about the prospects of aviation in mid-1925. Instead, Harry proposed that
the chancellor write a letter describing the merits of NYU’s proposed aeronau-
tics school for individual donors; furthermore, he volunteered to deliver the
letter himself to his father and uncles first. After Daniel Guggenheim read the
letter, he responded: “Don’t show this letter to your uncles, Harry. I will do it
myself. I have given all my life to work underground; now let me see what I can
do to help above ground.”” On June 15, a public announcement was made con-
cerning a $500,000 grant to NYU given by Daniel Guggenheim. Approximately
half of the grant was allocated to buying scientific materials—including a wind



Daniel Guggenheim breaking ground for the N.Y.U. School of Aeronautics. (Source: Bettmann/
CORBIS).
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tunnel—and the other half was used to establish three chairs in aeronautics,
along with some lab assistants.

In the immediate aftermath of the Great War, most military officers favored
naval over aerial defenses because airplanes had not proven to be decisive in the
war’s outcome.?® General William “Billy” Mitchell, along with allies like Pan
American’s founder General “Hap” Arnold, had vociferously defended the
potential of aviation and advocated uniting the military’s air forces under one
command (instead of being divided between the army and the navy). Eventually,
Mitchell’s impatience with the future of aviation being hampered by people
who had little or no personal experience with airplanes moved him, by at least
1925, to become a vociferous advocate of “a unified department of aeronautics”
that would regulate both military and civilian aircraft.?” In that year, Mitchell
took every opportunity to dominate the headlines by attacking what he saw as
the malfeasance of the air divisions of the army and navy.?8

In response to Mitchell’s attacks, President Calvin Coolidge organized a spe-
cial commission on aviation directed by Dwight Morrow, an old college friend
of Coolidge’s and a partner of J. P. Morgan since 1914. In November, Morrow’s
committee submitted a report to the president recommending that the Depart-
ment of Commerce set up a Bureau of Aeronautics whose role would be mainly
to bring some order to the chaos of American aviation. It would “regulate civil
air navigation.. ., license pilots and inspect aircraft, maintain air routes and air
navigation facilities, regulate international civil aviation as it affected the United
States, and encourage and promote the growth of civil air transport service.”
Most of these recommendations were integrated into the Air Commerce Act,
which was passed into law on May 20, 1926. In addition, throwing a sop to the
supporters of Mitchell’s efforts to reform military aviation, the Morrow com-
mission recommended that the role of airplanes be strengthened in the military
through a new post of “assistant secretary for aeronautics” that would be added
to the commerce, navy, and war departments.?’

For those who believed that the genius of the American economic prosperity
and even its cultural vitality lay in the ability of private individuals and indus-
try to exercise a great deal of autonomy and freedom (especially compared to
the European economic model), the United States had certainly dodged a bul-
let. Although the Air Commerce Act of 1926 succeeded in bringing some order
to the world of American aviation, the Coolidge administration could not have
acted much more aggressively to rescue civil aviation without discrediting the
very “associative state” model that it had long promoted and more recently
defended against critics such as Mitchell.

Establishment of the Guggenheim Fund for the
Promotion of Aeronautics

As the Mitchell controversy crested in the fall of 1925, Harry Guggenheim
continued to explore ways to advance the aeronautics industry in the United
States. A friend who worked in public relations, Ivy Lee, suggested to Harry
that he start a “fund for the promotion of aeronautics.” Finding this suggestion
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intriguing, Harry sought the input of many friends and colleagues who con-
curred that this initiative had promise. Soon afterward, Harry asked the coun-
sel of none other than Orville Wright who also supported the idea. With Orville
Wright’s support, Harry found no difficulty in getting his father to promise
$2,500,000 for a fund with a very broad mandate in the field of aviation: “to
sponsor education, research and development, and aviation promotion via pub-
lications, brochures, and publicity demonstrations of safe flying.”?°

Daniel Guggenheim, whose age and frail heart forced him to take a back seat
to his son in matters of the day-to-day planning and operations of the Fund, still
provided far-sighted counsel. Sensitive to the controversies surrounding aviation
brought about by Mitchell’s public diatribes, Daniel Guggenheim argued that
further political storms could be provoked by Harry’s initiatives: “To be of any
value,” the elder Guggenheim counseled his son, “our Fund must be tendered to
the government. With all the hue and cry that’s going on, we’d better make cer-
tain that the government will acceptit.”*' As might be expected, the Guggenheims
enjoyed close connections with the power elite, including Dwight Morrow, who
had just finished his appointment by President Coolidge as chairman of the
commission that made recommendations to the president concerning aviation
in the wake of the Mitchell controversy.>

Morrow arranged for Harry Guggenheim to have an audience with the pres-
ident. After a quickly arranged lunch meeting with Guggenheim, Coolidge
nodded his approval of the Fund’s proposed activities.®> With this taciturn
blessing from the White House, Guggenheim soon afterward gathered an
impeccably credentialed board of directors that included stars from science,
finance, and aviation to help him to direct the Fund.?* On January 16, 1926,
the Guggenheim Fund officially began with a letter to Secretary of Commerce
Hoover announcing its intention to “further the application of aircraft in busi-
ness, industry, and other economic and social activities of the nation.”®

The problems and possibilities confronting aviation at the time were many,
and Harry Guggenheim responded with a commensurately broad agenda.
There were tentative plans to fund research in the development of “helicopters,
radio direction finders and aerodynamics.” Harry also proposed the idea to
sponsor a competition that would offer a large grand prize for a commercial
plane that could make marked improvements in “safety and stability,
and...improved engine design.” Another important task would be a public
education program that attempted to balance what Harry Guggenheim took to
be the lopsided negative depiction of aviation in the popular press.*® The first
undertakings the Guggenheims set out for themselves and their fund, however,
were to continue their efforts to increase aeronautics education in the nation’s
universities and to gather the most up-to-date information on aviation in 1926.
To accomplish the latter task, Harry Guggenheim traveled to Europe.

From February to April of 1926, Harry Guggenheim, accompanied by Rear
Admiral Hutchinson I. Cone who had commanded American naval air forces
during World War I, toured Europe to obtain a detailed look at recent strides in
aviation. After the two men had interviewed approximately 100 aviation leaders
from most of Western Europe, Guggenheim reported to the press that Germany,
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England, and France were particularly advanced in the fields of commercial avi-
ation, aviation design, and airplane manufacturing, respectively, and that U.S.
aviation could learn from these examples and catch up within five years.’”
Although “Government subsidies explain Europe’s progress,” Guggenheim pos-
ited, he remained “utterly opposed to subsidies here.” The most the U.S. govern-
ment should do was to establish a bureau that could provide “meteorological
and communications services” for airplanes. Asked about the problem of encour-
aging American funding for an industry that “could not bring profit for a long
period,” Guggenheim expressed no worries. As the New York Times reported,
“he held that the field in this country was so vast and promised such rich returns

when developed that initial losses were justified.”®

Focus on Safety

Guggenheim’s exploration of Europe soon inspired him to unite the Fund’s
myriad efforts behind one overarching theme: safety. Of particular interest to
him was recent research and development that had the potential in the near
term to “reduce aircraft landing speeds and increase airplane stability.” As
Guggenheim Fund historian Richard P. Hallion has explained, technical prob-
lems that dogged airplanes in the 1920s were largely derived from engine fail-
ure and high stall speeds.’” The first problem would be largely solved by
encouraging the further improvement of the trimotor airplane that could, in
times of crisis, stay aloft for a while even if two of its three engines broke
down.** During landing, high stall speeds (the speed at which an engine would
stop running) also caused crashes for airplanes that were forced to land in rel-
atively small areas, such as a farmer’s field. These high landing speeds also
required airports to be equipped with long runways, thus increasing the initial
expenses for municipalities that might be interested in encouraging aviation.
Although these problems were difficult to surmount, the European advances
in aeronautical research convinced Guggenheim that marked improvements in
airplane safety could be made in the next few years. By June 2, 1926, Guggenheim
had convinced the board of his acronautics Fund that the organization should
“adopt as its primary policy ‘the Promotion of Safety in Aviation’ and that it
concentrate its efforts towards every practicable means to accomplish this pur-
pose.” That same day, the board approved Guggenheim’s suggestion that the
Fund sponsor an international “safe plane” competition with $150,000 to
$200,000 in total prize money.*! Although the Fund did not officially announce
the rules and dates of the competition until almost a year later, the New York
Times reported on the plans for such a competition, noting: “Daniel Guggenheim
Says Efforts Will Centre on Safety at First, to End Fears of Flying.”*? With char-
acteristic candor and an ability to make complex subjects understandable to the
American public, Guggenheim explained the problems confronting aviation:

Today, when the speed of the conventional airplane is reduced below its so-called
“stalling speed,” it ceases to function like an airplane. If the airplane is flying at
sufficient altitude and is aerodynamically well constructed, the pilot may recover
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from the “stall” and regain control. However, should the stall occur in leaving
the ground, the cause of a great number of accidents, a crash is inevitable.*?

With much less fanfare, Guggenheim ended the article by enumerating the
Fund’s related safety goals that would not be addressed in the competition. In
smaller type toward the bottom of the article the reader learned that Guggenheim
also sought to perfect “radio or other aids to navigation and the control for fog
flying.”** Although Guggenheim displayed courage by mentioning fog as a
problem yet to be surmounted, the poor quality of navigational instruments
made fog, at least in 1926, a seemingly insurmountable problem. Navigation
technology of the day was so bad that student pilots were often told by their
instructors not to trust their instruments; to compensate, pilots found their
way by “contact flying,” which meant that the pilot, if he wanted to be safe,
had to always fly with the ground below him in sight.®®

More than anything in 1926, American aviation needed some large doses of
positive publicity. Guggenheim had this in mind from the inception of the
Fund and was keen to take advantage of the opportunities to dramatize the
potential of airplanes, especially through well-publicized tours of commercial
airplanes across the country. Previously, Henry Ford’s son Edsel had envisioned
something similar in sponsoring the Ford “reliability” air tours, which were
inaugurated in September 1925. At the same time Ford was promoting reliabil-
ity, many brave aviators were planning attempts to cross the Atlantic, all of
which failed, some of them fatally, until the successful flight of Charles
Lindbergh in 1927.4¢ Guggenheim was very careful not to associate himself
with any transatlantic flights because the risk of gaining terrible publicity for
aviation in a failed attempt far outweighed the potential for closely associating
the Guggenheim name with spectacular success.

A far safer strategy to follow would be to link the Guggenheim Fund with
daring (but not foolhardy) flights only after they had been accomplished. That
opportunity came in May 1926 when Commander Richard Byrd, aided by
pilot Floyd Bennett, crossed the North Pole in a Fokker trimotor. Immediately
after his success, Guggenheim cabled his congratulations in a message that was
reported in the New York Times: “Your courage in face of tremendous handi-
caps is an inspiration to all interested in development of commercial aviation.
You have demonstrated to the world the increasing dependability of modern
aircraft.”™” Guggenheim quickly followed this message with an offer to cospon-
sor, along with the Department of Commerce, an aviation tour of Byrd’s air-
plane over the entire United States.*® From October 8 through November 24,
Byrd’s pilot Floyd Bennett flew over America on a trip that totaled 8,800 miles,
introducing the Fokker trimotor to 35 cities with crowds averaging 12,000 in
number, which in itself was another notable achievement for aviation.

Certainly, this feat could have stood for many things other than the poten-
tial for commercial aviation, as Guggenheim had claimed in his telegram; it
could have as easily symbolized the daring of American explorers or the contin-
uing progress of man’s domination of the elements. But it was through the
well-publicized cheerleading of a legendary explorer and his airplane that
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Guggenheim began to carve out his own special niche in America’s aviation
landscape in the 1920s: he vied to become the interpreter of aviation’s accom-
plishments to the American public. Indeed, the New York Times conceded as
much by liberally quoting Guggenheim in their article covering the end of
Byrd and Bennett’s tour. Byrd’s accomplishments, according to Guggenheim,
were “a remarkable demonstration of the advances already made in aviation
that the same plane which carried Commander Byrd and Pilot Bennett over the
North Pole is able to complete a swing around the country with no more diffi-
culty than would be found in a motor trip over present day good roads.”

Five months later, the Guggenheim Fund found its way into the nation’s
newspapers again with the official opening of its “safe aircraft competition.”
On April 29, 1927, Harry Guggenheim spoke before the Yale Club of New York
to announce the criteria of the contest, which would require improvements in
the stability of airplanes during flight as well as shorter take-off and landing
requirements.’® To date, this was the most visible effort of Guggenheim to
inspire wholesale change in the manufacturing of airplanes in America. To
effect this change, he pointed to both carrots and sticks. On one hand, the
Fund offered not only more than $100,000 to the winner of the competition,
but also great publicity on a national stage. On the other hand, Guggenheim
lamented a recent tragedy in which two American aviators preparing for a New
York to Paris journey perished in their “overloaded trimotor biplane.” As one
historian has remarked, “Guggenheim referred to the deaths on April 26 of
Lt. Comdr. Noel Davis and Lt. Stanton Wooster as a demonstrable justifica-
tion for the safety competition.””!

Building on the momentum of this contest initiative, Guggenheim soon after-
ward refined his argument concerning the relationship between safety and com-
mercial aviation. In “Safety in the Air,” Guggenheim made his first appearance
as an author in a major American publication: the June 25, 1927 edition of the
Saturday Evening Post. He repeated an assertion that had been made in previous
interviews that aviation accidents drew an inordinate amount of attention from
the press.’> These sensational headlines monopolized the public’s attention
because of problems inherited from World War I as well as present-day shortcom-
ings of the leaders in the aviation industry. War had doomed the improvement of
airplane safety because “the aim of war is to win, and in order to win men must
take maximum risks. Safety was necessarily sacrificed to performance. And since
war knows no economic law,” Guggenheim opined, “the cost of a plane didn’t
matter, if it could travel faster and maneuver better than a plane built at less
expense.””® Robust commercial aviation, one might then reason, could also be a
cause of (rather than just resulting from) better safety standards.

Immediately following the war, according to Guggenheim, American air-
craft manufacturers then dodged the obvious problem of flying safety to the
detriment of the whole airplane industry:

Having tabooed the subject of safety, the professional whose aim it is to create a
public demand for commercial aviation is caught up in a vicious circle of record
making. In the hope of overcoming prejudice against the airplane which results
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from the numerous crashes of flyers, he must set its goal even further beyond the
known safety limit and take greater chances. Every commercial manufacturer,
designer, and pilot knows that disaster is almost a mathematical certainty under
this procedure.’*

In this very straightforward and public assault on the problem of safety,
Guggenheim was obviously positing himself and his Fund as pointing to a very
different way to preserve and grow aviation in America. These words would be
followed by deeds, Guggenheim concluded: “I express the opinion...after
most careful study of aviation in both this country and abroad, that we shall
have airplanes that will fulfill the seemingly difficult conditions of the [safe
aircraft] competition within the next few years.””> Although Guggenheim was
making a careful and skillful effort to become the leader of American aviation
in the spring of 1927, something unexpected happened to force Guggenheim to
opt for a strong supporting role instead.

Association with Charles Lindbergh

Charles Lindbergh’s now-fabled flight of May 20, 1927 raised the young flier to
the level of international superstardom.’® The transatlantic crossing made his
face the indisputable symbol of the promise of American aviation in the 1920s.
The New York Times followed his every move in Europe and then back on his
return trip to America. Eventually, Lindbergh penned his own series of articles
for the nation’s newspaper of record under the title, “Lindbergh on Flying.”””
Reeling from the adulation he received upon returning to America in June,
Lindbergh found some help after visiting with President Coolidge. The presi-
dent’s advisor on aviation, Morrow, contacted Harry Guggenheim to see if he
might be able to offer Lindbergh a refuge from the tumult. Harry was, of course,
delighted to welcome the aviator to his home on Long Island, Falaise.>®

This meeting with Lindbergh offered Guggenheim a splendid opportunity to
begin another aviation tour that certainly dwarfed Byrd’s in terms of the interest
it generated in the public. As the Washington Post reported, Lindbergh’s tour,
which began on July 20, brought the aviator to 82 cities across America on a
22,000 mile tour of the country with an estimated 30,000,000 people coming
to see the Spirit of St. Louis up close or in the air. Gratifyingly for Guggenheim,
the Post also made special note of Lindbergh’s remarkable punctuality:

The hero of the New York-Paris flight of last May, journeying over the country
under the auspices of the Guggenheim Fund for the Promotion of Aeronautics,
has made a flight as safe and sane as his Atlantic adventure was audacious, and
his plane has winged its way from city to city with a punctuality that rivaled the
record of the best of fast trains.>

The Post used Lindbergh’s flight as an example of the potential of airplanes to
assume their rightful position in the American economy by, the article implies,
replacing the train as the primary mode of long-distance transportation in the
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Colonel Lindbergh (left) and Harry Guggenheim. (Source: Bettmann/CORBIS).

not-too-distant future, just as Guggenheim himself might have argued. Indeed,
the Post’s interpretation of the meaning of the Lindbergh flight for the future of
American aviation may have been directly influenced by Guggenheim himself.
Although Lindbergh became the face of American aviation in the summer
and fall of 1927, Guggenheim attempted to profit from the young aviator’s
celebrity by interpreting the meaning of Lindbergh (or, more precisely,
Lindbergh’s transatlantic flight) to the American public. Featured on the cover
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of July 15th edition of Forbes, Guggenheim’s article “What Must Be Done to
Make Commercial Flying Safe” began with this analysis:

The millions of Americans and Europeans who first followed the intrepid
Lindbergh in their hopes and prayers and then joined in the world’s acclaim, are
now passing from the personal and heroic element of the imperishable flight to
some of the technical aviation problems involved, in a desire to understand them.
They are beginning to wonder if the flight is really going to play a part in their
own lives. “Do you think I will ever fly to Europe?” is asked of me now with per-
sistence and real interest.

The rest of the article then tries to answer “yes” to the open question of the
possibility of flight for the general public by showing that Lindbergh’s amazing
oceanic crossing was much more difficult than it had to be. To finish a nonstop
flight across the Atlantic, Lindbergh eliminated a variety of options that would
have made the trip far less dramatic. He could have stopped at Iceland or
Greenland on his way, thus lessening the weight of the Spirit of St. Louis that
was overloaded with fuel and permitting him to include things like a wind-
shield and radio equipment. This may have also opened enough space for an
extra pilot who could have relieved him from his arduous 33 consecutive flying
hours. In addition, the infrastructure of aviation could be easily improved with
current technology, providing pilots with aids in navigation and weather
reporting. With this knowledge, the real lesson of Lindbergh’s triumph was the
probability of making available long-distance flight to the public in the near
term.®! Finally, in publishing this article in America’s leading business maga-
zine, Guggenheim effectively created a challenge for himself to realize at least
some of his visions for aviation’s future by risking his reputation in full view of
his peers in the business community. Guggenheim’s efforts to associate his
Fund with high profile celebrities like Lindbergh and Byrd are indicative of
many successful entrepreneurs who rely on external or environmental factors to
publicize their ideas or new product offerings.

Guggenheim was so conscious of protecting the forward momentum of the
Fund’s safety theme that in September 1927 he demanded that the U.S. gov-
ernment place a curb on stunt flying. The Washington Post reported:
“Guggenheim said he did not believe that all prize offers should be banned but
rather be given for the development of better equipment than for spectacular
achievement in existing planes.”® This initiative was not pursued with much
vigor by Guggenheim who seems to have uncharacteristically misjudged his
ability to put a limit on the conduct of individual Americans who might exer-
cise the right to put their own lives in danger. Fortunately, he soon redirected
his attention to endeavors that would, instead, further increase the confidence
of future aviation investors and passengers.

Early Support for Passenger Traffic

Indeed, for the next year or so Guggenheim put aside his public-relations pen
for the most part and focused on promoting some more tangible improvements
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that could benefit commercial aviation through a focus on safety and reliability.
A major initiative that explicitly combined technical and commercial interests
of the Fund was the establishment of a “Model Air Line.” The idea for a model
airline was actually promoted most vigorously by Harry Guggenheim’s father.
While Harry may have thought that the Guggenheim Fund was to prepare the
way for greater passenger traffic on commercial airlines, Daniel Guggenheim
was impatient to do something tangible to create an actual airline industry. In
response to his father’s demands, Harry Guggenheim successfully summoned
top executives from many of the nation’s largest airmail carriers to meet him in
New York on May 27, 1927.°> Harry informed them that the Fund would subsi-
dize the purchase of some of the best airplanes available for an airline that would
focus on a passenger-only service. In addition, the Fund would promote some of
the latest research in aviation-related technologies by supporting one or more
passenger-only “routes with radio communications and meteorological services
approved by the Department of Commerce’s Aeronautics Branch.”

Harry Guggenheim was disappointed to learn that all “of the big shots of the
air mail in that stage of development threw cold water on the idea of flying pas-
sengers,” believing that airlines were doomed without a government contract of
some sort. The general reluctance of the executives to explore the possibilities of
passenger-only airlines were all the more remarkable seeing that their meeting
with Guggenheim took place less than a week after Lindbergh’s triumph.®4

One of the two executives who did express interest in the project, Harris
M. Hanshue from Western Air Express (WAE), was awarded a generous loan of
$180,000 from the Fund on September 15, 1927. WAE was already providing
profitable airmail and passenger service between Los Angeles and Salt Lake
City. Guggenheim was impressed with Hanshue’s record as president of WAE
and was happy to find a kindred spirit who believed that the airline industry
depended on attracting passengers rather than government airmail contracts
for their principal source of revenue. In addition to Hanshue’s competent man-
agement, the “Model Air Line,” whose route would cover the more populous
section of the country between San Francisco and Los Angeles, would be sup-
ported by state-of-the-art meteorology reports (which also demonstrated the
benefits of research spurred by the Fund’s university grants) sent to pilots via
ground to air radio.

With three reliable 12-passenger Fokker trimotors, WAE began its airline ser-
vice on May 26, 1928. Despite the wide variety of climate conditions one might
encounter between dry Los Angeles and foggy San Francisco, weather reporting
stations along the way helped WAE to maintain “99 percent on-schedule reliabil-
ity during the first seven months of accident-free operation,” succeeding in trans-
porting around 3,000 travelers. Although by the time Hanshue paid back the
Fund’s loan in 1929 the airline had not made a profit (in fact, it had been sup-
ported by WAE’s more profitable airmail services), he considered that the reli-
ability and safety demonstrated by the Model Air Line experiment had been a
success.”” The New York Times agreed, pointing to Guggenheim’s support of
WAE as an important means to bridge the gap between Europe and America in

the development of domestic passenger airlines.®
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Nine months after the Fund had begun its “Model Air Line,” Harry
Guggenheim took aim at the most daunting technical challenge facing aviation
at the time: blind flight. In a press release on June 22, 1928, the Fund announced
that it would “transfer its emphasis from the work of assisting commercial avi-
ation and stimulating public interest in its development, to the consideration of
fundamental aeronautical problems,” especially “meteorology and the problem
of fog-flying.”®” Traveling in fog in the mid-1920s, as Guggenheim quoted
Lindbergh in a subsequent publication, was not necessarily dangerous for the
experienced pilot. The rule was simple: “Do not attempt to fly through fog.
Turn back or land before it is too late.”®® While this could save a life, it would
kill any prospect for aviation to be used as a reliable means of transportation.
For those pilots foolhardy enough to venture into a fog and trust their instincts
alone, accidents and deaths often resulted. To address this problem, Guggenheim
announced in August 1928 that the Fund would soon start a “Full Flight
Laboratory.” This lab was located at Mitchell Field on Long Island. There,
navy pilot Lieutenant James Doolittle was put in charge of running the entire
project. Doolittle’s reputation helped to bring some of the most accomplished
people in aviation to Long Island, including Paul Kollsman, an engineer from
Germany who made crucial improvements to altimeter technology.®’

Starting in late 1928, Guggenheim increased his public visibility through
speeches as well as publications—from the uplifting, “Giving Wings to the
World,” published in the popular children’s magazine St. Nicholas, to “Making
Flying Safe,” which appeared in one of the last issues of an august journal dat-
ing from the early nineteenth century, Forum.”® In the October 1929 edition of
the Harvard Business Review (HBR), Guggenheim wrote a long piece called
“Aviation—Progress in Safety.” The recent successes of the Fund had only
encouraged Guggenheim’s optimism, which moved him to claim in the open-
ing paragraph of the HBR article that his eventual goal was to increase the
7,000 or so private planes in the United States to a number approaching that of
private automobiles—which was 24,000,000. “That was the purpose,”
Guggenheim explained, “behind the international Safe Aircraft Competition,”
which would provide the public a clear demonstration that “airplanes are inher-
ently no more dangerous than steamships or railroads.””! After listing the cur-
rent practical efforts to reduce the risks of airplane stalls, Guggenheim
was proud to announce that the Fund had also just overcome the most daunt-
ing problem in aviation: “On September 24, at Mitchell Field, Lieutenant
James H. Doolittle. .. took off, flying completely blind in a covered cockpit,
flew away from the field and returned to a given spot and made a landing.”

The lesson to readers of the HBR was clear: manufacturing expertise, business
skills, and funding were the only things now needed to make commercial flying
a reality. Fulfilling these needs for commercial aviation would require broad pri-
vate and pubic support, but that was only a matter of will—not of capability:

In other words, with the commercial manufacture of these instruments, the
necessary equipment for fog flying will be neither expensive nor complicated,
but of such a nature that it is readily available to the average pilot, and easily
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comprehended. The commercial practicality of the development is, therefore,
assured from the start....The application of [fog flying techniques], however,
and the final perfection of the best equipment for all phases of fog flying will
require time and effort on the part of commercial and military organizations.”?

According to Guggenheim, progress in aviation was a reality, not a dream. It
would not only “make possible a more intimate contact with our Latin American
neighbors with whom our relations have been more limited than they should
have been,” but it would also open vast economic opportunities for places in the
United States and abroad that had lacked access to good railroads or ports.”

In the end, Harry Guggenheim’s greatest achievement lay in his ability to
calm the national mood about aviation and to instill confidence in its future.
Guggenheim’s entrepreneurship was characterized by a combination of inspira-
tion, visionary goals, and cooperation. He advocated for collaborative working
arrangements with leaders in every aspect of aviation—from scientific research-
ers to business leaders to government regulators. Since Guggenheim was more
of a behind the scenes entrepreneur, his tools were cooperative alliances
and partnerships between government and business. He was a skilled public-
relations specialist who selectively used press releases and media coverage to
showcase advances in aviation in an effort to galvanize public and private sup-
port. He essentially became #he ambassador for flight.

Having succeeded in laying the technological and cultural foundation for
safe and reliable passenger flight by 1930, Guggenheim took the next logical
step in his plans. By assuming the role of President Hoover’s ambassador to
Cuba, Guggenheim worked to realize the promise of international peace and
prosperity that he believed would be ushered in by the age of aviation. Cuba
would be the lynchpin in an aviation infrastructure that would greatly increase
economic and social ties between North and South America. In an article writ-
ten for the New York Times in September 1929 (one month before the Great
Crash), Guggenheim shared this vision in an intimate tone with his readers:
“More important than the economic relations of the Americas are our social
relations. If you believe with me in President Hoover’s dictum in his address at
Lima, Peru on his recent visit to South America: ‘It is a benevolent paradox that
to destroy the distance between peoples is to construct friendship between
them, then indeed the airplane will be twice blessed.”7*

Uplifting though this vision was, not everybody reading Guggenheim was
convinced that the airplane would usher in perpetual fair weather for the
world’s future. In a New York Times review of The Seven Skies, a collection of
selected writings by Guggenheim published in 1930, the aviator Captain
T. J. C. Martyn questioned, for example, Harry’s optimistic assessment of the
Fund’s progress in addressing the problem of flying through fog: “It is true that
a new principle [of blind flight] was born, but it took one of the world’s most
expert pilots to demonstrate it....The hard fact remains that the conquest of
fog has just begun, for all practical purposes, and the fight may yet prove to be
a long one.””®> More recently, one of Guggenheim’s biographers has concluded
that the many financial difficulties faced by airlines in the United States might
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have been mitigated had Harry Guggenheim not insisted on eventually elimi-
nating all subsidies for aviation.”® Yet despite these blind spots, as Martyn con-
cluded in 1930, Guggenheim’s overall record was astonishing:

There are few men who have done more to aid in the solving of some of the cur-
rent problems of aviation than Mr. Guggenheim, and if he lets his optimism run
away with him now and then, it is to be remembered that he has been a close
witness of some remarkable achievements, so remarkable, indeed, as to make any
man believe that we are nearer an aerial Utopia than we really may be.””
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CHAPTER 2

Juan Trippe’s Early Entrepreneurial Efforts

American Airways, was just days from becoming a failure in the nascent airline
industry. Trippe had already begun two aitline projects that had ended almost
as quickly as they had begun. Now, embarking on his third, Trippe ran into a press-
ing problem. Pan Am’s head pilot, Ed Musick, was supposed to be carrying the mail
from Key West, Florida to Havana, Cuba to fulfill a mail contract granted to Pan
Am from the U.S. Post Office. Unfortunately, Musick could not get to the Keys; he

was stuck in Miami with a new Fokker airplane because the runway at Key West’s
1

It was October 18, 1927, and Juan “Terry” Trippe, the new president of Pan

airport had been reduced to mud by some recent rains.

Although at this moment Pan Am was effectively an airline without an airplane,
Trippe still possessed something truly valuable: exclusive American landing rights
to Cuba granted by the Cuban government. These rights could be very lucrative for
an airline carrying mail between the United States and Latin America. However, the
post office mail contract, which would help to realize the monetary potential of
those landing rights, would be withdrawn if Pan Am did not fulfill its promise to
deliver airmail to Havana from the United States by October 19, 1927.

How did Trippe find himself in this tight situation (and others like it), and
how did he manage to survive and prosper? Although Trippe certainly learned
from some early mistakes, he never relinquished his monumental ambition.
From a very young age, Trippe understood aviation’s potential to interconnect
the world through overseas air routes, and he was very impatient to realize
those lofty dreams.” To the chagrin of many of his colleagues, Trippe seldom
put any effort into persuading his business partners to agree to his goals.
Instead, he often forged ahead with his own ideas. Luckily for Trippe, his
visions of the airline industry along with his tenacity aligned with United
States’ foreign policy in the late 1920s and early 1930s to create a powerful
American airline of impressive (perhaps almost unimaginable at the time)
international scope. In many ways, Trippe displayed the classic entrepreneurial
characteristic of hubris, which enabled him to forge ahead despite tremendous
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obstacles. This deep, unyielding personal belief in his vision for a global airline
propelled him to succeed for decades, yet, as we will see, it ultimately became
part of the downfall for Pan Am. The story of how Trippe learned from his
early errors to create and then to dominate the international air travel market
from the United States is a complicated one that demonstrates not only how he
tried to shape the context of his times, but also how he significantly influenced
the field of international aviation itself.?

Trippe’s Early Years

Trippe was born into an upper-middle-class family in Seabright, New Jersey,
and he came of age during the barnstorming, stunt-driven time of the early
aviation industry. When he was 10 years old in 1909, his father brought him to
an air race over Long Island where Wilbur Wright flew around the Statue of
Liberty to the amazement of thousands of spectators.* Once he experienced air
flight for the first time in college, his fate was essentially sealed.

Trippe’s father was an investment banker and broker in New York City who
expected his son to follow him in the banking business. What he lacked in nat-
ural intellectual abilities, Trippe made up for in steadfast industriousness and
determination. He also developed a strong ability to debate his viewpoints. He
attended high school in Pottsdown, Pennsylvania, and graduated from the
Sheffield Scientific School at Yale University. Trippe’s time at Yale was inter-
rupted twice. The first time occurred when he served in the Naval Air Corps
during World War I. Though the Armistice was signed before Trippe saw any
action, the experience further reinforced his love of aviation. The second time
he briefly left Yale was when his father passed away. Trippe helped to settle his
father’s estate and then returned to finish his studies.’

In 1920, Trippe helped to form the Yale Aeronautical Society, which was
made up of 50 Yale students and pilots who had flown for the military during
World War I. In that same year, Trippe represented Yale in a race sponsored by
the “Intercollegiate Flying Association,” which was made up of about a dozen
“air clubs” from Ivy League colleges.® The course was a 25-mile-long, four-
cornered route on Long Island. Trippe tried his best to get an edge by “modi-
fying the incidence of the dihedral,” which meant actually changing the angle
at which the airplane wing connected with the plane’s fuselage. Trippe recalled
skimming the treetops on his way to the finish line and then winning the race
by a few seconds.” The friends who joined him in the Flying Club and on Yale’s
varsity athletic fields were not just run-of-the-mill college buddies. They were
influential, wealthy, and well-connected friends whose last names were
Whitney, Rockefeller, and Vanderbilt.

As a tribute to his father and in an effort to help support his mother, Trippe,
upon graduating from Yale, spent two years as a bond salesman for the Lee,
Higginson and Company investment firm. He called them “the dullest years of
my life,” though he continued to solidify relationships with influential and wealthy
colleagues. In 1923, he left Wall Street to follow his passion for aviation.®
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Long Island Airways

As of 1923, there was nothing like an “airline industry” that Trippe could
model a business after. There was hardly even an airplane manufacturing
industry because the glut of war surplus planes made airplanes cheap and easily
available.” His first airline, Long Island Airways, catered primarily to the rich.
Trippe’s airline found a potential competitive advantage in a seacoast location
where slow planes could still outpace boats and even railroads that had to fol-
low the contours of the land. In many ways, Long Island Airways was modeled
after the St. Petersburg-Tampa Airboat Line.

Although the St. Petersburg to Tampa air route may seem to be an unlikely
and underpopulated place to start an airline, there were two factors that made
this route a good place for the launch of the first experiment in scheduled airline
service. First, airplanes’ cargo and passenger capacity had not progressed much
since the Reims aviation meet of 1909; therefore, one did not need to serve large
population centers to fill an airplane (the sea plane used by the St. Petersburg-
Tampa Airline could only hold one pilot and one passenger). Second, slow air-
planes could still not compete head-to-head with relatively speedy trains. The
only clear advantages airplanes held over railroads was the ability to travel over
water and to other places where rail or road infrastructure were not in place.'
The waterway between St. Petersburg and Tampa was tailor-made for this busi-
ness. The wealthy summer vacation crowd provided a built-in customer base.
Although the St. Petersburg-Tampa Airboat Line folded in April 1914 after only
four months of service (when many of its target customers returned to their
northern homes), it had successfully transported 1,200 passengers.

After investing $1,500 of his own money, Trippe gathered another $3,500 (at $5
a share) from wealthy friends and relatives. With that money, Trippe showed some
uncharacteristic patience in purchasing the aircraft for his airline. When Trippe
learned of an auction of Navy Training Planes, he bid on seven Aeromarine 49-Bs.
After the U.S. Navy rejected all the offers for their planes as being too low, Trippe
returned with the exact same offer when bids were taken again. This time, he got the
planes for the price he wanted."

During the summer, Trippe arranged to transport wealthy socialites to their
vacation houses in and around Long Island. He looked a little farther away to the
shores of New Jersey and made some deals that included round-trip packages with
Atlantic City hotels. Although these routes attracted paying customers, the two-
seater (including the pilot) Aeromarine could be made even more profitable with an
extra passenger. This could be done by substituting the original 90 horsepower
engine with a 220-horsepower French-made “Hispano-Suiza” engine. Although
putting in the new engine could only be done by further modifications (including
the use of a smaller propeller) and an extra passenger could only be squeezed in by
moving the gas tanks from inside to outside the fuselage, Trippe succeeded in mak-
ing the adjustments. A two-seater could attract a new clientele—couples—and
promise to double the revenues per flight.!?

Trippe was certainly a master of technical innovations for airplanes, but it
was still difficult for Long Island Airways to make a consistent profit. The need
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to find innovative ways to bring in cash for the services that could be rendered
by an airplane inspired Trippe to look beyond the borders of the United States
for new clients. Trippe again leveraged his connections with wealthy Yale class-
mates for letters of introduction to huge businesses like United Fruit, a company
deeply involved in the production and distribution of Central American pro-
duce since the nineteenth century. Trippe thought that his airplanes might help
expedite aspects of United Fruit’s business, much of which had to negotiate
mountainous terrain, such as the scenic but treacherous roads of Honduras.
When he learned that United Fruit’s ships had to obtain official stamps at
Honduras’s capital to finalize transactions that were taking place at the coast,
Trippe suggested that his Aeromarine planes could cut travel time between the
two points from three days to a few hours. United Fruit agreed and used its con-
siderable influence to acquire landing rights for Trippe’s airline.

Trippe also looked north where he offered the services of two of his planes to
logging companies located in remote areas of the Canadian forest.!> He reasoned
that these areas were the most difficult to traverse, and although air flight
was slow in its early days, it was far superior to other transportation options in
sparsely inhabited areas. With this strategy came increased danger and uncer-
tainty (often no visibility, unsafe runways, and unpredictable and uncontrollable
weather conditions), but it was an essentially untapped opportunity. Alchough
most of Long Island Airways’ planes that ventured far from their home base were
eventually wrecked in an accident of some sort (demonstrating an early instance
of Trippe stretching his company beyond its current capabilities), these ventures
abroad provided important lessons for the young airline executive.

While Long Island Airways made the most of their unique international
offerings, its domestic beach flying business suffered from intense competition,
and Trippe was unable to develop a long-term, sustainable revenue stream from
his initial ventures. After 18 months, he sold Long Island Airways and began
looking for a more viable airline opportunity.' In an interview in 1976, he
claimed that his perspective on the airline industry had developed considerably
by 1924. He recounted that an

airline must have a route. ... It must have regular schedules. It must carry mail.
The future of the airline business was in a substantial company....The Post
Office certainly would never award an airmail contract to an airline like Long
Island, capitalized at only $5,000, and a postal subsidy was essential if an airline
was to survive long enough for passenger and freight traffic to build up.”

Given the state of the airline industry in the mid-1920s, these ideas made sound
business sense. After World War I, the U.S. government sought to improve the speed
of mail delivery through the development of a transcontinental airmail route.

The initial government experiment began with an appropriation of $100,000
and the request for bids for the construction of five postal airplanes.'® With the
development of a series of short run flights between major U.S. cities, the Post
Office Department demonstrated the viability of airmail and secured an
additional $1.5 million in government appropriations in 1921 to improve
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landing strips and add lighting for night flying. Over the next four years, the
Post Office Department continued to build a nationwide airmail system, which
helped generate momentum for further government subsidies and more airline
carriers.'” Early enthusiasts of airmail included bankers who looked to airplanes
as a useful means to speed up the transfer of checks and other financial
documents. By 1923, the Post Office’s airmail service had flown more than
10 million miles and delivered more than 67 million letters.'®

The 1925 passage of the Contract Air Mail Act, also called the Kelly Act for
its chief sponsor, Representative Clyde Kelly of Pennsylvania, essentially turned
the entire job of flying the mail over to private carriers.”” With this Act and the
subsequent Air Commerce Act of 1926, the government awarded airmail contracts
to private companies and provided funds for building and maintaining the safety
of the nation’s airports and airways.?’ The post office received more than 5,000
applications for the first 12 air routes that it awarded in 1925.%

Colonial Air Transport

Now that the government was committed to funding private airlines to transport
federal mail, Trippe moved aggressively to take advantage of this new context. To
increase his odds for success, Trippe incorporated more than one airline; among
them were Alaska Air Transport and Eastern Air Transport. Running an airline in
Alaska promised the same advantages as flying in Honduras: rough terrain where
an airplane could easily beat any of the land- or sea-based transportation.
Unfortunately, Trippe was outmaneuvered by a formidable foe: an Alaskan dog
sled. Men driving dog sleds were the traditional mail carriers of Alaska. They beat
Trippe to Washington, D.C. and argued that Alaska’s “Star Route mail contracts”
made no provisions for airplanes. Although Trippe took his case to the U.S. Post
Office and then pushed for new legislation to be written in Congress, his petitions
were denied. This would be one of the last times Trippe would ever fail so deci-
sively in his lobbying efforts with the federal government.?? With that lesson
learned, he went on to another project.?

Trippe incorporated Eastern Air Transport in Delaware in September with
the hopes of winning a mail route. He prepared this bid well. As early as April
1925, Trippe conducted a marketing survey to assess the potential profitability
of air service between New York and Boston. Businessmen using express mail
would provide their primary source of income. Trippe planned connections
down the East Coast all the way to Havana that would be added to this original
route. He then gathered the estimated start-up money that would be necessary
for this new airline—the significant amount of $250,000—from wealthy avia-
tion enthusiasts who would become part of the company’s board of directors.?*

Unlike the case with his failed Alaska Air Transport, Trippe went to
Washington, D.C. soon after incorporating Eastern Air to lobby for carrying
the mail on what was known as Contract Airmail Route #1 or CAM 1. Upon
arriving in Washington, D.C., Trippe’s plans hit a snag: a rival group was bid-
ding on the same airmail route. This second company was called Colonial
Airlines, and it was run by people with sounder business backgrounds and
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higher profiles than the 26-year-old Trippe, the most prominent being John
H. Trumbull, who was also the Governor of Connecticut. The post office urged
Trippe’s Eastern Air Transport and Colonial to merge, a move that would prob-
ably have doomed executives less ambitious than Trippe to second-tier status
after the merger. Instead of fading into the background, he called again on his
Yale friends from the Vanderbilt and Rockefeller families, among others, to
join in his venture. They came, and with their money Trippe gained some
important leverage. He used it in the merger to become one of four vice presi-
dents of the new Colonial Air Transport. The company soon won the rights to
provide airmail service on CAM 1.% Two stipulations of the contract were par-
ticularly important: (1) the airmail service was to begin by July 1, 1926, and
(2) the airmail was to be transported by single-engine planes.?®

In Colonial Air Transport, Trippe acted very much as he had when he pro-
moted Long Island Airways. He was headstrong as well as indefatigable and
involved himself in every aspect of the business—from hiring pilots to buy-
ing planes for the infant corporation, to persuading people to buy Colonial’s
stock with the promise that the airline would eventually take over the Key West-
Havana route from the recently defunct Aeromarine Airways.?” There was, unfor-
tunately for Trippe, one significant difference: he was no longer the owner and
president of his own business. Nevertheless, the original chairman of the board,
Governor Trumbull, was soon displaced by a large stockholder whom Trippe had
convinced to join Colonial, Theodore Weicker, the wealthy father of another Yale
classmate. The next year, Trippe added to his power at Colonial by convincing the
directors to hire a president, John F. O’Ryan, who had some experience in trans-
portation and who (Trippe believed) could be easily manipulated.?®

Besides his natural desire to run things on his own, Trippe tried to amass
this power within Colonial because the executives from the Trumbull bloc of
the airline did not share Trippe’s visionary enthusiasm. These were conserva-
tive investors from New England who were not tightly enmeshed with Trippe’s
Wall Street crowd and, more importantly, had no experience in aviation. Their
goals were simple: start making money as soon as possible from transporting
the mail over the important commercial route between Boston and New York.
Trippe saw things differently: he wanted to carry passengers domestically and
internationally, too.

Trippe found a way to combine his goals of adding passengers to his airline
and flying abroad to Cuba: promoting the airplanes of a new friend in aviation,
Tony Fokker. Fokker was a truly transnational product of the aviation age.
Having started as a manufacturer for the German military during World War I,
he then moved to the Netherlands before the victorious Allies destroyed his
factories in Germany. In 1920, he developed the ground-breaking “F-4” that he
constructed for the American Army Service. Besides being able to carry 11 pas-
sengers, the F-4 broke many speed, distance, and endurance records.”” Trippe
(ever appreciative of technological advancements in aviation) and Fokker must
have met soon after Fokker established the Atlantic Aircraft Corporation in
1924. The company was located in Teterboro, New Jersey, less than 20 miles

from Manhattan.?°
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Trippe’s assessment of the aerodynamic viability of Fokker’s aircraft was
spot on, for Fokker, along with the Ford Motor Company, was creating some
the best airliners of the day.®® The airplane that caught Trippe’s attention
was the F-7A. In these early days of flight when airplane engine failure was one
of the main causes of accidents, Fokker alleviated this problem by replacing
one large engine with three smaller ones. He was able to do this by taking
advantage of a recent development made by the Wright Aeronautical Company:
the Whirlwind, a powerful engine that used air instead of heavier liquids to
cool itself. This was the very engine used by Charles Lindbergh in his Spirit of
St. Louis to traverse the Atlantic Ocean two years later.?

In need of cash at this time, Fokker was happy to do anything he could to
promote his airplane. Trippe hired a press agent to arrange some highly publi-
cized flights of the F-7A over New York City, billing the plane (that Trippe had
decorated with a Colonial Air logo) as a “flying Pullman car” where passengers
could comfortably enjoy urbane pleasures such as a cup of tea and a function-
ing toilet. In December, Fokker and Trippe joined together in a “giant survey
trip” of Florida, stopping frequently to allow the airplane manufacturer to
deliver speeches about the F-7’s virtues.*

More importantly for the future of the airline career of Trippe, the survey
trip of Florida was extended to Cuba on Christmas day. Trippe had long antic-
ipated this journey and acted quickly once he arrived. The Cuban president,
Gerardo Machado, was impressed with Trippe and Fokker who demonstrated
that the F-7A could fly with two engines and then with one. The next day
Trippe found a lawyer in Havana who had been recommended to him by a Yale
alumnus. The lawyer prepared an agreement that granted Trippe personal and
exclusive landing rights in Cuba. Machado signed the documents, giving
Trippe a foothold in the Caribbean in 1925.34 Now, the challenge would be to
persuade the rest of Colonial Air Transport to follow his lead.

Many of Trippe’s colleagues at Colonial Air were not impressed. Looking
for markets down the East Coast was all well and good, but where were the
airplanes to fly CAM 1 (the Boston to New York airmail route)? The core busi-
ness was being neglected as Trippe pursued his larger ambitions. Trippe’s grand
design had inspired him to order some of the best and most expensive planes
around: two F-7As as well as two Ford trimotors. (The Fokker airplanes cost
$37,500 each.)® Waiting for these machines to be constructed cost precious
time. Adding insult to injury, there were plenty of other less-sophisticated,
single-engine planes that were perfectly adequate to transport mail and were in
compliance with the airmail contract that Colonial had signed with the federal
government. Owing to Trippe’s grand plans, as of March 1926, Colonial was
generating no revenues—but it was receiving bills from Fokker’s Atlantic
Aircraft Corporation.

Even with these poor returns and no trimotor airplanes delivered (Colonial
had been forced to use the single-engine Fokker Universals), Trippe went for-
ward with plans to continue to expand the airmail routes for Colonial Air. In
January 1927, despite the strong objections of many board members, Trippe
submitted a bid for the New York to Chicago mail delivery route. Many of
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Trippe’s colleagues on Colonial’s board, especially Governor Trumbull, were
incensed.”” Hoping to slow down Trippe’s willful ways, Trumbull and O’Ryan
(no longer as tractable as Trippe had hoped) put the matter before the stock-
holders. Although Trippe lost the vote by a small margin, his power as a
“behind-the-scenes” director of the airline had been severely compromised.
Trippe resigned, bitterly condemning those who had opposed him as unable to
understand his vision of creating the largest domestic airline company in

Three pilots for Colonial Air Transport, Inc. are congratulated by Managing Director Juan T. Trippe

following their successful first airmail trip between Boston and New York. (Source: Bettmann/

CORBIS).
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America. But as of May 1927, vision was just about all Trippe had left to show
for his efforts at Colonial Air Transport.?®

Trippe exhibits some of the classic tenants of an entrepreneur, a willingness
to continue in the face of adversity. A characteristic of many entrepreneurs in
start-up industries, which we see in today’s high technology world of Silicon
Valley, is the ability to fail and then get up and try again, and sometimes again.
Successful entrepreneurs tend to possess a level of self-confidence and resil-
ience that enables them to confront and conquer challenges. As Trippe experi-
enced, success often does not come right away. In addition to resiliency,
successful entrepreneurs are often great learners. In fact, it is their ability to
learn from their mistakes that gives them the confidence and resilience to ven-
ture forward.

Third Try—Aviation Corporation of America

A month after leaving Colonial Air Transport, Trippe revived his own fortunes
again and helped to found yet another corporation dedicated to air travel:
Aviation Corporation of America.* This time, Trippe was able to create a com-
pany that was much friendlier to his interests. Yet again, he drew on some Yale
buddies with deep pockets, some of whom, like Cornelius Vanderbilt Whitney,
were adventurous pilots who shared his passion about flying.® Eventually, Trippe
also brought along some impressive outside investors such as W. Averell Harriman
(son of railroad tycoon E. H. Harriman and a future prominent politician and
diplomat) and William Beckers (the founder of a large company that would later
be acquired by Allied Chemical).*! Trippe’s persuasive gifts were given a fortu-
itous boost at the time by Lindbergh’s successful crossing of the Atlantic. As we
saw in the previous chapter, Lindbergh’s solo flight fueled financial speculation
across the entire airline industry. Trippe could even boast to potential investors
of having attended Lindbergh’s take-off from Roosevelt Field on Long Island.*?
He took full advantage of this opportunity and managed to raise more than
$250,000 for his new venture through the sale of stock.*> Trippe’s biographers
explain that stock was used exclusively to finance the company as bankers were
not at all enthusiastic about the prospects of Trippe’s company. Because money
from private investors was flowing very easily into start-ups like Aviation
Corporation of America, many of the companies that sold stock to the public
actually had no assets. Instead, they were often formed simply to bid on potential
airmail routes. And, when “several promoters converged on the same route, two
or more joined forces and ganged up on their competitors.”*

Trippe and his associates had big plans for Aviation Corporation of America.
They wanted to start with developing three different regional routes simulta-
neously: “a service out of Buffalo, another to the society resorts within a radius of
New York and Baltimore, and a network of routes to the Caribbean and South
America.”® When Aviation Corporation of America began on June 2, 1927, man-
ufacturers were making steady strides forward in improving airplane performance.
By 1928, Trippe’s old friend Tony Fokker had already come out with the F-10,
which could carry 12 passengers a distance of 700 miles.?® But the company’s
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directors saw far beyond the limitations of the commercial aircraft of the day.
They discussed the real possibility of crossing the Atlantic as well as the Pacific,
which, at 5,000 miles across, exceeded the F-10s range by more than 600 percent.
Obviously, they were confident that technology would develop quickly enough for
them to realize their dreams and make a profit. They also contemplated the seem-
ingly impractical task of completing intercontinental travel over the Arctic Circle.
They were prescient: Wiley Post grabbed the nation’s headlines after traveling
around the globe around the fringes of the Arctic in 1931.4 In later years, Whitney
summarized the reasons behind many aviators’ buoyant attitudes in the 1920s:
“We were flying since we were eighteen; we had great faith.”®

Trippe’s daring plans for air routes that spanned the globe were matched by
his fearless pursuit of Lindbergh. Not even a month after Lindbergh’s trium-
phal arrival in Europe, Trippe managed to prepare the ground for associating
the young transcontinental superstar with his own international ambitions.
Although Lindbergh was physically daring and possessed a steely will, he was
socially withdrawn. Only 28 years old, he was overwhelmed by his sudden fame
as well as all the lucrative offers from dozens of parties who dreamed of the
marketing windfall of having Lindbergh on their side. Although Trippe could
match any of the aggressive tactics employed by many of Lindbergh’s corporate
suitors, he sensed that a softer approach might be more effective.*” During
Lindbergh’s stay in New York in June 1927, Trippe managed to arrange a rare
15-minute audience with the new prince of the skies.>

During that interview, Lindbergh seemed to see Trippe as a kindred spirit; he
confessed to Trippe that he was baffled about what to do with the myriad offers
coming to him every day. Acting as a good counselor, Trippe acknowledged
Lindbergh’s difficulties and suggested that he wait a week before deciding upon
anything. Trippe attempted to assuage his fears further with an astute suggestion:
although he also had an offer to make, he would not negotiate directly with
Lindbergh until the pilot hired a lawyer. Lindbergh’s forte was aerial adventure, not
business. Years later, Trippe recalled this gambit as having cemented their relation-
ship: “that impressed Lindbergh more than anything else.” True to his word,
Trippe waited a week before making another appointment with Lindbergh. Although
he still did not have a functioning airline by late June, Trippe could vividly describe
an aviation company that would connect the United States with the Caribbean,
South America, and even more far-flung destinations around the globe. They agreed
in principle that Lindbergh would be associated with Trippe’s airline in some public
capacity. In the meantime, Lindbergh made his triumphal tour of the United States
sponsored by the Guggenheim Fund while Trippe acquired some airplanes to fly.>
Carrying the exclusive landing rights to deliver mail to Cuba, Trippe and his col-
leagues aimed their efforts first to acquire the U.S. airmail contract to service the
Key West to Havana route (called Foreign Air Mail route 4 or FAM 4).

Competitive International Landscape

Although aviation was in its infancy at the time when Aviation Corporation of
America was planning to transport mail and passengers between the United
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States and Cuba, a rich international history of air rivalries, regulations, and
treaties had created a propitious moment for an American company interested in
connecting the northern and southern halves of the Western Hemisphere. The
development of airplanes in the early 1900s, along with improvements in related
technologies—such as the lighter-than-air dirigibles developed with particular
skill in Germany—provided the technological capstone to an age of interna-
tionalism that had been kicked off by the development of reliable transoceanic
steamship travel in 1865.* The inauguration of the modern Olympic Games in
1896, led by Frenchman Baron Pierre de Coubertin, for instance, could have
only been made possible by the ever-increasing economic and cultural contacts
between people from all over the globe that depended on improvements in trans-
portation and communication. A mercantile system that connected the world
through global trade certainly predates all these technological developments;
what these technologies seem to have done is to enable the traffic of large num-
bers of people who no longer had to be maritime adventurers to travel.

There was certainly much to celebrate in the dramatic “shrinking” of the world
through various means of modern transportation. But there were other implications
stemming from the growth of air travel that made many nervous. With airplanes
and dirigibles, ancient geographic boundaries—say, the Alps or the English
Channel—could soon be surmounted almost effortlessly. On one hand, flight had
the potential to increase commerce between nations; on the other hand, it contained
the possibility of being exploited as a very innovative military weapon.

Great Britain, who had historically felt secure because of its detachment from the
European continent, suddenly felt much more vulnerable as flight technology pro-
gressed. In 1911, parliament enacted the “British Aerial Navigation Act, which
maintained the air above Britain, her Empire, and her Dominions, was sovereign
and inviolable.”® This law became a major impediment for German aspirations to
exploit the potential for its dirigibles to take the leading role in aerial commerce in
Europe as well as in the European colonies. Like Great Britain, the United States
long valued its separation from European powers by a large body of water—in this
case the Atlantic Ocean. To the surprise of many, that natural barrier would also
become vulnerable to powered flight in just a few years.>®

World War I spurred great improvement in aviation around the world that
the United States could no longer ignore. The Assistant Secretary of War
Benedict Crowell sounded this warning in a report to his superiors in 1919:

The development of aviation is progressing so rapidly at this time that it is diffi-
cult even for those in close touch with it to keep up with its progress. During the
past two months the Atlantic has been crossed four times by aircraft; first by a
seaplane of the American Navy, second, by an airplane of Great Britain, and
finally, by an airship of Great Britain which has twice demonstrated its ability to
fly between England and America. All of this has been accomplished without the
loss of a single life.”

Crowell, writing as the chairman of the American Aviation Commission whose
mission was to assess European aviation immediately after World War I, also
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noted that countries such as France, England, and Italy were making great
strides in aviation thanks to each government’s willingness to fund private
aeronautical companies with public monies. “America,” he concluded, “has lost
its [i.e., aviation’s] development to other nations, and too late, realized the mis-
take of this neglect.” Even more alarming, Germany was actually making plans
to fly a Zeppelin across the Atlantic to the United States.*®

As in 1910, the United States did not sign on to an international aerial treaty.
But in nine short years, its indifference to the state of European aerial technology
had been replaced by alarm. Knowing that it would take some years for American
aircraft manufacturers to catch up to Europe, the American government employed
some strategies to bide for time. First, the United States did not want any single
European country to become dominant in aviation. To increase competition
between European countries in the aftermath of World War I, the United States
bargained hard with its allies to make sure that Germany was allowed to con-
tinue to develop commercial (rather than military) aircraft.” Second, in refusing
to become a signatory to the Convention Relating to the Regulation of Air
Navigation (which was signed by 26 countries in Paris in 1919), the United States
would not have to abide by an agreement to “accord freedom of innocent passage
above its territory to the aircraft of other contracting States.”*

The United States was particularly wary of how airplanes might upset its
interests in Central and South America. Since the declaration of the Monroe
Doctrine in 1823, the United States had become accustomed to having its own
way in the Western Hemisphere. But with the combination of airplanes that
could steer clear of any navy and the 1919 Treaty that allowed for “freedom of
innocent passage” of aircraft from participating nations, the stage could be set
for a reassertion of European power in America’s back yard. In 1920, an inter-
nal report in the U.S. Department of War painted just such a scenario: “in case
some Mexican Government should become a signatory to the Aviation
Convention...German planes [could fly] over Mexican territory and thus near
the American boundary. It is conceivable that such a right of flight might be
exercised by Germans in a way highly distasteful to the United States.”®! In less
than a year, this prediction was beginning to come true.

In fact, some unexpected developments farther south became far more wor-
risome for many in the U.S. government. In South America, Columbians of
German origin began an airline called SCADTA (Sociedad Colombo-Alemana
de Transportes Aeroes, or “Colombian-German Company of Air Transport”) in
1919. This company would soon lay claim to the title of the oldest successful
airline in the Western Hemisphere. The company planned to use seaplanes to
fly over Colombia’s steep mountainous terrain and employ the country’s many
rivers as landing strips. Although the idea was promising, the company was
cash-strapped in its first years. A citizen of Austria who was disillusioned with
the state of his home country after World War I, Peter Paul von Bauer, learned
about the airline and decided to rescue it by investing his own money in the
venture in 1922. Immediately afterward, with SCADTA’s service improving,
Colombians embraced the foreign-owned airline as a sign of the growing
strength and modernization of their own country. Wich the full support of the
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Columbian government, von Bauer launched a scheme in early 1925 to provide
mail and then passenger service to Central America, Cuba, and Key West. This
plan was made all the more plausible because the American airline that had
been attempting to establish routes between Florida, Cuba, and Bahamas with
plans to fly to South America—Aeromarine Airways—had folded in 1924.
Most significantly, the first stop on von Bauer’s ambitious venture would be the
Panama Canal Zone.%

Traveling to Washington, D.C. to lobby his case to the U.S. government,
von Bauer received mixed signals from different departments of the govern-
ment. While the Commerce Department was interested in the business possi-
bilities that could be opened via SCADTA, the War Department was particularly
opposed to granting any foreign airline access to the Canal. Von Bauer was a
very charming and well-spoken lobbyist for his airline and made his case to
sympathetic ears at the post office and the Commerce Department. But he beat
a hasty retreat back to Columbia after the unveiling of a competing airline ini-
tiative by Major Henry H. “Hap” Arnold (an early aviation advocate who later
became the commander of the U.S. Army Air Force during World War II).
Arnold brought a plan to Postmaster General Harry S. New around April 1925
to create a new airline that would offer an American alternative to what Arnold
perceived to be a German threat in the Caribbean. The name for the new air-
line was Pan American Airways. With Arnold’s close ties to the government,
Pan American soon won the Key West to Havana airmail contract from the
post office on July 19, which could be revoked if regular mail service did not
begin within three months.®

The incorporation of Pan American Airways resulted, in part, from the rap-
idly improving field of aviation that Trippe and his associates at Aviation
Corporation of America had already envisioned for many years. Yet whereas
“Hap” Arnold created Pan Am as a company that could fend off a German air-
line “offensive” from south to north (a strategy that was endorsed by President
Calvin Coolidge’s administration), Trippe had always approached Cuba as a
launching pad to create an aviation empire that would push aggressively from
north to south.®® After the persistent lobbying of von Bauer—along with warn-
ings from some of Germany’s wartime foes concerning SCADTA—many in
Washington, D.C. were beginning to see things Trippe’s way.® The time was
finally perfect for Trippe to begin to act on the world stage to realize his long-
held ambitions.

James H. Smith, Jr., a Pan American executive in the 1940s, described the
powerful air of confidence Trippe conveyed to the people he worked with:
“Trippe visualized success. . .. It never crossed his mind that if we were going to
open a route that it just wouldn’t go off like clockwork. He didn’t worry. It
wasn’t a problem—not for him, not for anyone. He figured, ‘T’ll get it set up
and tell the guys to do it 66 I addition to this iron determination, Trippe was
also flexible—practical enough to know that each new problem he met might
require a novel solution.

Although Cuba promised to open the door to Latin America for Trippe, it was
also attractive to other airlines because it offered a friendly port for Americans
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who wanted to escape Prohibition (1920-1933). Armed with his landing rights
to Havana, Trippe worked on consolidating two rivals to the Key West-Havana
airmail route: “Hap” Arnold’s Pan American and another rival airline named
Atlantic, Gulf and Caribbean, directed by the formidable Wall Street banker and
chairman of the Curtiss-Wright airplane corporation, Richard Hoyt.®” After
learning that Trippe held the exclusive landing rights to Cuba, the 40-year-old
Hoyt approached Trippe (then 28 years old) and expected to create a favorable
deal for himself. Instead, Trippe held his ground and agreed to make Hoyt chair-
man of the board of their merged airline company while giving Trippe and his
investors enough shares to control the corporation.® With these two par-
ties in alignment, Hoyt and Trippe approached Arnold’s group, headed by
former U.S. Navy pilot John Montgomery. Montgomery was confident that Pan
American did not need to negotiate because they had a head start: an inside track
to the U.S. airmail contract, an airfield in Key West, and ongoing negotia-
tions with the Cuban government. After reacting with disdain to the claim
that Pan Am could not proceed without Trippe’s landing rights, Hoyt invited
Montgomery to take a ride on his yacht to visit the Assistant Postmaster General
W. Irving Glover who was in Florida at the time. Glover confirmed: the mail route
would not be formally authorized unless the three companies worked together.®’

Executives from Pan American reluctantly agreed to work with Hoyt in an
effort to salvage their newly won foreign airmail contract. Under a new arrange-
ment, Pan American was purchased by a holding corporation controlled by
Hoyt. Almost immediately after this transaction, 52 percent of its shares were
then purchased by Aviation Corporation—behind the backs of Arnold and
Montgomery. Pan American then became a subsidiary of Aviation Corporation
of America, and Trippe was named its president and general manager on
October 13, 1927.7° That same day, Trippe announced that Pan American was
planning to serve the east and west coasts of South America as far down as
Valparaiso, Chile.”! But before that could happen, Pan American would have to
fly to Cuba within the next six days.”?

A few days later, a Fokker aircraft that the Aviation Corporation of America
had ordered months before arrived in Miami, but it was useless on October
18th because of the muddy conditions at Key West’s airport. With Pan American
employees making inquiries on the telephone from New York and Key West, an
amphibious Fairchild FC-2 undergoing repairs in Miami (owned by another
small airline) was found. Pan American managed to charter the airplane for
$175. The next day, 30,000 letters were delivered to Havana, and Trippe’s com-
pany formally secured the FAM 4 contract. Pan American Airways—Trippe’s
third airline in three years—had officially begun.”

Although Pan Am’s history can be traced back to one specific time and
place, the successful trip to Havana acted like a big bang, releasing the energy
to expand the airline’s business as far south as it could go. Trippe and his asso-
ciates worked on every front in the northern and southern hemispheres—in
finances, negotiating and influencing U.S. government regulations and subsi-
dies, acquiring aircraft, marketing, and negotiating with foreign governments
(in public and in secret).
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Trippe was particularly adept at three important matters that were of vital
importance to securing Pan Am’s fortunes in the immediate future. First, and
perhaps most importantly, Trippe was an insider’s insider in the halls of the
U.S. government. He found very loyal allies to help him promote the idea of
the United States using Pan American as a “chosen instrument” of U.S. foreign
policy, helping to promote U.S. interests abroad by means of aviation. Second,
by bringing on Lindbergh as an employee of Pan American, Trippe had a pow-
erful marketing tool without equivalent in the international airline market.
Finally, Trippe successfully overcame the diverse obstacles presented by domes-
tic and foreign competitors in his bid to be the sole U.S. operator of interna-
tional flights and to construct a hemispheric airline empire.

Trippe’s experiences with his two previous airline ventures had taught him that
an international airline based in the United States had little chance of survival on
competitive mail contracts alone. The initial investments in surveying Central
and South America coupled with the needed infrastructure to support an airline
so far away from the developed United States would be quite substantial. Those
expenses would be coupled with the extra costs of acquiring aircraft big and sturdy
enough to carry mail and passengers for long transoceanic journeys. Trippe
believed that the government would have to award more lucrative contracts for

longer periods of time to ensure that an airline like Pan Am could survive.’4

Building the Chosen Instrument

Trippe and John Hambleton, a long-time Yale friend who was also an investor
in Trippe’s three aviation companies, went to Washington, D.C. soon after
their Havana triumph to lobby for more lucrative overseas airmail contracts.
Although in 1927 there was only $150,000 appropriated for foreign airmail,
the winds shifted in Pan Am’s favor in the aftermath of the findings made by
President Coolidge’s interdepartmental committee to encourage the develop-
ment of commercial aviation in Central and South America. In November
1927, the members of the committee proposed creating air routes to the
Southern Hemisphere that resembled those described earlier in Trippe’s October
speech to Pan Am’s employees. In addition, they advocated more flexible rates
of compensation that would be awarded not simply to the lowest bidder, but
rather to the airline that the postmaster believed would be in the best position
to serve U.S. interests—probably two or maybe just one airline would be the
most efficient solution.”” That the committee’s findings strongly parallel
Trippe’s ideas is probably no coincidence. Hambleton was well connected in
government circles and the committee included the Assistant Secretary of State
Francis White, Yale class of 1913.7° Just a few years later, the New Republic
marveled at Trippe who had “so suavely and smilingly smoothed Pan-Am’s
path through the government’s maze.””” Who could have guessed in 1927 that
this was the same Trippe who had been outmaneuvered by a group of dogsled-
ders just a couple of years earlier?

To push forward legislation that eventually became the Foreign Air Mail Act
in March 1928, Trippe focused on persuading those people who had resisted
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Juan T. Trippe (far left), Irving Glover and T.H. Vane are shown seated at the West Indian Aerial

Exposition Inc. (standing: C.S. Whitney) as Glover opened bids for two air mail routes- one to Puerto

Rico and the other to the Canal Zone. (Source: Bettmann/CORBIS).

Hambleton’s overtures. One prickly character was Coolidge’s Assistant
Postmaster General Glover, whom Trippe had first met during his days at
Colonial.”® Glover and Postmaster New both favored government backing of a
single U.S. airline with international routes, but Glover particularly objected to
granting a monopoly and high postal rates: “If you can’t do it for that [a dollar
a mile for airmail],” barked Glover to Hambleton, “others can.””? Trippe quickly
made an appointment with Glover and tried to convince him that supporting
Pan Am was an economic as well as a diplomatic boon for the government. If
Pan Am’s flights attracted attention from South America, he assured Glover, the
government might even make a profit with fees from foreign mails delivered to
the United States. “We’re not asking for a subsidy,” explained Trippe. “We're
giving the government a chance to make money, don’t you see.”®°

Although this lucrative scenario was a stretch at the time, Trippe’s entreaty
probably softened Glover, who became much more receptive to Trippe’s
demands after returning from a postal tour of Europe where nations such as
France were pouring millions of francs into French airlines in South America.
Around February 1928, Glover had changed his tune. Testifying in a congres-
sional hearing on foreign airmail, Glover admitted that, at least for a while,
America’s international aviation had to be subsidized to exist on a level playing
field with European competition.?! The assistant postmaster eventually became
a partisan of Trippe’s bid to have Pan Am monopolize international aviation
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from the United States. On July 11, 1928, Glover secretly allowed Trippe to
look at a competitor’s bid for FAM 6, a Caribbean route that ended in Puerto
Rico. Just three days later, Pan Am was awarded that airmail contract.®?

Although Trippe was a master at bending government policy to his will, it
should be noted that Trippe’s most persistent detractor in the government was
the U.S. State Department. The department’s quarrel with Trippe concerned
his desire to monopolize international airline services from the United States.
Traditionally, the State Department was careful not to antagonize foreign gov-
ernments by forcing them to accept the services of only one U.S. business.
Trippe was resourceful enough to cultivate relationships with the minority of
State Department officials who did agree that a Pan Am monopoly was the
most efficient way to promote U.S. interests (and to thwart foreign incursions
in the Americas) via the airways.®

Preceding the passage of the Foreign Air Mail Act, Trippe not only lobbied
Glover but also visited the designer of the 1925 Air Mail Act, Representative
Clyde Kelly, who was also the sponsor of the Foreign Air Mail bill. Trippe’s
efforts certainly paid off when the bill passed. Instead of Glover’s previous
limit of paying $1 per mile flown, the Foreign Air Mail Act of March 8 allowed
for a maximum of $2—and included 10-year contracts. Two months later,
Congress appropriated $1.75 million for foreign airmail services—more than
10 times the amount allotted just a year before.

The election of Herbert Hoover as president of the United States in
November 1928 only seemed to accelerate the government’s commitment to
cultivating links with South America. Preceding his inauguration in 1929,
president-elect Hoover made headlines by taking a good-will trip to South
America that totaled more than 18,000 miles. Taking a train from Washington
to California where he boarded a steamship, Hoover practically circumnavi-
gated the Americas visiting four Central American and six South American
countries between November and January. The goal, according to the New York
Times, was to improve diplomatic and economic ties. The European powers,
the Times explained, had recovered from World War I, and unless the United
States redoubled its efforts to strengthen economic interactions with foreign
countries in its back yard, “recession in prosperity would ensue.”®

Not to be outdone, even by the president of the United States, Trippe and his
wife accompanied Lindbergh on a well-publicized 7,000-mile airplane tour of
South America starting on September 20.5¢ The tour took them to Dutch Guiana
via Puerto Rico. This was Pan Am’s inaugural flight of FAM 6 (Miami to Port of
Spain). The airline boasted of its ability to fly this route in four days, beating the
steamship competition by two weeks.?” Assuring the public’s interest, Lindbergh
was accompanied by his new bride Anne Morrow, the beautiful and literary
daughter of the U.S. Ambassador to Mexico, Dwight Morrow. Trippe’s instinct
for obtaining favorable publicity was confirmed by the New York Times, which
featured several pictures of the voyage, including a group portrait of the four
world travelers getting ready to begin their journey from Miami.5®

At this time, Lindbergh had been officially in the employ of Pan American
Airways for six months. After their meetings in New York in 1927, Trippe and
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Lindbergh met again in February 1928 during the Pan American Aerial Conference
where the United States “redefined the Monroe Doctrine to include the air” (as well
as the sea) and “set the stage for a single U.S. airline, Pan American Airways, to
dominate international aviation in the Western Hemisphere.”®” Lindbergh was as
enthusiastic as anyone about how airplanes might transform the Caribbean. “This
territory is waiting for airlines,” Lindbergh declared to the New York Times.*® Despite
their shared enthusiasm, Lindbergh politely refused Trippe’s request in Havana that
Pan Am formalize its relationship with the aviator.”! But just the next month,
Lindbergh made his first public flight for Pan Am, flying mail and passengers
between Brownsville and Mexico City.”* The patient wooing of Lindbergh for two
years had paid off. Now, wherever the aviator went, Pan Am’s name would follow.

Although much of Pan Am’s future success was built upon the U.S. government’s
inclination to promote U.S. aviation interests through a single airline, in the late
1920s Pan Am was hardly the sole domestic or foreign airline with hopes of creating
a hemispheric empire. Trippe had to navigate through an intricate and delicate web
of financial, logistical, and legal obstacles to realize his goal. Never letting go of his
monomaniacal obsession to subdue the competition, Trippe was nonetheless impres-
sively nimble and creative in the means he employed to increase Pan Am’s reach
around the Americas.

First of all, lots of money was required to get Pan Am off and running. Trippe
was blessed with the good fortune of having a colleague with the financial prowess
of Richard Hoyt. Hoyt was then considered to be “Wall Street’s aviation oracle, a
gatekeeper of its insiders’ paradise.”®® When Pan Am was just getting started, Hoyt
took advantage of the growing interest in aviation stock with a clever scheme. In
June 1928, speculation about aviation stocks was still rampant and Hoyt took full
advantage of that investor enthusiasm. Hoyt first created a new corporation by mak-
ing Pan Am’s holding company a plural noun: Aviation Corporation of the Americas.
This new corporation essentially acquired all the assets Trippe and Hoyt already
possessed (in Aviation Corporation of America and Hoyt’s old Atlantic, Gulf &
Caribbean Airways). In this new guise, the old assets would back the sale of a new
offering of stock to the public (a maneuver known as “watering down” the stock).
Hungry investors were not asking questions. Stockholders of Aviation Corporation
of the Americas even agreed subsequently to buy 90,000 additional shares that
brought in $1,350,000.¢

Armed with these kinds of assets, Trippe invested the money to facilitate Pan
Am’s bids for the lucrative foreign airmail contracts. Unlike his days at Colonial,
Trippe now had free reign over a company that possessed the money and the
personnel to promote his vision. One particular investment that paid off was
funding Pan Am’s agents to obtain tentative landing agreements with particular
foreign governments before the U.S. Post Office even advertised airmail routes
that would require those governments’ consent. Trippe used these agreements to
show that Pan Am could fulfill the requirements of the contract quickly.”

In the late 1920s, foreign and many domestic airlines were equally drawn by
the lucrative potential of flight across the Americas. Although Trippe was often
merciless with competitors from the United States, foreign competition offered
different challenges. The largest obstacle to doing away with foreign airlines was
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national pride. The people of Central and South America were often very sensi-
tive about Yankee imperialism, and Trippe did not want to create any unneces-
sary obstacles to obtaining his foreign air routes. For instance, in Mexico, the
government mandated that only Mexican airlines could fly over Mexican air
space. And in the 1920s, there was only one airline in Mexico: Compafifa
Mexicana de Aviacion, which was, ironically, founded by Americans. It was a
tiny airline used principally to allow oil companies to distribute their payrolls
on the Gulf Coast while avoiding the danger of bandits. After some negotiations
with Compafia Mexicana, Trippe simply bought the airline in January 1929
and made it a subcontractor for Pan American. Because of the airline’s strategic
importance to Pan Am’s expansion to the south, Trippe agreed to pay much
more for the airline ($150,000) than its worth on paper ($5,000).%

In the next few months, Trippe pulled out every stop to secure a great prize.
Just before leaving office at the end of the Coolidge administration, Postmaster
New wanted a final great achievement. On March 2, 1929, New chose to award
Pan American a mail contract (FAM 9) whose route passed through Panama to
Chile and over the Andes to Argentina.”” But this clear path through South
America was suddenly obstructed in April by a competitor. Ralph O’Neill, a
confident businessman and engineer who had also flown in World War I,
decided to start an airline that would provide service to South America’s east
coast. Bringing on a generous investor who committed $1.5 million, an air-
plane manufacturer who donated 6 large sea planes, and a lawyer who had the
ear of President Hoover, O’Neill incorporated New York, Rio & Buenos Aires
Line (NYRBA) with high hopes of success. It was too bad for O’Neill that he
had not learned from a former airline president who had just grappled with
Trippe for control of the Caribbean: Basil Rowe of West Indian Aerial Express.
After losing a bid to win FAM 6 despite his company’s ability to fulfill the mail
contract, Rowe reflected: “While we had been developing an airline in the
West Indies, our competitors [Pan Am] had been busy on the much more
important job of developing a lobby in Washington.”%®

Besides underestimating Trippe’s agile lobbying powers in Washington, D.C.,
O’Neill committed an error that created a fatal flaw in the future of his business.
Unlike Trippe, O’Neill started spending massive amounts of money on infra-
structure in South America (thanks to his generous investor) before he was awarded
a contract from the post office—one of the few risks Trippe never took. Trippe
could also still count on his friend Assistant Postmaster Glover, who remained in
office during the transition from the Coolidge to Hoover administrations and was
only too willing to see Pan Am’s competitors as threats to U.S. interests.””

NYRBA had already been awarded mail contracts from countries such as
Argentina, but at a much lower rate than Pan Am would ever offer: $10 versus
$25 dollars a pound to fly mail to Miami. Although NYRBA’s fees attracted
foreign governments, the business was hemorrhaging money. The needed rem-
edy would be a contract from the post office, which seemed likely to O’Neill
because NYRBA was already functioning as an airline in South America. But
Trippe’s lobbying helped to delay the advertising of what would be known as
FAM 10, a contract for transporting the mail to the east coast Brazil. This
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delay allowed time for Trippe to lobby Postmaster Walter Folger Brown. The
postmaster was feeling pressure himself because of the deficit the post office
was accruing with foreign mail contracts (earning $700 weekly but spending
$13,000). With a competitor such as NYRBA, the post office would never be
able to pressure foreign governments to pay rates comparable to the $2 a mile
fees now paid for foreign airmail by the United States. Brown decided to order
NYRBA (as he had many airlines in the domestic sphere) to merge with its
competitor in May of 1930. Driving a hard bargain, Trippe bought NYRBA,
which had invested $6 million in its efforts, for little more than $2 million
worth of overvalued Aviation Corporation stock. Soon afterward, Trippe won
FAM 10. South America had been secured.!*®

The same month that Pan Am began its first regular scheduled passenger
service—to San Juan via Belize and Managua—the chief of Latin American
Affairs at the State Department succinctly described the important role Pan
Am played in the U.S. government’s plans in Latin America. In a memo of
January 1929, Stokely W. Morgan wrote: “We have been moving heaven and
earth to help Pan American Airways. This company is in an exceptional posi-
tion in that the Department is very seriously and vitally interested in the suc-
cess of its undertaking.”'’" Although this memo’s enthusiasm for Pan Am is
unrestrained, Morgan could not have foreseen the increasing importance of
Pan Am for U.S. interests all around the world. While international tensions
were steadily increasing toward another global war, the utility of an American
airline pioneering air routes that could have great strategic importance in the
Atlantic and Pacific grew tremendously. Seizing this opportunity, Trippe would
soon focus his attention on helping to create innovations in airplane technol-
ogy that could help him to realize the almost unbounded aviation needs of the
U.S. government in the 1930s and 1940s.



CHAPTER 3

C. E. Woolman and Delta Air Lines

tuous early days of the airline industry in the 1920s and 1930s was due
in large part to the character of its director, Collett Everman (C. E.)
Woolman. Simultaneously visionary and practical, risk-taking and fiscally pru-

The survival and eventual growth of Delta Air Lines during the tumul-

dent, a university-educated cosmopolitan who naturally blended into small-
town Southern culture, Woolman somehow balanced these contradictory
attributes and used them to create a prominent national business.

Long before transforming Delta from its initial identity as a crop dusting
company in the Deep South to becoming one of the nation’s leading airlines,
Woolman was passionate about flight. The son of a physics professor at the
University of Illinois at Champaign-Urbana, Woolman displayed an early
aptitude for complicated and creative projects. As a boy growing up in Illinois
in the 1890s, he is reported to have constructed a giant kite designed for pas-
senger flight. (The prototype never got off the ground.) Less than a year after
the Wright Brothers unveiled their own aerial accomplishments to an awe-
struck world at a 1908 aviation exhibition in France, Woolman decided to
follow their example by attending the very first international aviation meet in
Reims in 1909. His trip to France from Illinois was paid for by a summer of
less-than-glamorous labor: cleaning the stables of 800 calves.!

The scene in Reims was bound to inspire any enthusiast about engine-powered
flight. The New York Times reported that “aviation week” (as the French called
it) featured 28 planes of American and European design flown by men with
soon-to-be household names such as the American aviator Glenn H. Curtiss and
the pilot who had just flown over the English Channel in July, France’s Louis
Blériot. The day before the official opening of the festivities on August 21, fifteen
thousand spectators saw “Aeroplanes flying in straight lines or making wide turns
or wheeling abruptly, traveling slow and fast and low and high.” Though these
“acroplanes” were spectacular for the time, they were still small, slow, and fragile
machines—so fragile, the 7imes noted, that the “aviators are chuckling to-night
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over an offer received by Augustus Post, Secretary of the Aero Club of America,
from a Frenchman weighing 250 pounds, who says he will give $100 to each and
every aeroplanist who will take him along in his flights.”?

Undoubtedly, Woolman’s week in France must have been gratifying to the
young man who had dreamed of flying. On his voyage home, Woolman con-
tinued to indulge his interest in airplanes, thanks to a serendipitous encounter
with American aviator Claude Grahame-White who asked Woolman to help
him overhaul a plane engine he was planning to use during an upcoming avia-
tion meet in Boston. Despite these unique experiences that could have tempted
him to devote his attention to the nascent field of aviation, Woolman must
have sensed that airplanes, however exciting, offered little certainty to those
interested in a career in 1910. Prudently finishing the educational path that he
had begun before traveling to Reims, he returned to the University of Illinois
where, at the age of 23, he graduated with a degree in agriculture.

A Foundation in Agriculture

The next few years Woolman took solid steps forward in his agricultural career,
moving south to farm in Mississippi and soon afterward becoming a manager of
a 7,000 acre farm in northern Louisiana’s Red River Valley.? Just a little while
later, he joined the agricultural extension department of Louisiana State University
(LSU) in 1913. Thanks to the Smith-Lever Act of 1914, which, according to the
Democratic Party, was designed to convey “to every farmer in every section of
the country, through the medium of trained experts and by demonstration farms,
the practical knowledge acquired by the Federal Agricultural Department in
all things relating to agriculture, horticulture and animal life,” LSU received
increased support for agricultural education.* The headquarters for this work was
located in Monroe in the northeastern part of the state (the future headquarters
for Delta). Woolman’s proficiency in this job landed him a promotion to district
supervisor of the northern Louisiana district in 1916. Despite his ever-growing
responsibilities, Woolman still found time to learn how to fly a biplane.’

In 1916, Woolman returned briefly to Illinois to marry Helen Fairfield who
was a home economics teacher in Champaign.® Over the next decade, the
young agricultural educator quietly deepened his connections to the Monroe
community by teaching farmers about the latest techniques to improve their
farms and their bottom lines. Naturally gregarious with a disarming sense of
humor, the northern-born agricultural expert found a home away from home in
a Southern culture that valued his conversation skills, his quiet confidence, and
his egalitarian demeanor.”

In 1921, a revolutionary agricultural technique was developed locally that
offered great promise to eradicate the boll weevil, a little worm that had
destroyed cotton crops for much of the previous decade. In the nearby labs of
the U.S. Department of Agriculture located just east of Monroe in Tallulah,
the etymologist Dr. Bert T. Coad explored ways to make the insecticide cal-
cium arsenate both efficient and commercially viable. An aviation enthusiast
himself, Coad successfully petitioned the federal government for funds to
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experiment with airplanes as a delivery mechanism for the poison. In the years
following World War I, a glut of military planes, as well as pilots and mechan-
ics, flooded the airplane market that provided the foundation for inexpensive
crop dusting. Unfortunately, these warplanes were never well suited for crop
dusting; in addition, the overabundance of cheap war surplus airplanes made it
difficult for fledgling plane manufacturers to introduce new models of aircraft

that were better suited for commercial and agricultural uses.®

Huff Daland Crop Dusting

Just a few years later, however, a bit of luck helped to make northern Louisiana
the national center for the nation’s crop dusting activities. In 1923, Coad met
George B. Post the vice president of Huff Daland Company, specializing in
military aircraft and based in Ogdensburg, New York. While he was on his way
to Texas to demonstrate the company’s new biplane trainer, Post made a forced
landing in Tallulah. After meeting with Dr. Coad, Post quickly became enthu-
siastic about the potential of crop dusting to jumpstart Huff Daland’s mori-
bund sales. Huff Daland then carefully entered this new industry by consulting
with Coad and similar researchers in the federal government. When it became
clear that no other companies were moving to develop airplanes for crop dust-
ing, Coad and Woolman together persuaded Huff Daland to dedicate a whole
new division to this endeavor. In 1924, Huff Daland Dusters, Inc., (with Post
assuming the role of president and retired army pilot Lieutenant Harold
R. Harris as operations manager) located its headquarters in Macon, Georgia,
which offered two promising elements for the company’s success: a variety of
crops located around one of the few usable airfields in the region.’

When Huff Daland first began its operations in Georgia, C. E. Woolman
had already spent 12 of his 34 years working intimately with the farming,
educational, and business communities in and around Monroe, Louisiana.
In 1925, Woolman left his secure job to join Huff Daland Dusters. As the
company’s first operations manager Lt. Harris recalled, Dr. Coad recruited
Woolman to become a vice president of Huff Daland Dusters because the
company had been “unable to sell its services with the personnel it had.”
Woolman used his agricultural expertise to supervise the company’s work with
pesticides. More importantly, he employed his conversational skills and local
connections to market Duster’s services. “Coad was right,” Harris concluded,
“C.E.W. was a great salesman.”'

But Woolman was much more than an ingratiating salesman: he was a gifted
entrepreneur who could expand small markets as well as develop new ones. The
first step that Coad and he took together was to move Daland’s headquarters
from Macon to Monroe. Monroe had many obvious advantages for the two
Daland executives whose combined experience working in northern Louisiana
totaled 29 years. But relocating to Monroe was much more than a matter of
convenience and cultivating familiar terrain: Monroe was situated in the
middle of boll weevil territory, and farmers were likely to respond very favor-
ably to Daland’s solution to their insect problem. The only thing the city lacked
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was an airfield. Luckily, Woolman was not the only prominent local resident
who was enthusiastic about aviation. With the backing of some prominent
business leaders who shared Woolman’s interest in the future of aviation, the
cities of Monroe and West Monroe committed themselves to building a public
airfield if Huff Daland agreed to stay in Monroe for a minimum of three years.
The result was Monroe’s Smoot Field."

Woolman and his Huff Daland associates now possessed the necessary ingre-
dients for success in the short-term: a unique product, a large potential market,
great public relations, and the infrastructure to support their operations. During
the next couple of years, the company grew beyond its initial inventory of
18 planes to better serve an ever-widening radius of farm country extending
from Arkansas to Mississippi and Georgia and eventually moving as far west as
California.!? In these two years, Huff Daland Dusters dominated the cotton
crop dusting market. They were so successful that during the late 1920s, the
company housed the “largest privately owned aircraft fleet in the world.”*?

Although business was going well in the American South, Woolman’s global
vision and experience inspired an ingenious marketing innovation to expand
the calendar year for crop dusting by aiming Huff Daland Dusters services far-
ther afield. The first step south took Huff Daland to Mexico in 1925. The

next step, however, was not as close or obvious. In 1926, Woolman headed a

Early Huff Daland Duster with Liberty engine applying calcium arsenate on cotton in 1924. Flown by
Lt. Harold R. Harris. (Source: Delta Air Lines).
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marketing expedition of sorts to investigate business possibilities among “the
cotton growing estates of the Peruvian coastal valleys” where he successfully
sold the idea of crop dusting to Peruvian farmers.' Peru’s cotton crops were a
promising new area for Huff Daland’s operations because their growing season
preceded that of the Mississippi Delta region by several months. Unable to
cover such a distance directly, five of the Huff Daland airplanes were disas-
sembled, crated, and shipped to Peru. Within a year after operations began in
two of Peru’s “most fertile valleys” in 1927, Huff Daland Dusters worked over
“seven of Peru’s most heavily farmed areas.””® Woolman employed his sense of
humor and cosmopolitan sensitivity to the local culture by approving the use
of a Spanish nickname for Huff Daland’s Peruvian operations: La Llama
Voladora (“the flying llama”).!® Each of the crop dusters sported a logo that
depicted a man seated on a llama, thus implying that the dusters were as reli-
able and useful as the famous pack animal.

Here we see a common pattern in the early evolution of an industry. The
structure of demand is uncertain, and early entrepreneurs place bets on different
customer segments that they believe will provide the growing demand that will
enable them to build a viable business. As we saw in the previous chapter, Trippe
first focused on transporting wealthy individuals to their vacation homes. When
this demand proved limited and competition for it intense, he turned his atten-
tion to serving companies that might need documents transported across diffi-
cult terrains on a timely basis, then on delivering mail for the Post Office
Department, both domestically and internationally, and finally on international
passenger travel. Trippe’s initial choices may have reflected the customer seg-
ment he knew best—wealthy families that his friends at Yale belonged to.
Similarly, Woolman’s early choices reflected the segment he knew best—farmers
whose crops were threatened by disease for which crop dusting provided a solu-
tion. As we see in the airline industry, variations in the backgrounds of individ-
ual entrepreneurs can have important consequences for the evolution of
consumer demand, and the business models that the individual leaders craft.

While Woolman was making inroads into Peru, Huff Daland’s parent com-
pany Keystone Aircraft was undergoing major changes that dramatically altered
the dusting company’s future. During this time of rapid consolidation in the
airline industry, Keystone was acquired by a group of Wall Street financiers,
including Richard F. Hoyt, who was deeply involved in the early years of Pan
American Airways. Huff Daland’s pioneering efforts in Peru caught the atten-
tion of Hoyt and other executives, including Juan Trippe. With his eyes focused
on laying out the groundwork for creating a South American network of air
routes, Trippe wanted to use Huff Daland as the means to secure a foothold in
Peru for Pan American. So, in September 1928, Woolman, now as an employee
of Pan American (through Hoyt’s acquisition of Huff Daland), participated in
negotiations with the Peruvian government, which resulted in Peru granting a
charter to a subsidiary of Pan Am, Peruvian Airways, Incorporated.'” Although
they were certainly grateful for Woolman’s effective leadership in a foreign
land, Pan Am’s executives maintained no romantic attachment to Woolman
or Huff Daland for their pioneering efforts. So, almost as soon as Peruvian
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Airways had been created, Hoyt decided to sell Huff Daland and told close
associates of Woolman that he wanted to “close out the dusters to the pilots on
any terms (or to anybody else, as far as that goes).”!®

Although this was an abrupt move, it did not catch Woolman unprepared.
Apparently sensitive to the volatile nature of the early airline industry, Woolman
had already created a contingency plan to acquire Huff Daland if it were put
up for sale. This plan would be implemented with the help of two associates:
Vice President Harold R. Harris and comptroller Irwin Auerbach. When Harris
heard of Hoyt’s desire to “sell out for forty thousand dollars, and all notes if
necessary,” he was eager to share the good news with Auerbach: “It looks like a
golden opportunity for us to do some good for ourselves.”"

Thinking that the trio would push forward together to buy Huff Daland’s
American and Peruvian assets (the latter was valued at approximately $15,000),
Woolman returned back from Peru on October 24, 1928 to find that all was
not going well: Auerbach was trying to acquire Daland by himself. In official
correspondence sent to investors before Woolman’s return, Auerbach repre-
sented Woolman simply as a potentially interested buyer. After confronting
Auerbach, whose answers were often incomplete or evasive, Woolman wrote to
executives at Keystone Aircraft to help him unravel this intrigue. Luckily for
Woolman, the comptroller’s maneuvers had aroused the suspicion of many of
Huff Daland’s investors and employees. When the Keystone executive con-
firmed the betrayal, the Monroe community refused to deal with Auerbach.
Although Auerbach’s scam could have turned investors sour on the future of
the crop dusting company, Woolman was able to raise the necessary funds from
local bankers and planters as well as some of Huff Daland’s major executives.
Once again, Woolman’s trusted role in the Monroe community—along with
his celebrated successes in South America—provided help to his aviation busi-
ness during a difficult time.?’

This episode in Woolman’s career demonstrated the interesting role that
merger and acquisitions can play in shaping and reshaping the opportunity
structure for early entrepreneurs in an industry. Being successful in part
requires quick maneuvering to remain in a position where you have some con-
trol over your own destiny—having a network of trusted friends and acquain-
tances, who will finance you in a pinch, is one of the assets that enables
entrepreneurs to successfully navigate this merger and acquisition induced tur-
bulence. Trippe was also a master of building and nurturing influential and
powerful relationships that enabled him to create three airlines in a relatively
short period of time. Access to capital is crucial in any industry’s start-up phase,
and capital is often initially secured through angel investors who are, more
often than not, personal friends or acquaintances of the entrepreneur.

Delta Air Service

On November 18, 1928, Huff Daland Dusters became “Delta Air Service, Inc.”
with Woolman as first vice president. Though he held the title of vice presi-
dent, Woolman served as the de facto head of the company. Two major new
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investors joined Woolman in directing the company: D. Y. Smith, a local
planter, became Delta’s president; Travis Oliver, an important Monroe banker
who had worked with Woolman to find investors in addition to making a large
personal investment himself, became treasurer. Harris remained with the com-
pany as second vice president. Catherine Fitzgerald, a secretary who had moved
from Keystone’s headquarters to Monroe in 1926, suggested the new name of
the company in honor of the Mississippi Delta region where Huff Daland had
done so much of its business. Although Delta would immediately resume the
agricultural work that had made Huff Daland Dusters so prosperous, Woolman
had plans to enter into new business territory.?!

As Delta Air Lines historians W. David Lewis and Wesley Phillips Newton
point out, it would be difficult for this fledging company to “survive in an
industry that was already experiencing formidable pressures towards
consolidation.”** Those pressures, in fact, may have been the motivating factor
for Woolman to move so quickly and decisively to claim some territory in the
airline industry. And although he could not have predicted the turn that gov-
ernment regulation would have taken in the near future, Woolman’s eagerness
to move from crop dusting to passenger service gave Delta an important legal
foothold in the airline industry that proved to be crucial to its survival.

C. E. Woolman’s Peruvian adventure in 1928 provided inspiration for Delta
Air Service’s entrance into passenger service. Indeed, if airplanes could function
well in underdeveloped nations with air routes disrupted by the vertical walls of
the Andes (airplanes of that era could not yet get over most mountains), they cer-
tainly could fly over the more economically vibrant and geographically flat areas
radiating from Monroe, Louisiana. Woolman’s good relations with Monroe’s
political and business leaders ensured that local conditions were ripe for Delta’s
take-off plans. But to be successful, Woolman also needed to understand and
anticipate the important regional and national influences around 1928.%

Early Passenger Service

Three years after the passage of the Contract Air Mail Act of 1925 (the Kelly
Act), the Post Office Department had awarded airmail contracts for “feeder
lines” that connected smaller cities (generally arranged in a north-south direc-
tion) to the already-established transcontinental route (generally progressing in
an almost straight line from New York to San Francisco via Chicago).?4 A quick
look at a map of the early contract mail carriers at the time shows that the
South was largely left out of the loop of this feeder system. Only one major air-
line (Florida Airways) provided airmail service, and this connected Atlanta to
Miami. Woolman saw an opportunity for an east-to-west airmail route in the
deep South.

The regulatory discretion of those who ran the post office encouraged the
development of passenger service. Specifically, President Calvin Coolidge’s
Postmaster General Harry S. New openly favored large companies that had the
financial means to acquire the largest aircraft available. Eventually, New hoped,
companies with this increased capacity would derive larger amounts of revenue
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from passenger service. The young airline industry responded according to
New’s incentives—with small private companies being challenged by larger
conglomerates. The first major airline company to emerge was Transcontinental
Air Transport (TAT) (forerunner to TWA), which was formed in 1928 and
began operations after a year of careful planning. Before the age when airlines
could fly at night, transcontinental carriers (United and American, companies
that were built from the merging of many small airlines, soon followed TAT)
organized a combination of air and rail service.”” TAT relied exclusively on
passenger service, a strategy that, at least in the late 1920s, proved to be wholly
unprofitable. After 18 months of passenger service, TAT lost $2,750,000.%

Despite some spectacular failures in the beginning of the airline industry,
passengers and capital began to flock to the airlines. One source of the growing
public interest in airlines can be attributed to the well-publicized aeronautic
feat of Charles Lindbergh. Although some academics point to the fact that
investment in airlines was growing before 1927, Lindbergh’s accomplishment
certainly did not hurt the cause of the airline industry: between 1927 and 1929,
investment in airline stocks tripled. The public’s skyrocketing enthusiasm for
flying may have further encouraged investors to place their faith in the new
industry. From 1926 to 1929, the number of revenue miles flown grew from
4.3 million to 22.7 million, and the number of airline operators increased from
13 to 38.% This occurred despite the many discomforts passengers had to face
in uninsulated, unpressurized, and noisy planes that flew too low to avoid the
often nightmarish turbulence at higher altitudes. The Lindbergh fever of the
late 1920s was not just a distant national story for the people of Monroe. In
October 1928, Lindbergh visited the nearby city of New Orleans, which fur-
ther invigorated the region’s enthusiasm for aviation.®

Given the generally well-known difficulty of turning a profit from passen-
ger service alone, it is somewhat surprising that C. E. Woolman decided to
begin Delta Air Service as a passenger-only airline. Woolman had probably
studied the idea of making Delta an airmail carrier as well, because a federal
airmail survey completed in June 1928 assessing the viability of a route through
Monroe was found posthumously among his papers. (The entire route included
Shreveport, Monroe, Jackson, Meridian, Tuscaloosa, and Birmingham.) A few
months after the survey was conducted, Woolman also asked for advice from a
Minnesota airline that did concentrate on passenger traffic.?” Perhaps Delta’s
lack of cash made it difficult to start an airmail service that would meet the
expectations of Postmaster New.?" In addition, a local airline, St. Tammany-
Gulf Coast Airway (established in 1927), already offered airmail service
between Atlanta and New Orleans. This route was expanded when St. Tammany
became part of Gulf Air Lines, which added a New Orleans—Dallas connection
in May 1928.%" Woolman’s decision to focus on passenger traffic could have
also been encouraged by mainstream press such as the New York Times that
acknowledged the difficulty of making money from passenger traffic in the
past but also predicted a very rosy immediate future.*?

Once the decision was made to orient the company toward passenger service,
Woolman moved quickly. In early 1929, Woolman was fortunate to meet a young
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and wealthy businessman from a successful Kansas City family by the name of
John Fox. Fox lived in the adjacent town of Bastrop, Louisiana and had learned
how to fly in 1926. After a half-hearted attempt at beginning his own airline, he
sold the few assets he had acquired to Woolman and became the principal stock-
holder of Delta Air Service, having acquired $55,000 worth of the company’s
shares. The deal helped Delta acquire two of Fox’s airplanes and another second-
hand plane he had on order without increasing its debt substantially.?® The model
of Delta’s first two passenger airplanes was the “high-wing, single-engine, six-
passenger, enclosed-cabin Travel Air [6000-B]” built by the Travel Air Company
of Wichita, Kansas. The plane, described by Monroe’s press as “the last word in
airplane construction,” boasted a range of 500 miles and a top speed of 130 mph.?*
Woolman’s good fortune to have met with Fox was further enhanced by the fact
that the Travel Air Company—whose co-founders Walter H. Beech and Clyde
V. Cessna would become famous pioneers of airplane manufacturing—made
some of the best planes of the late 1920s.%

Delta Air Service advertisement for passenger service, 1930. (Source: Delta Air Lines).
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Delta Air Service’s first passenger flight took place on June 17, 1929 from
Dallas, Texas to Jackson, Mississippi, with stops at Shreveport and Monroe,
Louisiana. Extensions to this route were made soon afterward: further to the east
at Birmingham and to the west toward Fort Worth. Nine months later, Delta Air
Service finally added Atlanta to its list of destinations on June 12, 1930.3¢ The
company offered flights 2 times a day between Atlanta and Fort Worth, a route
that could be completed in a total of 10 hours and 15 minutes.?”

The route made sense for many reasons. Dallas was a large city in the South
that did not have any direct east-west passenger routes that connected it to
Atlanta and, by extension, the eastern seaboard. Dallas was also connected to a
national network of airlines through the mail and passenger service provided
by National Air Service that flew between Dallas and Chicago.?® This original
route also went through much of the territory that Woolman had already
become familiar with through the crop dusting work of Huff Daland.

The early financial returns on Delta’s passenger service were disappointing.
While Delta made a $20,000 profit for its dusting operations between November
1928 and December 1929, Delta’s passenger service revenues were $32,000 in
the red. Despite this bad news, Woolman continued with his plans to expand
operations to Atlanta in the hopes of garnering more passengers. To compen-
sate for some of these poor returns, Woolman decided to petition the post
office for a mail route. He wrote optimistically to his head of operations Harold
Harris in April of 1930: “with the Watres Bill now before Congress we have
great hope of coming in...for air mail over the run.”®® The McNary-Watres
Bill (approved on April 29, 1930) was designed to encourage further growth of
passenger airlines by paying airlines for the overall size of their airplanes rather
than the amount of mail they carried. Airlines could almost double their money
by selling tickets for passengers who would fill any empty space not taken up
by the mail.4°

Navigating New Government Policies

Although this bill in principle could have been a boon for Delta, in practice it
almost became the first step in Delta’s demise. The bill gave “dictatorial” pow-
ers to the postmaster over the future of the airlines. Postmaster Walter Folger
Brown’s first preoccupation with the future of passenger and airmail service was
to foster the development of larger airlines with deeper pockets and longer routes
that could offer some stability to the struggling industry. He did not want to
eliminate competition altogether, but he wanted to foster an airline passenger
system that the public could depend on for years to come. In 1930 when Brown
became postmaster, there were 44 small airlines in existence of which Delta was
probably among the smallest.! Brown was most concerned about creating a
transcontinental air service, and he believed that a coast-to-coast route could
not be run by multiple companies.*?

Southern businessmen who supported Delta’s goal of taking on mail for the
federal government petitioned the post office on Delta’s behalf in May 1930,
asking that the fledgling airline receive an airmail contract.”® Praising the
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company for its impeccable safety record and its sound leadership, they had no
idea that Brown was moving quickly to change fundamentally the way the air-
line industry was organized, a move that threatened to put small companies
such as Delta Air Service out of business.

At the same time Delta’s petition reached Washington, the postmaster called
a meeting of most of the nation’s airlines to discuss how to administer the new
airmail contracts under the McNary-Watres Act. The act cancelled all existing
air contracts and placed significant stipulations on the rebid process. The stip-
ulations were mostly intended to weed out the smaller carriers. Airlines were
required to have daily route schedules covering at least 250 miles and have
6 months of demonstrated night flying. The mail subsidy was also cut almost
in half. A few years later, this meeting came to be known as “the spoils confer-
ence” in which certain airlines were favored (receiving the spoils of the airmail
contract awards) and others were forced to merge and/or sell out.** Woolman
did not even receive an invitation to the “conference,” perhaps because Delta,
like many other small independent airlines, was too small of an operation to
receive much serious attention from Brown. Luckily, Woolman received a tele-
phone call alerting him to the meeting, and he immediately went to Washington
to defend Delta’s interests.®

If not frantic, Woolman certainly became frenetic and used his creativity to
find a way out of this trap. Although Brown had conceded that Delta had a
legitimate claim to have “pioneered” passenger service between Atlanta and
Dallas, Woolman could see very clearly that Delta was not going to be permit-
ted to survive in its present state—it would have to become affiliated with a
larger airline company. As an entrepreneur, Woolman had to become flexible
in his vision for the company, and he quickly pursed a partnership arrangement
that would allow Delta to survive. Woolman first approached Eastern Air
Transport, which was expecting to receive rights to fly between Atlanta and
New Orleans and explored the possibility of subletting that route to Delta.
When Brown became annoyed with Eastern’s directors, he decided not to award
the Atlanta-New Orleans route to them; instead, he gave the southern route to
Aviation Corporation (AVCO), an aviation holding company (affiliated with
American Airlines, not Pan American).%

A company that could be described as Delta’s opposite, AVCO began with
working capital of $35,000,000 a few months after it was formed in 1929 and
set out to buy airlines from all over the country.” With these funds, AVCO
embarked on a major acquisition spree, acquiring, in less than a year, almost 80
different aviation businesses, including 5 different airlines and 3 holding com-
panies.48 One of these airline holding companies was Southern Air Transport,
which itself had bought, before being acquired by AVCO, St. Tammany-Gulf
Coast Airway, Delta’s neighbor based in New Orleans. Because St. Tammany’s
service had preceded Delta’s, AVCO was awarded St. Tammany’s “pioneer” ser-
vice between Birmingham and Atlanta, to which Postmaster Brown added
Birmingham to Fort Worth under an arbitrary “extension principle.”®

Woolman traveled to New York to negotiate some sort of deal with AVCO.
He met with the current and former presidents of AVCO and received a verbal



72 e Entrepreneurs, Managers, and Leaders

agreement from them to buy a controlling interest in Delta and then to permit
Delta to fly between Atlanta and Fort Worth as a subsidiary of AVCO.
Unfortunately, internal wrangling between the postmaster and the Commerce
Department invalidated the “extension principle” that had allowed Brown to
award AVCO the route between Birmingham and Fort Worth. According to
Delta historians Lewis and Newton, “the clause in the McNary-Watres Act
granting to the postmaster general authority to extend existing routes and award
them to favored companies could not be construed as empowering him to grant
to an airline an extension longer than the route that it had flown under previous
airmail legislation.”® AVCO now had to competitively bid for the route, which
left Woolman and his fledging airline with no more immediate options.”!

With Postmaster Brown and the representatives from the nation’s larger air-
lines cutting deals with lictle regard to the well being of smaller competitors,
Woolman and other Delta executives had come to the conclusion that the best
thing they could do was to sell to AVCO. Using what little influence he had
through his connections to Louisiana Senator Edwin Broussard, Woolman
tried to pressure the postmaster to ensure that Delta would be compensated
fairly for the route that it had flown successfully. Maintaining service until the
very end—perhaps hoping to discover an unseen foothold in the airline
industry—Woolman’s airline stopped all flights only when AVCO won the
competitive bid and started flying on October 1, 1930. AVCO did finally pay
Delta around $105,000, which, according to Woolman, was approximately half
the amount Delta had invested in its Atlanta to Fort Worth route.”* That
marked the end of Delta Air Service’s short history of passenger service.

In the end, the McNary-Watres Act eliminated many small, regional carriers
from the bidding process and set the stage for Brown to award the bulk of mail
contracts to three primary carriers who had the capability to traverse the con-
tinental United States. United won the northern routes, TAT won the central
routes, and AVCO’s American Airways won the southern routes.>® Here we see
the defining influence of government regulations, and the specific regulatory
preferences of Postmaster Brown, on the evolution of this industry. The impact
of government intervention has been felt by many industries, most notably in
telecommunications, transportation, healthcare, and banking. For example,
Christopher Marquis discusses how the shape of the U.S. banking industry was
significantly influenced by regulations that restricted interstate branch net-
works in favor of local banks.>

Starting Over—A New Delta

Perhaps determined not to give up on a business in which he had displayed such
acumen and for which he had much affection, Woolman regrouped to form a
new company. He went back to crop dusting and bought planes and equipment
from AVCO’s Southern Air Fast Express for $12,500. This sale included an
agreement that Woolman could continue to use the name “Delta Air Service” so
long as the company refrained from transporting passengers. Woolman then
acquired a new charter from the state of Louisiana (under the name of Delta
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Air Corporation) that allowed it to pursue a wide array of activities related to
aviation—from aircraft manufacture and maintenance to flight instruction.
Unfortunately, along with the spoils conference came the Great Depression,
which forced Woolman and his associates to come up with creative ways to
make money in the airplane business and to become as frugal as possible.”®

Farmers were the primary clients for crop dusters, and farms were doing
very poorly when Delta Air Corporation began on December 31, 1930. Several
months earlier, Woolman sent this discouraging assessment to his colleague
Harris who was working with the dusting operations in Peru: “with low cotton
prices the farmers are completely broke.”>° Luckily for the farmers, but not for
Delta, the winter of 1930-1931 brought unusually cold temperatures down
South, thus almost wiping out the problem of the boll weevil. In addition, this
market now had regional competition—Curtiss Flying Service of Houston—
that was charging farmers a meager 35 cents per acre dusted. Woolman perse-
vered nonetheless, repeating his Latin American strategy by winning a dusting
contract in Mexico.”” Woolman and Harris decided to liquidate Huff Daland’s
Peruvian assets, which were sold in 1931.>% In the same year, Dr. Coad came
over to Delta to run the company’s dusting operations (a position he kept for
35 years). But no matter how good Delta’s dusting personnel were, agricultural
business in the 1930s was not going to keep Delta Air Corporation solvent.

Staying within the category of “services associated with airplanes,” Woolman
pursued every possibility conceivable to generate badly needed revenues. He
was hopeful about Delta having acquired a franchise from the Curtiss-Wright
company to sell the company’s goods in Louisiana and Mississippi. Having also
become the company that managed Monroe’s Selman Field (which replaced the
original Smoot Field), Delta could generate more money through servicing air-
craft (services which included repairs, routine maintenance, renting hangars,
and conducting mandatory inspections). Delta also offered flying lessons for
locals who occasionally ventured into aviation and helped private and govern-
ment agencies conduct intermittent photographic surveys of the areas around
northern Louisiana. Swallowing his pride, Woolman even arranged for Delta
to work on the planes of its archrival, AVCO’s American Airways.”® With the
profit margins slim at best for any of these activities, Woolman was sustained
during this time in the aviation wilderness with the generous financial assis-
tance of local banks whose services were often secured with the help of Delta’s
treasurer Travis Oliver.®

Despite the bleakness of the times, aviation enthusiasts continued to push
the boundaries of what was possible. In 1931, Wiley Post and Harold Getty flew
around the world in 8 days (covering a northern route totaling 15,500 miles)
and were followed in 1932 by Amelia Earhart who became the first woman to
fly solo across the Atlantic.

Changing Government, Changing Fortunes

A transition in the U.S. government brought about a welcome change in Delta’s
fortunes. In the first third of the 1930s, the government policy toward business
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was shaped by President Herbert Hoover’s vision of an “associative state,” which
would, in theory, defend “American individualism” against the extremes of an
economy dominated by large monopolies as well as against the constraints
of an interventionist government. Instead, business would work together to
foster “cooperative institutions designed to provide a voluntary network of
self-regulation.” The federal government would “prod them to put aside selfish
impulses,” but its authority to force any specific outcome would be limited so
as to encourage “private solutions to [private business] problems.”®!

The succeeding administration led by President Franklin Roosevelt saw the
actions that had been taken by Postmaster Brown to shape the airline industry
as extremely coercive—and representative of the abuses of power in govern-
ment and business that helped to perpetuate the agony of the Great Depression.
In January 1934, Senator Hugo Black of Alabama led a committee to investi-
gate Brown’s reshaping of the air transportation industry. Opponents of the
spoils conference of 1930, such as C. E. Woolman, were asked to testify in
Washington.®? By February, Black announced the conclusions he had drawn
from the testimony in a radio address, which was transcribed in the New York
Times: “It was never intended by patriotic citizens that this governmental aid
[Black cited a figure of $58,000,000 in subsidies] should be diverted by collu-
sive agreements into the pockets of favored bankers, brokers or stock manipula-
tors, politicians and lobbyists.”®® The next day, Roosevelt cancelled all existing
mail contracts and ordered the army to take over those routes in a few days.®*

This ambitious move by the government turned out to be a fiasco for the
Roosevelt administration, but it became an opportunity for Woolman and
other small independent airline operators like him. The army was not prepared
to take over airmail services in a matter of days that had taken years to build.
A number of planes were damaged and approximately a dozen pilots killed in
accidents that took place during the next few weeks. In addition, airmail costs
rose from 54 cents a mile (under Postmaster Brown’s regime) to $2.21 a mile
over an airmail system that had shrunk from 27,000 to 9,000 miles of routes.®
After receiving substantial criticism from the press and Republicans in
Congress, Roosevelt cancelled government control of airmail.®® There would
not be, however, any return to the status quo ante Postmaster Brown. With the
Air Mail Act of 1934 (co-written by Senator Black and passed on June 12),
important pioneers of the aviation industry who had participated in the now
infamous spoils conference were permanently banned from aviation. The act
also forced all of the large holding companies that were involved in both air-
lines and airplane manufacturing to break up. Again, we see the extraordinary
impact regulation can have on the structure of a nascent industry. Just as the
1930 intervention spurred consolidation and concentration in the industry, the
1934 regulation spawned the growth of smaller airlines. Although big airlines
such as United and American remained more or less intact with largely cos-
metic changes, there was room for more competition from smaller companies,
which contributed to bringing down the price of airmail contracts (along with
an administration that was less willing to subsidize airline costs). Winning bids
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for airmail contracts under the Air Mail Act were, on average, 40 percent lower
than between 1930 and 1934.¢7

Technological Innovation in Airplane Design Drives
Progress in Airline Services

Although the prospects for a prosperous future in the airline industry may have
looked grim at this point (and immediately following the changes of June 1934
profits in the industry as a whole did go down), technological advances in air-
plane manufacturing alleviated this situation.®® Some of the biggest advances
in the 1930s were spurred by a well-publicized tragedy. In 1931, the famous
football coach Knute Rockne died in a plane crash, which spurred the govern-
ment to ground the wooden plane he was flying in (the Fokker trimotor)
because of structural failure.®® In response, the American airline industry
spurred the manufacture of sturdier metal planes. The immediate result was
the 10 passenger Boeing 247 (1933) and the 14 passenger DC-2 (1934) made by
Boeing’s competitor, the Douglas Aircraft Company.”® Despite the fact that the
DC-2 lagged one year behind Boeing’s metal plane, the Douglas aircraft was
much more popular with consumers. That popularity stimulated DC-2 pro-
duction to a remarkable rate for the time: 10 planes per month.”!

Although Woolman certainly would have liked to restart Delta’s renewed
passenger service with the best metal planes, he would have to make due with
what he could afford at the time. In entrepreneurial fashion, Woolman looked
at the situation as an opportunity, rather than an obstacle and began to move
forward with his reconceived airline. After having been awarded the Charleston,
South Carolina to Dallas airmail route by outbidding American Airlines 24.8 to
43.5 cents per pound of airmail, the rechristened Delta Air Lines began flying
passengers on July 4, 1934. Delta also renamed that air corridor “The Trans-
Southern Route,” a moniker that seemed as tailor-made for Delta’s consumers as
had been “La Llama Voladora” in Peru. The plane used for this route was the
seven-passenger, fabric covered, high-winged Stinson-Ts. These were planes that
had been used by American Airlines—machines that the company was eager to
be rid of as it began to buy larger aircraft. Delta bought them for $5,000 each:
approximately a fifth of their original value. Within 5 months, Delta had trans-
ported 1,464 people on its southern route.”?

Woolman’s strength as a business man and an entrepreneur was his ability
to recognize opportunities in their infancy stage and take them to the next
level. While it is often easier to allow the stringent regulatory nature of an
emerging industry, such as the airlines, to dictate the future of one’s business,
Woolman pursued the more difficult path. Instead of bending to regulatory
pressures, he attempted to bend them in his direction. When this did not work,
he adopted a new approach. As government policies and competitive forces
changed, his nimbleness and adaptability enabled him to quickly reconceive
his business plans. Reinventing Delta time and time again was Woolman’s bril-
liance as an entrepreneur.
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During the next couple of years, Delta barely broke even. But other mea-
sures during this time were far more promising. Gross revenues almost dou-
bled from $245,000 to $431,000 with passenger revenue miles paralleling this
growth, moving from 1.2 million to 2.3 million between 1935 and 1936.7%
This growth must have been very encouraging to Delta’s new principle stock-
holder and president, Clarence E. Faulk, a local entrepreneur who filled in the
void left by John Fox after his departure from Delta in 1932. Woolman
convinced Faulk to grant a personal loan of $150,000 to finance Delta’s acqui-
sition of 3 Lockheed 10-B Electras, the first of which were delivered in
December 1936. The Lockheeds’ top cruising speed of 190 mph was quite an
improvement from the 100 mph of the previously used Stinson Ts.”* More
importantly, as airline historian R. E. G. Davies points out, the Lockheed,
which seated 10 people, may have been the best fit for the times because
the passenger traffic levels of the mid-1930s rarely filled the seats of the
14-passenger DC-2 on a regular basis.”

New Regulations Drive Safety

In 1938, the federal government changed the airline business landscape yet
again when the Roosevelt administration won passage of the Civil Aeronautics
Act that established a five-member supervisory board called the Civil
Aeronautics Authority (CAA). (The CAA would be replaced by a stronger Civil
Aeronautics Board [CAB] in 1940.) The act enjoyed considerable support in
Congress because it promised to establish some order to an industry that had
been rocked by tremendous regulatory and economic changes during the pre-
vious decade. Harkening back to some of the informal elements of Postmaster
Brown’s implementation of Hoover’s “associative state,” the CAA wielded more
formal centralized power over the airline industry than any agency had before.
Among its many regulations, one of the most sweeping was a provision that no
airline could perform airmail or passenger service without having received a
“Certificate of Public Convenience and Necessity (CPCN)” from the CAA.
After they acquired these certificates, airlines were even prohibited from aban-
doning routes without explicit permission from the government.”® Quick to
respond to such regulatory changes, Woolman made sure that Delta became
the first airline to receive a CPCN (even though the government had not pre-
cisely defined what exactly constituted “public convenience and necessity.”)”’
Reacting perhaps to the hard lessons learned in the aftermath of the 1930
spoils conference, Woolman seemed to have anticipated that the CAA would
bring with it a heightened scrutiny of the safety record of the airlines. Woolman
directed Delta’s chief pilot to invigorate the company’s program of pilot train-
ing. The strategy paid off. While other airlines suffered a number of accidents
in the late 1930s and early 1940s—including a few widely publicized crashes
that horrified the reading public—Delta survived this era with an exemplary
safety record.”® This safety record contributed to the company’s continuing
success through the end of the 1930s and early 1940s. There was so much
demand for Delta flights that Woolman decided to buy the larger DC-2s and
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C. E. Woolman, Delta's principal founder and first CEO, 1940s. (Source: Delta Air Lines).

DC-3s (with 14 and 28 passenger capacity, respectively) in 1939. Although
Woolman’s decision to use DC-3s definitely aided its growth, it was hardly
unique in the airline industry: “by 1939, 90% of the world’s airline traffic was
being carried by these aircraft.””? The universal success of the DC-3 (due in
large part to the efforts of C. R. Smith of American Airlines who will be dis-
cussed in chapter 5) presaged the post—World War II era in which technological
advances in aircraft began to decrease in significance as a distinguishing com-
petitive factor between the airlines. Indeed, Woolman knew that a shiny bunch
of Douglas aircraft would not, by themselves, ensure a strong future.

Moving to Atlanta

As innocuous as they might seem, choices of where to locate the company head-
quarters had a significant influence on the fortunes of the early entrepreneurs in
the airline industry. Woolman’s final major decision on behalf of Delta before
World War II was to move the airline’s headquarters to Atlanta, which was
approved by the company’s board of directors on March 1, 1941. Although this
proved to be an extremely important and helpful change that provided a solid
foundation for Delta’s growth for the rest of the twentieth century, Woolman
was uncharacteristically hesitant to commit the company to what may have
seemed like an inevitable course of action. By 1940, parts of Delta’s operations
had already migrated eastwards away from Monroe. Many of the company’s
pilots and co-pilots had established permanent residences in Atlanta and most
of the company’s maintenance operations were also based there. As Delta histo-
rians Lewis and Newton explain, moving from Louisiana to Georgia “was a
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logical arrangement because Atlanta was the hinge of the system, where the
eastern and western divisions met.”8® On the other hand, Woolman had spent
almost all his adult life in and around Louisiana, and Monroe in particular had
been an especially friendly and familiar place for Delta to do business.

But by 1940, Monroe may have done all it could do for Delta.?! The finan-
cial and intellectual resources available at Monroe were becoming less and less
useful for a company with an increasingly national profile. Although Monroe
took in steady revenues as a major player in the cotton and natural gas markets,
it seemed to have reached an economic plateau that would have difficulty fol-
lowing Delta’s slow but steady growth. For example, when in the summer of
1940 Woolman wanted to finance the purchase of 6 DC-3s at the cost of
$115,000 each, the expenses were covered by increasing the amount of Delta’s
stock and by a $500,000 loan from a creditor in Atlanta.®? Careful scrutiny of
Delta’s finances by Atlanta underwriter Richard Courts revealed that, unfortu-
nately, previous stock transactions undertaken by Delta in 1939 had been in
violation of rules set out by the Securities and Exchange Commission (SEC).
The SEC was a relatively new agency founded in 1934 whose rules were unfa-
miliar to most people in small towns like Monroe. It was an innocent mistake,
but one that Courts had to explain personally to the SEC for Delta to avoid any
major penalties. This revealed that Monroe’s lawyers, however well meaning,
were out of their ken when it came to Delta’s future.®?

In addition, decisions made by the CAB further oriented Delta toward
Atlanta. Beginning a strategy that would provide the direction for Delta’s
growth after World War II, Woolman tried to acquire a small company called
“Marquette Air Lines,” which served St. Louis, Missouri; Cincinnati, Ohio;
and Detroit, Michigan. This attempted merger—along with Delta’s requests to
the CAB to serve Tallahassee, Jacksonville, and Tampa, Florida—had been
refused. Finally, on January 30, 1941, the CAB allowed Delta to serve a new
route north from Atlanta, Georgia to Knoxville, Tennessee; Lexington,
Kentucky; and ending in Cincinnati, Ohio. With this development, Atlanta
became the epicenter of Delta’s progress from its past in the South toward its
national future with an expansion toward the Midwest. Although many of
Delta’s stockholders resisted moving to Atlanta and favored relocating instead
to Dallas (perhaps because that city was more familiar to Delta’s investors from
neighboring Louisiana), Delta’s historians note that “the board...in this
instance, as in others, .. .always followed Woolman’s lead in the end.”%4 After
having been swayed by sentiment to stay in Monroe longer than was necessary,
Woolman certainly was not going to make the same mistake twice by placating
his stockholders’ sentimental attachment to Dallas.

By 1940, Delta had become, to use a southern term that Woolman was prob-
ably familiar with, “too big for its britches.” Although Woolman and his com-
pany could never have been accused of being arrogant (as the old saying implies),
their growing pains were real. Difficult though it may have been to uproot
themselves from familiar surroundings in Monroe, Woolman and other Delta
employees were also savoring the fruits of their patience, frugality, and prudent
risk-taking: in 1941, Delta flew 15,000,000 passenger miles, which helped to



Woolman and Delta Air Lines e 79

push its gross revenues above $1,000,000 for the first time.®> Having survived
so many setbacks in Delta’s short history, Woolman was now steeled to take on
the bigger airlines that had once threatened to put Delta out of business.

Challenging Eastern Airlines

Like Woolman, Eddie Rickenbacker made his mark in the South through his
stewardship of Eastern Airlines. An extroverted and straight-talking war hero,
Rickenbacker was admired by millions of Americans for his bravery. He con-
sidered himself a star and expected others to treat him as such. Demanding
deference, even from government officials whose authority he was legally bound
to obey, Rickenbacker’s great energy in developing Eastern Airlines was often
undercut by his inability to adjust to the changing political currents.

In contrast Woolman, who adapted to government bureaucracy, Rickenbacker
prided himself on his company’s separation from the U.S. government.
According to one historian, Rickenbacker viewed success as “getting passengers
where they wanted to go at reasonable prices that would yield profits to Eastern
without federal subsidy.” Resisting payments from the government “as a matter
of principle,” Rickenbacker put his company at a competitive disadvantage
against airlines that were more than willing to take money from Uncle Sam.

Woolman and Delta were all too ready to partner with the government.
Woolman’s cooperation was evident during World War II when he placed the
airline at the disposal of the U.S. government. During the war, all but four of
Delta’s planes and almost all of its pilots were deployed for military purposes.®
Even before the end of the war, Delta reaped the benefits of its partnership with
the government when it was allowed to provide airline services for the city of
New Orleans. Shortly after the war, Woolman embarked on a major expansion
plan for the airline, hoping to add a number of new routes that would allow the
airline to offer passenger travel from the upper Midwestern states to Florida. In
August 1945, Delta achieved this goal when the CAB authorized the airline to
fly between Chicago and Miami. This 1,028 mile route was the longest single
route that the CAB had awarded since its inception in 1938, and with this new
route, Delta became a direct competitor of Eastern.®”

Delta’s expansion plans received a tremendous additional boost in 1953
when the CAB allowed the company to merge with the Chicago and Southern
(C&S) Airline. In addition to several new domestic routes, C&S had been
awarded a number of international routes to Caribbean and South American
destinations through its hub in New Orleans.®® After combining its operations
with C&S, Delta also succeeded in its bid for the important 1,075 mile route
from New York to Atlanta. This route became an even greater competitive
threat to Eastern.

As Delta grew, it pioneered the “hub and spoke” model of airline operations
whereby traffic from small and medium-sized cities was funneled to nodal
points such as Atlanta, Memphis, and Chicago during specific time frames
throughout the day. The traffic was then redistributed to longer-haul flights
heading to major destination points. This model facilitated “an enormous
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variety of connections that would otherwise have been impossible... opti-
mized load factors, conserved fuel, and encouraged Delta to hold onto smaller
stations instead of turning them over to feeder lines.”® The hub and spoke
model that was originally pioneered in Atlanta by Delta became a key part of
the business model for most traditional airlines during the postderegulation
period of the airline industry. As Delta thrived in the postwar growth of the
airline industry, Eastern struggled to maintain its hold on airline service.
Delta’s historians, Lewis and Newton note:

In contending for potentially lucrative routes during this era, Delta did better
than its major competitor, Eastern. This was in part because, under Woolman’s
leadership Delta made maximum use of its contacts with key southern represen-
tatives and senators at a time when the South was electing solidly Democratic
delegations to Congress despite its infatuation at the national level with such
Republican leaders as Dwight D. Eisenhower. Conversely, at the helm of Eastern,
the politically archconservative Rickenbacker went out of his way to alienate
influential Democrats and thus squandered some of his firm’s potential influ-

ence in the regulatory arena.’®

Calculated or not, Rickenbacker’s violent disgust with government’s role in
shaping the postwar airline industry made it impossible for him to adjust to the
changing times. While Eastern would cease to exist by the end of the twentieth
century, Delta continued to expand. In many ways, Woolman made this possi-
ble through his transition from entrepreneur to manager. Similarly, C. R. Smith
of American Airlines and Pat Patterson of United Air Lines, whose stories are
told in the next section, were able to secure a dominant position for their airlines
by deftly working within the parameters of government regulation that charac-
terized the second phase of the airline industry’s evolution.



PART II

The Managers

s we saw in Part I, various entrepreneurs competed to secure a sustain-

able business model in the airline industry. Although entrepreneurs

shape the initial parameters of possible successful business models, it is
often managers who maximize that potential through efforts to both reinforce
and defend the dominant business model. In some cases, successful entrepre-
neurs become equally successful managers, helping to shepherd their company
through growth and maturity with an eye toward the changing competitive
landscape. In most cases, however, entrepreneurs struggle to make the leap
from leading a start-up to managing an ongoing concern. Managers, who often
have different skills and temperaments, step in to guide these businesses
through growth and maturity.

To maximize growth potential, managers typically focus on standardization,
economies of scale, differentiation, and efficiency. The early investments that are
made by entrepreneurs and heavily supplemented by managers are designed to act as
barriers to entry as well as opportunities to capitalize on the increasing scale and
scope of industry development. The inherent success of a business model attracts
several followers during the growth phase of an industry’s lifecycle with each com-
petitor vying to sustain success or to supplant another player. As an industry reaches
maturity, managers tend to look for opportunities to sustain dominance through
further efforts to gain scale. During the later stages of an industry’s lifecycle, this is
often accomplished by consolidations, mergers and acquisitions, or strategic alli-
ances and partnerships.

The rapid expansion and consolidation of the airline industry can also be
compared to similar forces in the automobile industry (albeit this was not an
industry that was regulated). The figure that follows (figure M.1) on the global
automobile industry in the twentieth century shows a period of drastic expan-
sion sparked by entrepreneurs followed by massive consolidation orchestrated
by managers.! At its peak in the 1910s, the global automobile industry was
comprised of more than 500 manufacturers. Forty years later, the industry had
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shrunk to only 50 manufacturers. The airline industry encountered a similar
phenomenon (see figure 1.2 in the Introduction).

Before the mid-1930s, the airline industry was characterized by constant change,
numerous start-ups, and diverse aircraft. With the aid of the U.S. government, the
airline industry was drastically rationalized in the 1930s, and a dominant business
model emerged led by American, United, TWA, and Eastern. Government officials
believed that the future of the airline industry was predicated on maximizing scale
and scope and, to that end, the country was divided into regional spheres with a
dominant carrier at the helm—American flying the transcontinental southern
route, United leading the transcontinental northern route, TWA dominating the
transcontinental central route, and Eastern holding the leadership position in the
heavily trafficked north-south corridor of the eastern seaboard. Juan Trippe and Pan
Am also greatly benefited from this intervention as the U.S. government sought to
create, defend, and reinforce a single international carrier for many years. Despite
the concentration of activity within the airline industry, there were also a few pock-
ets of opportunity for regional players like Delta Air Lines.

The formal regulation of the airline industry in 1938 solidified the dominant
business model for four decades, and managers worked in concert with the govern-
ment to defend their representative positions. Under regulation, airlines were
restricted on the prices that could be charged to consumers, the routes that could be
added or dropped, and the ability to collaborate with other carriers. Under these
restrictions, managers of the major carriers sought ways to distinguish their airlines
through the development of new consumer services and innovative technology.
Woolman of Delta summed up the state of the industry during regulation when he
said, “The airline industry is keenly competitive. All of us have good planes, the
only way in which we can excel is in the quality of service. And this is where the
human factor enters.”> The “human factor” in the evolution of the airline industry
was often supplied by the leader or leaders who headed the major airlines. It was the
actions of these individuals who shaped the competitive framework of the industry
within the parameters of regulation.

In many ways, managers acted in very innovative ways to differentiate their
airlines, but more often than not, their successful experimentations were copied
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or adapted by other major carriers. In essence, managers’ successful innova-
tions became additional building blocks in the dominant business model. This
elaboration of services, features, or enhancements to the dominant business
model is typical of most industries as they mature. To retain a dominant posi-
tion, competitors must minimally offer the same proposition to consumers
even as the core of baseline services expands.

In Part IT of this book, we will explore the role of managers who operated
under the influence of government regulation. As with entrepreneurs, manag-
ers are not one-dimensional in their leadership approach and strategic choices.
The three managers that we profile in this section of the book were chosen
because they represent the three prototypical managerial archetypes—the zech-
nology-focused manager, the market-focused manager, and the organizationally
Sfocused manager. As Juan Trippe moved his company from the entrepreneurial
to the managerial phase, he embodied the approach and tactics of the technol-
ogy-focused manager. He used technology as a means of securing Pan Am’s
dominance in international travel. C. R. Smith of American Airlines is repre-
sentative of the market-focused manager who concentrated on building a cus-
tomer base by first addressing issues of safety and then rewarding loyal
customers for their business. In addition, Smith used technology as a means
of supporting his market-facing objectives. Finally, Pat Patterson of United
Air Lines through his focus on operational efficiency and alignment is an
exemplar of the organizationally focused manager. While all managers must be
technology, market, and, organizationally focused to succeed, they tend to
emphasize one area more than another.

In chapter 4, we will pick up the story of Juan Trippe and Pan American as
the company comes to dominate the foreign airmail business and international
passenger traffic. Through his deft efforts at lobbying, Trippe was able to
secure Pan Am’s dominance and exclusivity for several decades. He signifi-
cantly reinforced Pan Am’s ties to the government through the development of
landing strips throughout the Pacific isles during World War II. Trippe also
played an important role in influencing the technology of aircraft through his
almost four decade tenure as the head of Pan Am. He funded the development
of larger and more powerful aircraft that could traverse the great distances
across the Pacific Ocean, and he was largely responsible for the introduction of
jet aircraft in the 1960s and 1970s. Though he sometimes overextended the
financial resources of his organization through his advocacy for more powerful
aircraft, he forced the industry to move forward. To keep pace with and even-
tually compete head to head with Pan Am in the international segment of air
travel, other carriers had no choice but to follow Trippe’s technological lead.

C. R. Smith of American Airlines who we will meet in chapter 5 also played
arole in shaping the technology of the airline industry. The 21-passenger DC-3
aircraft built by Douglas Aircraft that American Airlines put into service in the
mid-1930s was the first commercially viable plane to transport passengers.
Smith and his team worked closely with Donald Douglas on all design aspects
of the DC-3. Smith also picked up the mantle of plane safety from Harry
Guggenheim. Smith’s introduction of the path-breaking “Afraid to Fly?”
marketing campaign in 1937 attacked consumers’ fears of flying with a direct,
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respectful, and informed perspective. While others chose to ignore or gloss
over this issue, Smith believed that consumers were savvy enough to under-
stand the low risks associated with air travel if they were presented with the
facts in a compelling and straightforward manner. Smith’s focus on safety was
so persuasive that competitors simply copied his direct advertisements in their
own outreach efforts.

Smith went on to introduce a number of other important consumer-oriented
services such as the Admirals Club for frequent travelers and coach fares for
families that were quickly adopted by others and infused into the dominant
business model in the airline industry. Between the 1930s and late 1960s, the
airline industry evolved through the reinforcing actions of airline CEOs like
Smith, the U.S. government, and aircraft manufacturers. In many respects,
Smith and American Airlines were at the forefront of this partnership. His
efforts and those of his counterparts enabled the airline industry to expand
through a defined set of provisions that favored consistency and standardiza-
tion of services.

Pat Patterson of United whose story is told in chapter 6 also introduced a
series of innovations including flight attendants and food on airlines that were
swiftly adopted by others. In addition, Patterson built an organizational model
of efficiency by centralizing technical and logistical resources in specific loca-
tions. He did so to effectively manage the scale and scope of United’s rapidly
expanding business. This organizational focus became a key part of building
the infrastructure to support the largest airline in the United States. Under
regulation, managers like Smith and Patterson needed to be creative to distin-
guish their businesses. Though both ran companies based on a dominant large-
scale, transcontinental operation, they introduced new services and benefits to
attract more passengers and to take advantage of the anticipated growth in pas-
senger travel after World War II.

The regulatory environment of the airline industry reinforced the dominant
business model for 40 years from 1938 to 1978. The relative stability during
this period of time required managers to be innovative in the ways in which
they differentiated their airlines, but it also contributed to a general level of
stasis or complacency in the industry and may have contributed to the exceed-
ingly long tenures of most of the CEOs of the major airlines and, consequently,
their lack of effort to build a strong and effective pipeline of successive leaders.
In addition to their own internal issues, most airlines were not adequately pre-
pared for the changes in the competitive landscape that first percolated in the
late 1960s and came to a head in the 1970s with the onset of deregulation. For
40 years, the managers of the major carriers worked to protect and defend a
specific business model. Many of them were unable or unwilling to recognize
the changes in the competitive landscape and this inability or blindness created
an opportunity for others like Herb Kelleher of Southwest Airlines to develop
a strong, alternative business model that was much better positioned for the
contextual landscape of the airline industry at the end of the twentieth century.
We will see the results of this overdependence on a single business model in
Pare I1L



CHAPTER 4

Juan Trippe and the Growth of
International Air Travel

ess than 10 years after Pan Am had to charter a plane to save itself from
Lpotential ruin by almost failing to fulfill its contract to deliver mail to Cuba,

the company was playing a starring role in a major Hollywood movie.! China
Clipper (1936)—starring, among others, Humphrey Bogart—portrayed the hard-
driving Dave Logan, a pilot inspired to start his own airline after Lindbergh’s solo
flight across the Atlantic. After failing to launch a domestic airline that would serve
Washington, D.C. and Philadelphia, Logan establishes an airline company to ser-
vice the Caribbean and then sets his sights on an even bigger prize: transpacific air
service from the United States to the Far East. His dreams are fulfilled by the use of
a new, powerful airplane called, of course, the “China Clipper.” The film was made
with Juan Trippe’s cooperation and eventually received his blessing. His associates
at Pan Am were quite surprised that Trippe did not object to the final cut of the
movie because the portrait of Dave Logan was not very flattering. A film review in
the New York Times provided an apt description of the character based on Pan Am’s
president: “he goads himself and his aides mercilessly toward the realization of his
vision. Marriage, friendship, consideration of himself—these are sacrificed upon the
altar of his ambition.”?

China Clipper did not only reflect Trippe’s colorful past, but it was also an
important instrument of Trippe’s future ambitions, for at the time the film was
screened in August 1936, the real airline, Pan Am, was negotiating to obtain a
goal that the fictitious airline had already acquired on the silver screen: the
rights to land in China. The film ends with the airline reaching its destination
at the Portuguese colony of Macao, located south of Shanghai on mainland
China. Although Pan Am did not officially misrepresent that it had permits to
fly only as far as the Philippines, the title of the movie, as well as the airplane
it was named after, promised that airline service to China would be the com-
pany’s main goal.*
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Having built essentially a monopoly in Latin America, Trippe sought to pro-
tect and expand his franchise as the industry matured. He would, as he did
10 years before, often spread his resources too thin and push his airplanes and
employees to the limit in an effort to meet the obligations to which he had
committed the airline. His expert ability to influence U.S. government policy
in the formative years of the development of international air travel enabled
him to establish a dominant business model for this sector of the airline indus-
try. Throughout the next three decades, Trippe worked to ensure that this
dominant model was reinforced through continued government lobbying and
international diplomacy as well as through technological leaps in aircraft pro-
duction. Through these efforts Trippe was making the transition from entre-
preneur to manager. Alchough he continued to innovate like many entrepreneurs,
his efforts were squarely focused on protecting the monopolistic position he
was able to forge for Pan Am. As he had done in the early phase of the airline
industry, Trippe worked hard to align his goals with the goals of the U.S. gov-
ernment. This alignment was especially apparent in the years leading up to
World War II; Pan Am functioned as a quasi-official strategic and diplomatic
arm of the United States as it expanded its scope and reach throughout all cor-
ners of the world. As long as this alignment was maintained, Trippe and Pan
Am were secure. While Trippe searched for ways to maintain his airline’s dom-
inant position in the international sector of the airline industry, the major
domestic players, including C. R. Smith of American Airlines and Pat Patterson
of United Air Lines (who we will see in chapters 5 and 6 respectively) along
with C. E. Woolman of Delta Air Lines worked to secure and reinforce their
positions within the domestic marketplace.

Securing Global Ambitions

After having secured international routes throughout the Caribbean and South
America, the obvious next step for Trippe’s Pan American would be to explore
ways to offer service over the Atlantic. But Trippe, as his past actions had demon-
strated, was not one to pursue the obvious and most cautious routes for his busi-
ness. With Lindbergh acting as Pan Am’s chief technical advisor, Trippe indulged
his greatest aspirations by exploring Atlantic and Pacific routes simultaneously.

At this time, Lindbergh was eager to put his tragic past behind him—the awful
days in the winter of 1932 when the world followed the kidnapping and murder of
the aviator’s infant son. After that, Lindbergh wanted nothing less than to fly
around the world to evaluate possible routes for Pan Am. Lindbergh had already
surveyed (at his own expense) a possible route from the United States to Asia in
1931. Because the maximum distance that aircraft could travel was approximately
1,000 miles at the time, the most promising route took the aviator north, toward
Russia via the Bering Strait. Accompanied by his wife Anne, Lindbergh took his
single-engine Lockheed Sirius seaplane all the way to China where he even helped
local officials survey the immediate aftermath of a flood of the Yangtze River.

Despite his successful arrival in Asia, Lindbergh did not think that Pan
American could make a northern route to the Pacific profitable. Too many
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problems dogged the aviator on his way to the East. Fog, frozen harbors, and
unpredictable weather made air travel in this part of the world a constant
challenge. To complicate matters, Lindbergh’s progress was sometimes inter-
fered with by some unknown electronic forces that weakened his radio signal
intermittently.” At the end of their journey, the Lockheed Sirius overturned in
the Yangtze River and photographs of the mishap were published the following
month in the New York Times.® Besides the difficult terrain and weather that
Pan American would have to surmount in establishing a route across the north-
ern Pacific, the Russian government was reluctant to permit any U.S. business
to work on their territory until the U.S. government officially recognized the
communist regime. These obstacles notwithstanding, Trippe was still prepar-
ing the way for a northern route, buying two small airlines in Alaska for the
relatively low price of $90,000 in the latter half of 1932.7 Though the Northern
Atlantic route was not feasible at this time, Trippe believed that Alaska would
be a strategically important location in the future. Purchasing the only operat-
ing airline in Alaska, Trippe claimed this region for Pan Am at a price that was
considered “dirt cheap.”® In hindsight, the purchase was very astute. As tech-
nology and diplomatic relations improved, Alaska would become a linchpin in
Pan Am’s Asia- Pacific market. Managers like Trippe must constantly scour the
horizon for competitive threats and opportunities, weigh various options, and
hedge their bets to secure their dominance in the marketplace. For Trippe, the
Alaska airline purchase was a relatively easy and low risk bet to make.

With difficulties in establishing a northern route to Asia in the early 1930s,
Trippe began what would become very long and belabored negotiations with
European governments and airlines to forge a transatlantic route. In 1933,
Lindbergh surveyed some possible routes to Europe and found that the way across
the northern Atlantic was just as inhospitable as the northern Pacific route.
Instead, Lindbergh counseled Trippe to go to Europe over the central Atlantic
Ocean via Bermuda and the Azores. Although logistical problems in crossing the
mid-Atlantic would be difficult to overcome (the small harbors in the Azores
were less than ideal landing spots for seaplanes), other obstacles would scuttle
Trippe’s plans to link the Old World with the New. Specifically, Trippe had to
break off negotiations with the British when they demanded that any concessions
given to Pan American were to be reciprocated by the U.S. government to British
airlines interested in providing their own Atlantic service.” Trippe needed British
cooperation because all routes to Europe required passage through some part of
the British Commonwealth. As a private citizen, albeit well connected in the U.S.
government, Trippe was hardly in a position to grant these requests.

Anticipating smooth sailing over the diplomatic waters of the Atlantic,
Trippe had already committed Pan Am to buying approximately $2 million
worth of seaplanes from the Martin and Sikorsky companies. Options were
limited—the least attractive of which was canceling the order, a drastic mea-
sure that would offend airline manufacturers and make Pan Am seem like a
company on the wane.!® For Trippe, retreat was not an option in the fall of
1933. The company would have to continue to grow, and the only direction it
could grow was toward the Pacific.
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Three major problems needed to be solved before Pan Am could connect
East to West. First, finding viable harbors to provision and refuel seaplanes
would be difficult. The only possible harbors that were visible on the globe
looked like tiny grains of sand scattered randomly across the map of the Pacific.
Second, acquiring landing rights on the mainland of China ran into the obsta-
cle of Chinese fears that their arch rivals, the Japanese, would demand landing
rights in China if an American company were allowed to land on Chinese ter-
ritory.! Third, Pan Am required seaplanes that were sturdy enough to weather
repeated crossings of the vast ocean and comfortable enough to attract the
wealthy clientele who could afford the costs of inaugurating transpacific air
service. Solving the problem of developing needed airplane technology would
inspire Trippe to come up with a novel way of accelerating the pace of innova-
tion by airplane manufacturers, a topic we will take up in more detail later in
this chapter. For the first two problems, Trippe again leveraged his airline’s
capacity to resolve sticky foreign policy conundrums faced by the U.S. govern-
ment, even when the Roosevelt administration was dominated by people who
strongly opposed government-sanctioned monopolies.

Luckily for Trippe, the U.S. government needed access to the Pacific as
much as Pan American did. While Trippe was searching for ways to cross that
9,000-mile wide route in 1934, the United States was trying its best to respond
to Japanese ambitions to expand its power and influence across Asia. Japanese-
American diplomatic relations in the Pacific had been framed by the Five-
Power Treaty of 1922, which involved Great Britain, the United States, Japan,
France, and Italy; the signatories agreed to a ratio of capital ships (i.e., the most
costly and powerful ships belonging to a navy) of 5:5:3:1.67 : 1.67, respec-
tively. For the Harding administration, these talks presented an opportunity to
forestall an arms race in the Pacific; these savings and the more peaceful diplo-
matic atmosphere they might engender would help the U.S. government to save
money as well as to spur worldwide economic development in the wake of the
recession of 1920-1921."% By the 1930s, however, the United States had become
increasingly dependent on the treaty as a way to keep defense costs low during
the cash-strapped days of the Great Depression.

Although the United States wanted to keep military tensions low in the
1930s, the Japanese Navy became especially aggressive in asserting its regional
ambitions. As historian Akira Iriye explains, the Five-Power Treaty and others
like it “were considered inimical to Japanese security, as they established an
inferior naval ratio for Japan vis-a-vis the United States. It became the Japanese
naval strategists’ main concern to establish parity with American fleet strength
and to prepare for southern expansion to control key areas in south China and
southeast Asia.”'? Japan was likely further encouraged by a deal struck by the
Philippine government with President Franklin Roosevelt to remove all American
military installations from the Philippine mainland and to return soon to the
negotiation table to discuss the fate of U.S. naval bases.!® Not fearful that the
United States would venture to enforce any of its policy goals through military
actions, Japan grew increasingly bold and informed the U.S. government in
September 1934 that it was planning to abrogate the Five-Power Treaty “at the
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earliest date possible, two years after December 31, 1934.”> With this notice,
the Roosevelt administration did not want to stand by passively and allow the
next 27 months to elapse without any response. But any possible short-term
reaction would have to be very carefully implemented, for the United States des-
perately wanted the Japanese to adhere to their treaty obligations.

Enter Juan Trippe and Pan American airlines. By October 1934, just after
the Japanese announced their plan to increase their naval armaments, Trippe
informed the U.S. Navy and the postmaster general that Pan Am was making
plans for transpacific air service and would need to have access to marine air-
ports at Guam, Wake, and Midway Islands (airports that did not yet exist). The
timing of Trippe’s message could hardly have been coincidental. Soon after-
ward, the State Department informed the navy that developing these islands
for potential military use was a priority, but that it had to be done with the
lightest of touches, lest the Japanese interpret these moves as aggressive steps
by the United States. Without any fanfare, Roosevelt transferred many of the
islands Pan Am was hoping to use for its seaplanes to the jurisdiction of the
navy on December 13, 1934. Trippe had just smoothed the way for Pan Am’s
Pacific ambitions during the previous week by implying in a message to the
secretary of the navy that the airline could act as a “surrogate” of the navy, by
transforming tiny, isolated, and uninhabited islands into airports with infra-
structure suitable for seaplanes, Trippe would be making them suitable for
naval uses as well. Within a year, Pan Am had received the navy’s permission to
fly all the way to the Philippines.'®

The skill of Pan Am’s president in using his government contacts to promote
his company’s interests in the Pacific was all the more remarkable because of
the radical change in government administration from the Hoover to the
Roosevelt regimes. Although Trippe himself leaned Republican, his company
would have no political affiliation. His nonpartisan lobbying efforts began
early in 1933, opening the doors to opportunities in the Pacific.'” These efforts
also helped him to avoid receiving too much scrutiny from the Senator Hugo
Black committee hearings of 1934, which had ruined the careers of many air-
line executives who had run the industry with the cooperation of Postmaster
Walter Folger Brown in the early 1930s.

With this window of opportunity nudged open by Pan Am’s relationship
with the U.S. government, Trippe again took the initiative and forced open
that window as far as he could. Before the navy had granted formal permission
to construct facilities that would support seaplane operations, Trippe began the
construction project on his own. Local investors in Hawaii were courted by
Trippe and succumbed to his persuasive powers, buying $1 million dollars in
Pan Am stock and promising to provide useful services to Pan Am seaplanes,
such as weather reports. Trippe then arranged to transport more than 100 men
and $500,000 worth of cargo to begin construction on Midway Island in the
summer of 1935. The navy, of course, disavowed any official connection to the
project; many of the navy’s own personnel, convinced that Midway was a navy
project, were disappointed to find that their applications to volunteer for this
adventurous service were rejected. But behind the scenes, the navy was following
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Trippe’s lead and quietly aided in secretly discharging navy personnel who
would then assume the guise of civilians employed to install and operate the
radio communications that the China Clippers would need. Midway would
later serve as a base for naval war games.'

After receiving carte blanche to fly all the way to the Philippines, Pan Am still
needed to complete the last leg of its planned route to China. This would require
Trippe’s skills at exploiting international economic and diplomatic rivalries. The
way had already been prepared for Pan Am months before by an equally adept
emissary of Trippe’s, Harold Bixby, a former banker from St. Louis who arrived
in China in 1932. In March 1933, Trippe bought the American-run China
National Aviation Corporation (CNAC), an airline serving large cities on China’s
coast that was on the verge of bankruptcy. The nationalistic Chinese balked at
another American corporation buying what, in name at least, seemed to be a
Chinese company. Bixby coaxed the Chinese to reluctantly agree by threatening
to move CNAC’s headquarters to the British colony of Hong Kong."”

While Bixby was keeping a small but firm toehold for Pan Am’s operations in
mainland China, Trippe angled for the larger prize of Hong Kong. The “China
Clipper” airmail service had already begun in November 1935, but it went only as
far as Manila.?® While the movie China Clipper was raising the interest among
would-be passengers to fly to China in the summer of 1936, Trippe was using the
movie’s fictitious ending—the “China Clipper” landing in Macao—as a means to
pressure the British to give up their opposition to his company’s entrance into Hong
Kong. In fact, the movie depicted exactly what Trippe was doing. With life imitat-
ing fiction, Pan Am signed a five-year agreement that very summer with Portugal
and its colony to base Pan Am’s Chinese operations in Macao. Hong Kong’s officials
now began to lose their complaisance about their port facilities, which were far supe-
rior to those of their Portuguese competitors. Trippe turned Hong Kong’s smugness
to fear when he turned down a polite invitation from the Hong Kong government
to visit their colony. The shoe was now on the other foot. Would the British be shut
out of the emerging field of international aviation in the Pacific? Now believing that
Trippe was not at all bluffing, businessmen on the island pressured British officials
to make sure that Pan Am would be welcome in Hong Kong. The British govern-
ment was clearly outmaneuvered. After having jealously guarded the privilege of
landing in Hong Kong, the British turned 180 degrees and made Hong Kong “a free
international airport” open to all nations without demands for reciprocal agree-
ments, as had long been the British policy. By September, Pan Am and CNAC
received the rights to land in Hong Kong.?! In just five short years after having
secured its Latin American routes, a Pan Am passenger could now travel from
Buenos Aires to Hong Kong on a single airline.

Technology Race

To traverse such great distances, Trippe accelerated the process of technical innova-
tion in ocean flight. At the time, Russian immigrant Igor Sikorsky was a leading
engineer in the aircraft production industry. Sikorsky decided to leave for the United
States during the Russian Revolution and eventually found enough investors to
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begin his own company, the Sikorsky Aero Engineering Corporation. Sikorsky’s
“amphibian” planes (amphibian because they were able to land on water and land)
were used during Pan American’s early days in surveys of the Caribbean and even-
tually became an important part of Pan Am’s fleet when the company acquired nine
Sikorsky “S-38” seaplanes in its purchase of NYRBA.??

These S-38s were small (room for 7 passengers and 3 crew members) and slow
(cruising speed of 100 mph), but they were the most efficient planes available at
the time. The S-38s, however, were insufficient for Trippe’s aggressive ambitions;
he commissioned a better airplane from Sikorsky. Pan Am’s position as the only
major U.S. carrier flying over the ocean gave it considerable influence over com-
panies such as the Sikorsky Corporation that needed to sell seaplanes. Pan
American’s precious business came with a stipulation Sikorsky could not refuse:
constant supervision and critiques from many of Pan American’s executives,
especially the company’s lead technical consultant, Charles Lindbergh.

Trippe decided to try to accelerate the process of technical innovations in
ocean flight by placing bids for three planes at two companies: the Sikorsky
Corporation and another company run by Glen Martin who had made his name
making large planes for the military. Trippe heightened the sense of competition
by making a very public announcement of his bids at a press conference where
he was accompanied by Lindbergh.?’ The technical achievements resulting from
this competition were spectacular. The Sikorsky’s S-42, whose first flight was in
1934, would eventually “set ten world records for seaplane performance” and
could carry 32 passengers on a 1,000-mile journey nonstop cruising at 150 mph.
The amount of weight its wings could carry “was 28.5 pounds per square foot,
which was mind-boggling in an airliner of this date.”?* Nine months later,
Martin’s larger M-130 was introduced to the public. In the early stages of
Martin’s relationship with Pan Am, he benefited greatly from contact with Pan
Am, for Trippe—putting his impatience to grow his company ahead of honor—
allowed the lessons learned from Sikorsky’s mistakes to be quietly filtered by
Pan Am’s technical advisors to the Martin manufacturing plant.?’

When Trippe turned his sights on crossing the Pacific Ocean, he needed once
again to improve airplane performance because simply shifting the M-130 to
work in the Pacific Ocean would not bring about the necessary results. The
Martin aircraft was designed to carry 46 passengers over the longest gap in the
route over the North Atlantic, which was 2,000 miles between Newfoundland
and Ireland. In a flight over the Pacific, the longest distance between ports would
be the 2,410 miles of ocean spanning the gap between California and Hawaii. At
first, Trippe did try to use the M-130 in the Pacific and advertised the Martin as
a “forty-six-passenger airliner,” but the extra fuel required to stretch the plane’s
range an extra 20 percent meant that it “rarely carried a dozen passengers.”*¢

Glen Martin, who invested heavily in the prospects of a long-term relation-
ship with Pan American, was outraged when, in 1936, he heard that Trippe sent
out a call for airplane manufacturers to create seaplanes that could cruise 4,800
miles “loaded with 8,000 pounds of mail and cargo, and with accommodations
for 50 passengers ‘equal to the best available in rail transport.” ”?” After looking
over Martin’s proposals for redesigning the M-130, Pan Am executives rejected
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the plane as inadequate—too few passengers and too expensive. Sikorsky’s
design for the S-45 model, Lindbergh’s choice, was rejected because it would
take four years to develop. Trippe settled on the design submitted by Boeing for
its B-314, which was promised for delivery in September 1937 (but which even-
tually finished in January 1939). Although less powerful than the Sikorsky
model, the Boeing represented yet another quantum leap in airplane develop-
ment, boasting a maximum takeoff weight of 82,500 pounds, which represented
enough power to take 21 passengers and 8 crew members 2,500 miles.?® Forty
years later, Trippe recalled the reasons why Pan Am abandoned Martin for
Boeing: “Sure, Martin lost money, but he didn’t have the next step.”?’ By forcing
various aircraft manufacturers to compete for Pan Am’s business, Trippe funda-
mentally shaped the technology that was both achievable and ultimately neces-
sary for international carriers. Through his efforts, Trippe was often able to
obtain the best and most powerful aircraft years ahead of others, which further
reinforced the dominance of Pan Am’s business model.

Although completing the trip between San Francisco and Hong Kong was a
logistical and public relations triumph, the real money to be made in international
flights was over the Atlantic, where historic and economic ties to the United States
were strongest and logistical problems were less pronounced than over the Pacific.
For instance, Chinese economic policies would shut down Pan Am’s operations
in China completely by 1949.3° Trippe’s success in the Pacific in 1935 was

The giant 74-passenger Yankee Clipper, pictured flying over the Capitol Building en route to the

Naval Air Station, Anacostia, where it was christened by Mrs. Roosevelt. (Source: Bettmann/
CORBIS).



Trippe and International Air Travel o 93

complemented four years later when Pan Am’s Yankee Clipper (a Boeing B-314)
made the first scheduled transatlantic flight from New York to France. The first
transatlantic passenger flight took 22 hours and cost $375 each way.>! The 22
passengers on the first flight enjoyed a 6-course dinner and 5-course breakfast.??

Trippe Deposed

When Pan Am made its inaugural flight over the Atlantic in June 1939, Trippe was
no longer the chief executive officer of the company. A few months before the his-
toric flight, Trippe had been stripped of much of his power and replaced by Sonny
Whitney, his lifelong friend and benefactor (Whitney had invested in both Colonial
Air Transport and Pan American). At the time of the transition of power, Whitney
had been serving as the chairman of Pan Am’s board of directors. In early 1939, the
board had become increasingly concerned with Trippe’s expansionist vision and his
reclusiveness. The decision to pursue air travel over the Atlantic and Pacific Oceans
simultaneously stretched the resources of the company to the point where Pan Am
had fully extended its financial credit lines and was unable to pay its shareholders
dividends. By the beginning of 1939, Pan Am’s operations spanned 54,072 route
miles in 47 countries.?® In addition to the stretched finances, the board was con-
cerned with the overall management of the firm. Harold Bixby, Trippe’s envoy in
the negotiations with China, characterized the mood of the company as follows in a

1939 note to Lindbergh.

Some nine months in the NY office has convinced me that-

1. J. T. Tlrippe] will never delegate authority—with the result that he is partial to
“yes” men—a bad omen for me because I will not conform.

2. Paper work—the servant—has become the master in the PAA organization and
most personnel are so busy writing about their work that they have little time
left to do it.

3. The human side of personal contacts and the inspiration of real leadership [have]
been lost—displaced by bulletins and circulars. The executives in NY write

letters—instead of going over [to] their divisions.?*

As the organization grew, Trippe held onto his autocratic and controlling leader-
ship style. While that leadership style can be appropriate at certain inflection points
in a company’s evolution (during start-up phases or in times of turmoil), it does not
always serve the company well as the business matures and business lines expand.
Under these growth circumstances, effective managers must delegate and commu-
nicate more. Trippe struggled with the move from entrepreneur to manager in his
leadership style with subordinates and with the board. He still wanted to control all
aspects of the organization, which was consistent with his earlier leadership approach
at Colonial Air Transport. Trippe was, however, adept as a manager in his ability to
secure and maintain Pan Am’s dominance in foreign airmail and international pas-
senger traffic. His downfall was that he pursued this path without seeking advice
from the board or counsel from others within the organization.
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As the largest sharcholder in the company, Whitney helped to orchestrate
the coup d’etat by calling a special board meeting on March 14, 1939. The
board voted to amend the company’s bylaws to name the chairman of the board
the new chief executive and to allow Trippe to stay on as president and general
manager.”® The board was most concerned about Trippe’s failure to communi-
cate his plans for the company. Despite the change in roles, Trippe maintained
a tight sense of control over the organization. Trippe’s biographers Marilyn

Bender and Selig Altschul note:

Sonny held weekly meetings on Wednesdays at 9 a.m. He went around the table
asking each executive to report on his phase of operation. Trippe was a silent
hulk, exuding fury. The others sensed he was rating them on the degree of their
cooperativeness towards Whitney, storing their grades away in the recesses of his
mind, biding his time toward a day of reckoning.?

The company’s financial situation took a positive turn in September 1939
when the foreign airmail rates paid by the government were raised from
$2/mile to $3.35/mile. The U.S. Navy was a key contributor to supporting
the increase in mail rates by testifying before the Civil Aeronautics Board
(CAB) that “Pan American had generously put its bases at the navy’s disposi-
tion; its navigational and weather-reporting systems were useful to the defense
of the Pacific and to shielding Hawaii from enemy attack.”” The rate increase
provided significant financial relief for the company, but despite the reversal of
fortunes, Whitney struggled to bring the operation under control. Bender and
Altschul recounted:

It had been discovered that the keys to the Pan American Airways system were
locked in Juan Trippe’s head, and true to his old nickname, Mummy was not
about to hand them over. Problems kept popping up for which the files yielded
no answers, and there was no use asking other executives. Some of the commit-
ments Juan had made seemed to be bound up with national security, and no one
knew how to go about unraveling them, or whether, indeed, they should be

let alone.?®

The board became increasingly concerned about Whitney’s lack of knowl-
edge about the company’s affairs. Nine months after he had been stripped of
his post, Trippe was reinstated as the chief executive by the board. Whitney
had long grown tired of trying to wrestle control from Trippe and decided to
support the transition. In stepping aside, Whitney also walked away from the
company, selling off most of his holdings in 1940 and 1941. One of the condi-
tions of Trippe’s reinstatement was the appointment of an administrative vice
president to oversee operations and provide regular reports to the board.
Though Trippe bristled at the appointment, his acceptance signaled an impor-
tant shift in his role as a manager. One way in which entrepreneurs, who strug-
gle to lead their companies as they mature, make the transition to manager is
to surround themselves with individuals who can complement their leadership
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style and approach and who can pursue the operational and administrative
aspects of the business that become more important as the company evolves.
This co-leadership approach enables the entrepreneur to focus on the areas of
the business that energize him without ignoring critical operational needs.

Pan American during the War Years

Trippe regained the helm of Pan American at a time when the company was
increasingly called upon to support the strategic military initiatives of the
United States in the Pacific region. The development of the Clipper Aircraft
(known as the “flying boat”) for Pan Am’s global operations became an impor-
tant component of the U.S. military effort during World War II. With their
giant capacity for hauling freight and passengers, the Clippers were fully
deployed as military transport carriers, often flying 12 hours a day.>® Although
most domestic carriers were able to retain a significant portion of their com-
mercial operations, more than half of Pan Am’s routes were within war zones,
which required almost immediate conversion for military purposes.‘’ Although
Pan Am’s equipment was deployed during the war, Trippe’s personal adjust-
ment to wartime needs was mixed. While he helped the Roosevelt administra-
tion develop airports friendly to U.S. interests in South America, he refused a
War Department request from Hap Arnold to enlist officially in the army as a
brigadier general to run the Air Transport Command.?" This role was eventu-
ally assumed by C. R. Smith of American Airlines. Trippe bristled at the idea
of being part of a formal bureaucracy in which he was not the ultimate leader.
He commented that “he was too accustomed to being the final authority to fit
into a military organization.”? Trippe ultimately believed he could do more for
the country at the helm of Pam Am. In the end, Trippe may have hurt Pan Am’s
attempt to maintain its U.S. monopoly over international travel by this unchar-
acteristic misstep in his relations with government officials.

As historian Wesley Newton notes, General Hap Arnold was one of the original
founders of Pan American Airways, a company that he had seen slip from his fingers
through the artful manipulation of Trippe and Hoyt (see chapter 2 on Pan Am for
more details). Just after Trippe’s refusal, “with the strong encouragement of Arnold,
21 other American airlines began to carry military cargo to various areas of the
world.” Arnold was more explicit “in a meeting he called in 1943 of U.S. airline rep-
resentatives, including Pan American, at which he urged them (ordered, by some
accounts) to expect worldwide competition in postwar skies for the health of future
American Air Power.™?

Despite the long-term implications for Pan Am, the war provided some unexpected
immediate benefits for the company. Between 1939 and 1941 Pan American’s route
system grew to 98,582 miles, which was larger than the combined route total of all
European carriers.*4 During the same time period, Pan Am’s earnings increased by
76 percent.”® Much of the increase in revenues and earnings stemmed from contracts
to build 50 new airports throughout the Pacific region. Pan Am’s domination of inter-
national travel was so strong that one official from the Central Intelligence Agency
noted: “Pan Am was the American flag, for all practical purposes, an extension of the
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United States Government. In many places, it was the only symbol of America besides

the embassy. Even before there was Coca-Cola in some places, there was Pan Am.®

The End of the Chosen Instrument

When World War IT drew to a close, so too did the U.S. government’s favorable
treatment of Pan Am. Even before the war ended, several domestic airlines
encouraged by government officials, including Hap Arnold, announced that
after the war they would file international route applications with the CAB,
the government body charged with assigning new air routes and rate schedules.
Atajoint conference to review their postwar options for international expansion,
the domestic airlines issued the following policy statement: “there can be no
rational basis for permitting air transport outside the United States to be ‘left
"?7 Trying to stem the rising tide of
international competition, Trippe offered to make Pan Am a regulated monop-
oly. As part of his Plan for the Consolidation of All American-Flag Overseas and
Foreign Air Transport Operations, Trippe noted:

to the withering influence of monopoly.

Every other major trading nation concentrated its strength behind a single “cho-
sen instrument” airline. America in the postwar must do the same. American
companies competing against each other in foreign countries would be obliged
to vie for the favor of the foreign governments to the detriment of their own best
interests. The U.S. government would not be able to support any one of them.
The foreigners, meanwhile, would be heavily subsidized by their own govern-
ments, and would engage in practices inimical to the Americans. For instance,
the foreigners would feed all traffic generated in their countries into their own
airlines. In America, the many airlines were at odds, and they would feed their
traffic into whatever foreign-flag airlines fed them back, not caring how this
hurt competing American-flag airlines, and not caring either how much it might
add to America’s balance of payments deficits.®®

At the time of his proposal, there were only three U.S.-based airlines oper-
ating regularly scheduled commercial flights outside the United States—Pan
American, Panagra (partially owned by Pan Am), and American Export.
Trippe’s plan called for the consolidation of the three airlines into a new air-
line that he called a Community Company. The Community Company would
issue $200 million worth of common stock, with one quarter being allocated to
the three component airlines in proportion to their actual assets and the bal-
ance (with proportional distribution to be determined) to the rest of the
American transportation industry, including the domestic airlines, railroads,
shipping lines, and bus lines.*” Although not explicit in the plan, as the largest
international carrier, Pan American and its officials would be in the best posi-
tion to oversee the new Community Company.

Trippe’s plan for the Community Company formed the basis of the “All
American-Flag Line” bill that was introduced in the U.S. Senate in 1944. Trippe
ardently defended the bill in a series of public hearings and testimony over the next
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Juan T. Trippe testifying before the U.S. Senate. (Source: Bettmann/CORBIS).

year, but he was unable to overcome the many constituents who opposed the bill.
Representatives from the State, War, Navy and Justice Departments all testified
against the bill. At the same time that the “All American-Flag Line” bill was making
its way through the Senate’s Commerce Committee, the CAB was reviewing
applications from Transcontinental and Western Air (T'WA), Pan American, and
American Export for international routes over the North Atlantic. The CAB ruled
on July 5, 1945, to grant new international routes to all three applicants. The
Commerce Committee’s recommendation to the Senate for the “All American-Flag
Line” bill was scheduled for the following day, July 6, 1945, but “when the com-
merce committee sat down on July 6 to vote on the Community Company bill,
many senators felt that public policy had already been decided. The CAB ruling had
made [the] bill moot. A vote was taken nonetheless. The result was ten to ten... The
tie vote meant that [the bill] would not be reported out on the Senate floor for
debate and possible enactment into law.”>

With the defeat of the Community Company bill, competition for the inter-
national passenger intensified. By the end of the 1960s, the number of U.S.-
based carriers serving the California to Hawaii (see sidebar)’' route increased
from two to seven, the number serving the Far East increased from two to four,
and in the South Pacific, Pan Am faced one additional competitor.’> Pan Am’s
fate was further complicated by the CAB after it approved TWA’s request to
significantly expand its routes to Europe. Making matters worse, Pan Am had
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not secured any domestic routes. Trippe’s deep desire to protect his interna-
tional business actually undercut the airline’s ability to survive in an evolving
competitive landscape. His sole dedication to trying to defend his company’s
near monopoly on international travel from the United States seemingly
prevented him from pursuing domestic airline routes that could have been
strong feeder systems for Pan Am’s broader international system. The seeds of
the company’s ultimate destruction were sown in Trippe’s singular focus on
international travel.

Donald Nyrop and Juan Trippe: Battle of the Diplomats

Shortly after Nyrop took over the leadership of Northwest in 1954, the air-
line’s presumptive hold on Asia was challenged by none other than Trippe.
Northwest'’s service to Asia was a centerpiece of its long-term business strat-
egy, and taking that away would be fatal to the airline’s future. Northwest’s
strategy, however, included a weak link: its transpacific routes were quickly
approved by the CAB in 1946 on a temporary basis. Northwest also shared
the very profitable route of Seattle-Portland to Hawaii with its rival Pan
American. Moreover, that route was also awarded by the CAB in 1948 on a
temporary basis. By 1955, it was time to renew the contracts.

Trippe’s Pan American, with its extensive and deep contacts to the
Washington establishment, struck hard and fast to lay an exclusive claim to
some of Northwest’s vital links to the East. At first, the CAB had decided
unanimously in early January 1955 that the Seattle-Portland to Hawaii route
should be run exclusively by Northwest. But just a couple of weeks later,
Trippe’s lobbyists targeted their efforts at persuading the executive branch
that the subsidies Pan American required from the government were lower
than those of Northwest. That argument struck a chord with President Dwight
D. Eisenhower, who was eager to cut the government’s financial support of
airlines. In February, Eisenhower surprised the airline industry by reversing
the decision of the CAB. Pan American was now given the Seattle-Portland to
Hawaii route; in addition, Eisenhower left the door open for Pan American
to compete directly with (or perhaps even replace) Northwest on its “great
circle” route to Asia via Alaska.

Nyrop reacted immediately by traveling straight to Washington himself.
Unlike Trippe, Nyrop had not sought to gain advantage in Washington by
putting lobbyists on the company payroll. Instead, in this instance, he brought
together his deep connections to the federal bureaucracy overseeing the air-
line industry (he was head of the CAB from 1951 to 1952) along with his thor-
ough understanding of his company’s finances to counter this impressive
thrust by Pan American into the heart of Northwest’s operations.

First, he contacted the Republican Senator from Minnesota Edward Thye as
well as Congressman Walter Judd. They, in turn, got the attention of the pres-
ident by calling a Saturday meeting at the White House. Second, he supplied
those representatives from Minnesota with the facts that might persuade the
president to change his mind.

Eisenhower was annoyed by the Saturday visit, reportedly pounding his
fists on his desk in frustration with attending this unusual gathering. But the
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Minnesota delegation patiently demonstrated that Pan American’s descrip-
tion of Northwest’s needs for government subsidies were based on incom-
plete information. Although it was true that during the two years before
Nyrop became president Northwest lagged behind Pan American in passen-
gers and revenues to Hawaii, the airline was quickly turning that situation
around in 1954.

Indeed, since 1948 when Pan American and Northwest began to serve
Hawaii on the same route, Northwest had actually carried more passengers:
31,038 compared to Pan Am’s 30,700. Most importantly, Nyrop’s numbers
showed that Northwest could do what he had recently promised in a public
statement: to fly passengers to Hawaii without government subsidy by 1956.
Eisenhower was embarrassed by his decision to overturn a unanimous deci-
sion by the CAB because of faulty information. He quickly reversed his deci-
sion, gave Northwest the Hawaii route for three more years (in competition
with Pan Am), and soon afterward admitted in a press conference that he had
“made an error.” Although Trippe’s influence in Washington would remain a
significant problem for Northwest’s Asian ambitions in the following years,
Nyrop’s victory in 1956 kept Northwest’s fortunes favorable. The possibility
of losing his company’s business in Asia alerted Nyrop to the need of expand-
ing Northwest’s domestic route system, which became a major priority for
the airline. Unfortunately for Pan Am, Trippe did not feel the same level of
anxiety.

Intensified Competition

In an effort to grow his international passenger service, Trippe often pushed for
lower fares as soon as he could. Although the fares for connecting the United
States to Asia would not drop significantly between the 1930s and the early
1950s—due mainly to the fact that demand was relatively stable—Trippe pushed
down fares within the United States and the Western Hemisphere and kept
them low when demand rose in response to cheaper tickets.”> Round-trip fares
between San Francisco and Hawaii dropped from $648 in 1936 to $173 dollars
in 1944.>4

Reductions of prices for travel in the Caribbean and South America were
even more dramatic. Trippe introduced what would soon be widely known as
the economical “tourist fare” on the New York to San Juan route, reducing one-
way tickets from $131 to $75 in September 1948 for flights in modified DC-4s
whose seating capacity was increased from 44 to 61 passengers. The New York
Times marveled, remarking that the “round-trip fare of $150 is, incidentally,
the lowest in the world for such an ocean hop.”*® Response was overwhelm-
ing—so much so that, according to two of Trippe’s biographers, Pan Am’s fares
could be seen as the main engine behind the growth of the Puerto Rican pop-
ulation in New York City.’® Although Pan American needed only to receive
approval from the United States’ CAB to implement these tourist-class fares,
there were other problems on the horizon, including new bureaucratic hurdles
to overcome in order to introduce the same kind of service to Europe as well as
a new era of competition at home and abroad.
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A few months before the defeat of the Community Company bill, airline
representatives from 25 nations met in Havana, Cuba to form the International
Air Transport Association (IATA) to better manage international airline traf-
fic, including setting rates for passenger fares. Receiving approval from their
respective governments, who were eager to accelerate tourism and commerce
between America and Europe, the mainly European members of the IATA
essentially became the governing body of international aviation because their
recommendations were almost always enacted into law. Before the first work-
ing meeting of the organization, held in Montreal during October 1945, the
European members of the IATA had come to an important consensus: one-way
fares between New York and London should be set at $572.5

This startlingly high fare—prewar one-way tickets cost $375—proved to be
a red flag for Trippe, who reacted with his characteristic force and audacity. Pan
American bluntly announced at the conference that it intended to offer some-
thing even lower than prewar prices: a one-way North Atlantic fare of $275!°8
Although Trippe made this proposal largely for the benefit of the U.S. govern-
ment (demonstrating that Trippe’s still-fragile monopoly would not stand in the
way of low prices), this proposal was no fluke.’® Over the next four years, Trippe
provoked and badgered his peers at the IATA to approve his tourist fares to
Europe. Getting close to this elusive goal in the summer of 1951, Trippe reached
a compromise with other members of the IATA only to be thwarted by the U.S.
CAB; the latter objected to the stipulation that there should be “frequency lim-
itations” of transatlantic flights with tourist-class fares.®

This issue came to a head in the fall of 1951. Overall, transatlantic travel
was stagnating for U.S. airlines since the end of World War II. Even worse,
U.S. airlines were taking home much less of the transatlantic pie, dropping
from carrying 83 percent of the transatlantic market in 1946 to just 57 percent
in 1951. With European members of the IATA obviously benefiting from their
stonewalling of Trippe’s low-cost proposals, Trippe decided to take the gloves
off. In November 1951, Trippe threatened to end Pan Am’s association with the
IATA unless it agreed to his proposals. Postwar Europe, still suffering from the
destruction of World War II, needed as much economic cooperation with
the United States as possible. Furthermore, Trippe’s vocal denunciations of the
IATA presented a public-relations nightmare for European airlines that did not
want to be portrayed as obstructing lower cost fares for the common man. On
November 27, 1951, Trippe finally succeeded in introducing low-cost transat-
lantic fares to the traveling public that would go into effect on April 1 of the
following year.!

The results for Pan Am were heartening. According to the company’s annual
reports, net income for the company jumped from $2.4 million dollars in 1949
to $10.8 million in 1953. Trippe’s triumph was further solidified after two more
major accomplishments. In September 1954, Trippe was named president of the
IATA after having been its nemesis since its inception.®> And, quietly but perhaps
even more significantly, Pan Am also noted its role in setting a major milestone
for the traveling public: “In 1954, the airplane replaced the surface vessel as the
principle medium for overseas travel. The number of passengers who preferred
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sea transport did not decrease. For the first time, however, those who selected air
travel were in the majority.” Furthermore as noted in Pan Am’s annual report, “in
1954, 28% of all travelers going overseas to and from the continental United

States, whether by sea or by air, chose to go by Pan American Clipper.”®3

The Jet Age

To support the increase in international air travel, the jet airliner became the
centerpiece of the airline industry in the mid-1950s. Reversing Britain’s
sluggishness behind the American seaplane industry in the 1930s, the British
De Havilland Aircraft Company raced ahead of the competition with the Comet
in 1952, the world’s first jet airliner. One early passenger of the Comet in 1953
observed that while the “turbo-prop is less noisy than the piston-engine air-
plane, the pure jet is even more quiet. Both new planes have less vibration than
the old-fashioned planes, the jet practically none.”®® This time, it was the
Americans who were skeptical of British technological advances and British
claims “that the Comet is highly popular with the public and an economical
plalne.”65 Although many American airline CEOs, such as American’s C.R.Smith,
protested that the cost of buying and maintaining jets made their economic via-
bility suspect in the short-term, Trippe hedged his bets, ordering three advanced-
model Comets for Pan Am, scheduled for delivery in 1956. With Pan Am just
having overcome the IATA’s obstruction of tourist-class fares, jet airliners with
larger passenger capacity than the Comet promised economies of scale that
could dwarf those of standard propeller-driven aircraft.®® Trippe firmly believed
that jets were part of his company’s immediate future, remarking: “If business
dictates[,] Pan American will buy British aircraft.”®’

The British head start in manufacturing jet aircraft was undercut by the
mysterious crashes of three Comets between January and April 1954. The
planes had fallen from the sky for no immediately apparent reason. Likening
the scientific inquiry into the Comet’s demise to a crime-scene investigation,
the New York Times reported that the researchers “at Farnborough [England]
think they know what killed her. The murderer was metal fatigue.”

Britain’s great leap forward in airplane design had hurled its airplane manufac-
turers into a deadly and unforeseen problem; however, this setback for British indus-
try did not alter Trippe’s plans for using jets. Many of Pan Am’s engineers confirmed
Trippe’s decision by their rejection of conventional propeller planes and even the
newer and faster turboprops, which represented a half-step between pure propeller
and pure jet planes.®” Props and turboprops alike were at the source of “an enormous
percentage of mechanical breakdowns. No one wanted anything further to do with
them.””® If jets could increase passenger loads and simultaneously reduce mainte-
nance costs, they would solve two problems for Pan Am at once.

Again, Trippe found ways to force American manufacturers to fulfill his
airline’s needs. While Lockheed was not interested in making jets at the time,
both the Boeing and Douglas aircraft companies had plans for jet craft—
plans that Trippe thought were inadequate. Trippe had learned about the new
Pratt and Whitney J-75 jet engines, which were more powerful versions of the
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J-57 engines that powered the air force’s formidable B-52s; these engines were
ideal to support large planes during transoceanic flights.”! In a bid to force
manufacturers to use the engine, Trippe actually bought 100 J-75s before any
plane existed (even on blueprints) that would use such an engine. Trippe prac-
tically ordered Boeing’s CEO William Allen to use them. “If you won’t design
a plane for the engines,” Trippe threatened, “then I will find someone who
will.”7? Allen had already invested a lot of money into another modern passen-
ger plane and refused.

In the meantime, Donald Douglas was planning a new jet aircraft, the
DC-8. Douglas was more accommodating to Trippe’s demands and committed
his company to making a version of the DC-8 that would use the J-75; these
changes garnered an order from Trippe for 25 planes. Immediately afterward,
Trippe ordered 20 Boeing 707s to be delivered in October 1958 even though
the planes included the inferior J-57 engine. Both CEOs, thinking that they
had scooped Pan Am’s business, were surprised to learn from the pages of the
Wall Street Journal on October 15, 1955 that Trippe had scooped them.”?

With these orders in hand (financed primarily by a $60 million loan from
the Metropolitan and Prudential Life Insurance Company where Trippe was a
member of the investment committee), Trippe invited European colleagues in
the TATA who had been such a hindrance to him to a meeting at his New York
apartment on October 13. Serving his revenge cold, Trippe quietly made the
rounds, mentioning here and there among his guests that he had just ordered
45 new jet aircraft. The news was staggering: the cost for both the Boeing and
Douglas aircraft totaled $269 million. Now, with Trippe having set a new stan-
dard for technology in the airlines, foreign airline companies would have to
play by Trippe’s rules and collectively invest billions of dollars in jets or face
certain demise competing with propeller-driven aircraft.”# Trippe’s bold tactics
certainly had their effect—foreign aircraft carriers bought the new technology
so quickly that at least 745 jets were in service all over the world by 1962.7°
Once again, we see evidence of a business leader fundamentally shaping the
competitive landscape of an industry. Trippe’s efforts to push the boundaries of
aircraft technology resulted in quantum leaps in the distance that planes could
traverse and the overall economics of passenger travel. To remain competitive,
other airlines had no choice but to follow Pan Am’s lead.

The beginning of the age of the jet also marked the end of the age of the
subsidy for Pan Am. While in 1950 one-fourth of the company’s operating
revenues were mail payments, by 1956 the CAB cut Pan Am’s postal subsidies
completely. Much of Pan Am’s European competition, on the other hand, still
could count on very deep government pockets to sustain their operations. In
the case of France, one historian has noted that between “1945 and 1965, Air
France remained unprofitable.” Government subsidies kept the airline going
during this period. Air France was so protected by the state that it had the
option “not [to] pay attention to commercial competition....Air France
commercial policy was based on its worldwide presence: ‘in all skies’ or ‘the
longest network in the world.” It was a public service more than a commercial

firm.”7°
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Trippe had bet Pan Am’s future on its continued ability to grow and profit
from economy- and tourist-class travel, a strategy that was dependent on being
ahead of the competition with the best aircraft technology available. Despite
the increased international competition, Pan Am thrived through the early
1960s. One historian commented that the “airlines seemed to be operating in
Utopia.””’

Traffic was growing by about 15% a year, profits were rolling in, airline shares
were favorites in the stock market and there appeared to be no end in sight to the
era of plenty. The bonanza created one problem. Skies and airports were con-
gested with planes—military planes, corporate and private planes, and scheduled
airliners. At 33,000 feet above the North Atlantic, the airways were clogged with
jet traffic. Forecasters sighted a 200-percent increase in the number of air pas-
sengers by 1980, and a proportionately larger volume of freight.”®

Another Quantum Leap in Technology

As a final flourish to his reign over Pan Am, Trippe decided to repeat history a
third time by prompting yet another quantum leap in airline technology. To
stay ahead of the curve, Trippe believed that the time was right to invest in
larger jets that could accommodate more passengers and fly at accelerated
speeds. In early 1963, Trippe considered investing in the Concorde, a supersonic
jet designed to fly at Mach 2.2 (1,450 miles an hour). Though Lindbergh coun-
seled him against it, Trippe made his own assessment of the Concorde and
decided to place an option on eight planes (later increased to fifteen). Though
he was one of the first airline CEOs to order the new supersonic jet, it was not
scheduled for delivery until the early 1970s, so Trippe sought additional options.
He made the rounds to the major aircraft carriers—Lockheed, Douglas Aircraft,
and Boeing—and in December 1965 signed an agreement with Allen of Boeing
to develop what became the wide-body 747. The contract for the 747 included
the following specifications: “gross weight of 550,000 pounds, capacity for 350
to 400 passengers, 5,100-mile range with full passenger payload, initial cruise
altitude of 35,000 feet, flying at Mach .9, or just below the speed of sound.””®
At a cost of $15 to $18 million each, Boeing believed that it needed to sell
at least 50 to justify the massive investment in new plant and equipment.
Trippe agreed to order a minimum of twenty-five 747s with the stipulation that
Pan Am would receive delivery of their aircraft between September 1969 and
May 1970, well ahead of competing airlines. Pan Am’s order, which totaled
approximately $500 million, was the “largest single undertaking ever carried
out by a commercial company.”®® Under the conditions of the purchase agree-
ment, Pan Am was required to make payments during the four-year period in
which the planes were scheduled to be built.?! At the time of the Boeing 747
purchase, Pan Am was already committed to orders for redesigned Boeing 707s
and other aircraft. The combined total of aircraft orders was close to $1 bil-
lion.®? To secure the funding for the new equipment, Trippe renegotiated loan
agreements for $140 million, secured a line of credit for $100 million, and
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floated a $175 million issue of convertible debentures based on the booming
Pan Am stock price.®? The rest of the funding was predicated on additional
earnings from the expected growth in passenger traffic in the airline industry.

Within two years of the signed contract for the Boeing 747, a number of unset-
tling events unfolded. Through a series of design changes (requested by Trippe
and others at Pan Am), the 747 had ballooned to more than 710,000 pounds and
the original engines were underpowered to accommodate the desired range for
intercontinental flights. With the original engines and the higher weight, the 747
had the capacity to fly at a full payload from New York to Paris, not the much
longer distances that were expected. In essence, “Pan Am was presented with
an ideal plane for its competitors to operate on their high-density, short- to
medium-range domestic routes. Instead of a great leap forward, the 747 repre-
sented for Pan Am an economic step backward; its performance level was inferior
to that of the 707-321B [the latest modification of the Boeing 707].”%4

Unlike their previous efforts to upstage the competition with access to
advanced aircraft months or years before other airlines, the problems with the
747 essentially placed all airlines on a level playing field. More significant than
the engine issue, the projections for increased international passenger travel
through the remainder of the 1960s proved to be overly optimistic. Pan Am
was set to take delivery of a number of jumbo jets at a time when many of the
existing jets were flying half empty.

Trippe Steps Down

Trippe stepped down from the active management of Pan Am in 1968 at a time
when the future of Pan Am still looked promising. The company’s revenues
surpassed the $1 billion mark for the first time and net income, though down
from 1967, was a relatively strong $44.8 million.%5 At the time of Trippe’s
retirement, Pan Am had a route system of more than 80,000 miles and pro-
vided services to almost every airport in the world.®

Although the company was beginning to struggle with its massive debt load,
Trippe believed that the gamble for the firm’s future was still reasonable. Pan
Am’s troubles, however, were magnified in 1970 as it took delivery of the first
25 wide-body 747s (the company ordered 33 in total); at the time, the country
had slipped into a recession precipitated, in part, by a crippling oil crisis.
Trippe’s biographers note:

All the assumptions on which Trippe made his grandiose decision were turned
upside down. Instead of a 17-percent growth in traffic, the rate of increase slipped
to 4.6 percent, while Pan Am had 15.8 percent more seats to fill. The vaunted
productivity gains of the 747 were predicated on expanding loads. Unanticipated
rises in labor and maintenance expenses and the end of the era of cheap energy
caused the direct operating costs of the superjets to soar rather than plummet.?”

Through many changes in executive leadership as we will see in chapter 8,
the company attempted to survive, but it was ultimately unable to cope with
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the even greater level of competition that resulted from the Airline Deregulation
Act of 1978. For Trippe, the deregulation act was the epitome of his worst
fears—massive competition, the exact opposite of a “chosen instrument” strat-
egy. Trippe’s legacy did not live on through Pan Am but incongruously, through
the Boeing 747. Harold Evans notes:

[The Boeing 747] came to the rescue of mass air travel at a time when the skies
were dangerously congested; it effected a 3.5-to-1 increase in unit productivity
while eliminating smoke and reducing noise pollution. It changed the economics
of air travel and the nature of international tourism making both feasible for
ordinary Americans. Trippe’s act of faith in aeronautics was the greatest ever
made by an airline in technology.®

Pan Am was unable to garner the benefits of the technology in time to salvage
its own operations. Reflecting on Pan Am’s missed opportunity, Richard
Branson of Virgin Atlantic wrote: “Trippe had been a continuous innovator,
but the sad irony is that he failed to reinvent his company for the leaner, far
more competitive age he had done so much to shape: the age of travel for the
Everyman.”®
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CHAPTER 5

C. R. Smith and American Airlines

s the U.S. government stepped in to formally regulate the airline indus-
Atry in the late 1930s, a massive consolidation effort ensued that resulted

in a streamlining of operations, a standardization of equipment and
processes, and a relatively stable playing field. In addition, these efforts by the
government to control the airline industry created the conditions that defined
the dominant, domestic business model—one that was based on scale, scope,
and reach. It was a model that heavily favored large corporations with deep
pockets such as American Airlines. During the course of his 30-plus years as
the president and chairman of American Airlines (1934-1968), Cyrus Rowlett
Smith helped to create one of the largest airline carriers in the world.

Shortly after Smith became president of American Airlines in 1934, he took
on another great responsibility: marriage to Elizabeth Manget. Active in the
Dallas Junior League, Elizabeth soon found that her married life would become
lonely and frustrating. While the Junior League exposed Elizabeth to many
aspects of Dallas’s civic life through the organization’s commitment to volun-
teerism, “C. R.,” as Smith liked to be called, had one overarching priority in his
life: a devotion to American Airlines. Although C. R. certainly had great social
skills, his single-minded devotion to his company meant that American
Airlines’ employees and customers received the bulk of his attention.!

One dramatic moment illustrates C. R. Smith’s priorities. When Smith’s
wife went into labor in December 1939 with his only son, he made his way to
Dallas to go to the hospital. On route from New York, he landed in Nashville
where he was greeted by American Airlines employees who thought that he had
decided to come to their Christmas party. Smith stayed for the party and then
made his way to Dallas. One of the Nashville employees recounted: “he simply
chose what to him was more important—he couldn’t really help much at the
hospital, but he figured he could do an awful lot of good at the party.”* By 1941,
Smith and his wife filed for divorce. His wife recalled: “I love the man, but
I can’t be married to an airline.”® Smith remained single for the rest of his life.
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Although this story might imply that the airline executive was terribly out of
touch with life around him, Smith was extremely sensitive to the needs of his
company and involved himself intimately in all its workings. As a steward of
American, Smith chose to focus his energy and attention on his company—rather
than balance the life of a CEO and a family man. For all Smith’s success, he
remained grounded. Smith typed his own memos, answered his own phone, and
enforced a similar orientation among his managers, torpedoing any who took on
“executive” airs.* Although blunt with executives, Smith was unassuming with
customers and rank-and-file employees. He customarily introduced himself to
every American ticket agent or baggage handler he met (and recalled details of
their family history in the next conversation), not to mention to stunned passen-
gers on flights where he wandered up and down the aisle, mingling and presenting
himself as “president of this rodeo.” Eventually, Smith was flying 100,000 miles
ayear to keep abreast of the sprawling American network of routes.® The Saturday
Evening Post described Smith’s approach: “Often, on getting into one of his route
towns, Smith invites the entire local staff, from manager down to washroom
attendant, to a dinner at his hotel. Over the cigars and coffee, he holds a hair-
down seminar on what is wrong and what could be done to improve it.””

This meticulous attention to customer service helped Smith to anticipate
most of his customer’s needs and to serve them through bold marketing, atten-
tion to safety, and shrewd applications of new technology. Smith recognized
early on that customer service could be one of the few differentiators for
American Airlines within the context of a regulated industry. Government reg-
ulation imposed restrictions on the routes that airlines could fly, the prices that
they could charge, and the equipment they could use. As a skilled manager,
Smith was able to work within these parameters to distinguish his airline in an
otherwise static competitive landscape. By engaging employees and focusing on
customer service, Smith was able to propel American into an industry leader.

Smith’s Early Years

Smith’s ferocious work ethic and attention to detail have their roots in his
childhood when he and the rest of his family were forced to fend for them-
selves. Born in 1899 in Minerva, Texas, Cyrus Smith went to work around age
nine as an office boy in Amarillo, Texas, after his father walked out on their
family, in which Cyrus was the oldest of seven children.® Smith’s mother
Minnie took in boarders and taught school to make ends meet while all the
children supplemented her earnings by working as soon as they were able.” The
pooled resources, which went into a fund that Minnie called “The Smith
Family Cooperative,” provided the means that ultimately sufficed for all seven
to attend at least some college, although Smith had to gain entrance via a spe-
cial exemption since he had never finished grade school.'

Minnie also became an active participant in state politics, a venue wide open
to volunteers, regardless of their means, and apt to bring one in contact with
persons of influence. The Texas suffrage movement, in full swing during the
1910s, gained women the right to vote in state primaries by 1918, and Minnie’s
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work brought her into the acquaintance of Pat Neff, governor of Texas in the
early 1920s. Neff made a name for himself as a pioneer in appointing women,
Minnie among them, to state boards and staff positions. He would also prove
helpful later in getting her children started in careers.!

In addition to profiting from his mother’s political connections, C. R. showed
every sign of being well-equipped to manage his own career. Disgusted by a
“Christmas bonus” consisting of a box of 10-cent cigars after he had spent most
of the year working 15-hour days to take up the slack left by staff serving in
World War I, he resigned from his job as a bookkeeper.!* He had already made
his own Texas political connections in addition to his mother’s, and he shortly
gained an appointment in a tax department under the secretary of state. When
he did enroll at age 21 to study business at the University of Texas, he had a
part-time job as an examiner for the Federal Reserve Bank also lined up. By his
junior year he was class president; that same year he demonstrated his skill in
the field of marketing, operating a side business that distinguished him as a pio-
neer in direct mail list brokerage under the name, C. R. Smith & Company.'?
Between his various business pursuits, Smith was earning $300/month, which
was twice the income he made as an entry-level accountant with the Dallas firm
of Peat, Marwick, Mitchell & Company, a position he chose to explore instead
of finishing his studies at the University of Texas. Despite his youth, Smith’s
entrepreneurial experiences convinced the firm’s partners that he was capable of
managing a variety of complex clients. As a junior accountant, Smith was
assigned to audit hotels, apartment houses, movie theaters, oil companies, and
insurance providers.'* Smith proved to be a very capable employee and was soon
promoted to senior accountant for the firm’s public utilities clients. It was in
this capacity that Smith found his next opportunity.

After two years with the accounting firm, he left to work as an assistant trea-
surer for one of his clients, the Texas-Louisiana Power Company. Over the next
few years, the firm’s president, A. P. Barrett acquired a number of companies,
including the Texas Air Transport Company that had a contract for delivering
mail between Dallas-Ft. Worth, Brownsville, and Houston. Barrett bought a
few more small airlines and consolidated them into the Southern Air Transport
Company that carried both mail and passengers; he then asked Smith to oversee
the finances of the newly consolidated firm."”> Smith was not enamored by the
opportunity, saying at the time: “I'm not interested in aviation.”'

Despite his initial protests, it was not long before the challenge of the avia-
tion industry and even flying itself (he trained as a pilot in his spare time) cap-
tured him. He made a deal with the general manager of Southern Air Transport:
“You know something about flying. I know something about accounting. I’ll
teach you accounting if you teach me to fly.”"” Though Smith did learn to fly
well, his business skills were far superior. Within two years, he had replaced the
general manager (his flying instructor) as the head of Southern Air Transport,
and, in that capacity, he helped to pioneer passenger air travel in Texas. Over
the next year, Barrett acquired two additional airlines and merged them into a
regional passenger and transport line that was bought by industry consolidator
Aviation Corporation (AVCO) in 1929.18
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Formation of AVCO and American Airways

AVCO originally entered the industry as a holding company with a desire to
capitalize on the surge of investment and capital flowing to new aviation
interests in the wake of Lindbergh’s solo flight across the Atlantic Ocean.” At
its incorporation in 1929, AVCO sold two million shares of stock at $17.50 per
share, raising $35 million.?® AVCO used these funds to acquire several com-
panies in the expanding airline industry. One of these acquired companies
was Southern Air Transport, the firm for which Smith was the general man-
ager. The other two holding companies were Colonial Airways (Juan Trippe’s
former company), serving the northeastern section of the United States and
Universal Aviation Corporation, serving the Midwestern states. Smith
described the loose affiliation of airlines under AVCO: “The subsidiary air-
lines operated independently, and often competitively. The routes went from
Coast to Coast, but not in a straight line, and connecting routes were a rarity.
There was only one way to the West out of New York City for American
Airlines’ predecessors—and that was northbound through Albany and Buffalo
to Cleveland.”! After a year of massive acquisition spending, AVCO was faced
with a $1.4 million loss and a vast and disparate array of disconnected airline
operations. Through much haggling and negotiation, AVCO’s 65 member
board of directors voted to consolidate all airline service operations into one
subsidiary. It was through this process that American Airways, Incorporated
came into being on January 25, 1930.%2

Three months after the formation of American Airways, the company
received a tremendous boost from the postmaster general of the United States,
Walter Folger Brown, who worked to consolidate the various entities that had
secured airmail contracts from the Post Office Department at the infamous
“spoils conference.” Brown eliminated many small, regional carriers from the
bidding process including Delta Air Lines (see chapter 3 on Woolman and
Delta for more details) and awarded the bulk of mail contracts to three primary
carriers who had the capability to traverse the continental United States—
United, TWA, and American Airways.

Power Struggle at American Airways

When AVCO acquired Southern Air Transport, Smith went with the business,
becoming a vice president in charge of the southern division and later head of
nationwide operations for the newly christened American Airways. The com-
pany struggled to survive over the next three years and by March 1932 had
gone through $38 million, which was $3 million more than its initial capital-
ization.?? As the company tried to stem the flow of red ink, American Airway’s
first president, Frederic G. Coburn resigned and a battle ensued for corporate
control between LaMotte T. Cohu of Air Investors, one of the original under-
writing investors in AVCO, and Errett Lobban Cord who sold two small air-
lines (Century Air Lines in the Midwest and Century Pacific Lines on the
West Coast) to the consolidator and was one of its principal shareholders.
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Cohu initially won the battle for control replacing Coburn in the spring of
1932, but the war with Cord only intensified. During the next 9 months,
Cord waged a proxy fight for control of the airline and eventually succeeded
in owning 55 percent of the outstanding shares in the company.?* After gain-
ing the majority stake in the company, Cord became chairman of the board of
directors, and his first act was to fire Cohu and install a new president, Lester
D. Seymour.? Throughout the battle for corporate control, Smith backed
Cohu and when his candidate was fired, Smith also suffered. He was demoted
from head of nationwide operations and sent back to head the southern
regional office.?®

Despite his animosity toward Cord and the new president of American
Airways, Smith stayed with the company. Over the next two years, Smith
worked to enhance the airline’s fleet. Marketing air travel was C. R.s strong
suit throughout his tenure at American, a talent he demonstrated in his first
major decision while working under E. L. Cord: the introduction of Pullman-
style sleeping compartments. It seemed that increased speed offered by airplane
travel had not yet succeeded in drawing in the American public in great num-
bers to airplanes as an alternative to railroad travel. This was especially true
during the early years of the Great Depression, when travelers had less money
to take a chance on this new mode of transportation. C. R. was inspired to
experiment with sleeper service after American’s competitor, Eastern, bought
the Curtiss-Wright Condor.

Most airline officials were disdainful of the early version of the plane. The
president of Western Air Express declared: “The only way I’d buy one is if they
built a tunnel through the goddamned Rockies!”?” Slow, clumsy, loud, and
inefficient, the long Curtiss-Wright biplane was anything but elegant; bur it
was roomy. C. R. saw that as a competitive advantage, and he championed
acquiring an improved version of the aircraft that would feature more insula-
tion, less vibration, and engines that were much more powerful and responsive
than Eastern’s Condors.??

Bringing Marketing into the Mix

Unlike other planes, the Condor could easily accommodate 14 sleeping berths.
These ample accommodations, unique in the airline business, were also
described in American’s advertising as a quantum leap from transportation via
rail. Instead of “the noise, dirt, and confusion generally associated with ground
transportation,” travelers were encouraged to “fly in bed” to enjoy the heav-
enly influence of airplanes: “As you sleep, your lungs gratefully drink in cool,
fresh uncontaminated air. ... When you wake in the morning, you will say
that never (no, not even in your own home) have you slept so restfully, so
peacefully, so undisturbed.” Although the advertisement was guilty of over-
statement (including listing a top speed of 190 mph, 50 miles above the
Condor’s realistic speed), the public responded with enthusiasm.?’ Stewardesses,
first introduced by United three years earlier in 1930, enhanced the comfort
of American Airways’ passengers who seemed to agree with American’s claim
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that the Condor “revises all previous conceptions of an overnight journey.”°
The introduction of services like the sleeper berths is the kind of incremental
innovation or differentiation that enables growth and expansion during the
managerial phase of a business.

American’s Condor sleeper service was first introduced on the Fort Worth to
Los Angeles route of the firm’s transcontinental route. Neither United nor
TWA had anything similar. With the new Condor service, the performance of
the southern division of American Airways far surpassed all other divisions and
significantly enhanced Smith’s reputation and profile in the company. Although
Cord may have been displeased with Smith’s lack of initial support, he was
impressed with the newfound opportunities for enhanced revenue.

Although Smith would later be known as a staunch advocate for increasing
the safety standards for airplanes across the airline industry, at this early stage
in his career he seemed somewhat unconcerned about the Condor’s shortcom-
ings. As much as passengers enjoyed the ride, the plane was unusually light for
its size, causing it to buck dangerously during bad weather. Pilots vociferously
complained about the tendency of the plane’s wings to gather ice on its north-
ern journeys. And while the plane could be dragged down by ice outside, inside
there lurked a high risk of fire.>! Even though AVCO?s chief safety officer Bill
Littlewood despised the Condors, Smith kept with them.??

Air Mail Act of 1934

At the same time that American Airways was creating a new revenue stream
through the sleeper service, it faced a major challenge to its airmail contracts.
As discussed earlier (see Chapter 3), President Franklin D. Roosevelt, under
pressure from an investigation into the awarding process of airmail contracts at
the spoils conference of 1930, issued an executive order to cancel all existing
contracts in February 1934. As a result, airlines were forced to furlough hun-

dreds of workers and most schedules were pared down to passenger-only service
(see sidebar).3?

Braniff Airways: A New Regional Economy

When Postmaster Walter Folger Brown took the raw clay of the early airline
industry into his hands during the “spoils conference” of 1930, he shaped it
into a transcontinental route system configured in an east-west direction.
Other major air routes favored the population and economic centers of the
East Coast and West Coast. In between, most small airlines existed as feeders
for the three large domestic airlines—TWA, United, and American.

In contrast to Brown’s grand vision, Thomas E. Braniff began a small air-
line in Oklahoma that would grow largely independently of the major airlines
in a north-south direction. Unanticipated by Brown, Braniff Airways emerged
in 1930 with air passenger service connecting small towns—underserved
by the larger airlines who focused on their east-west market share—whose
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economic fortunes were being transformed by the emergence of a new valu-
able commodity: oil.

Now, suddenly, poor towns in Kansas, Oklahoma, and Texas whose shaky
economic histories had left them with an infrastructure of bad roads and slow
railway service to connect them to the outside world were joined by the bur-
geoning petroleum industry. There was no time to make roads and rail con-
nections that could serve the needs of that industry in the early 1930s; luckily,
with Braniff Airways providing air passenger service to the center of the coun-
try, there would be no need for them.

In contrast to the family-oriented marketing of C. R. Smith’s American
Airlines, which emphasized comfort and safety, Braniff Airways was known
early-on for speed, which was exactly what people in the early oil industry
needed to close fast-moving deals and to look for new places to extract the
black gold. Braniff advertising encouraged passengers to “take the B-Line,”
“the world's fastest airline.” Slowly but surely, Braniff grew until, by the begin-
ning of World War II, it could describe itself as the airline that offered service
from the “Great Lakes to the Gulf.”

Although Braniff certainly could have attempted to emerge as a competitor
with some of the bigger airlines in the 1930s, he kept a relatively low profile
before World War Il. Anticipating unfriendly attempts by larger airlines to
acquire his company in the immediate future, Braniff took the lead in found-
ing the Independent Scheduled Air Transport Operators’ Association that
joined many small airlines working in the South and Southwest. A center for
resources and information, the association helped to stop potential in-fighting
among these small companies and also provided them with important legal
representation in Washington, D.C.

Braniff’s long-time presence in the country’s oil region eventually prepared
the way for his airline to enjoy significant growth along with the petroleum
industry during the postwar industrial expansion of the economy.

The Air Mail Act of 1934 spelled out the provisions of the new award pro-
cess as follows: (1) all aircraft manufacturing companies must divest them-
selves from their airline subsidiaries; (2) no airline executive who attended the
spoils conference would be allowed to hold office in a carrier possessing a mail
contract; and (3) no airlines that had participated in the conference would be
permitted to bid for any mail contract.** In accordance with the provisions of
the Air Mail Act of 1934, American Airways divested itself of the few aircraft
manufacturing units that Cord had brought with him or purchased as head of
the company.®> The second condition of the Air Mail Act caused no real con-
cern for American; only one minor executive that was present at the spoils con-
ference of 1930 was still around, and he was forced to resign. To comply with
the third major provision of the Air Mail Act, American Airways simply
changed its name to American Airlines. After mail contracts were reopened to
private airlines a few months later, American, now reconstituted as American
Airlines, won its fair share of the rebid contracts, and some suggested perhaps
more than its fair share. There were 43 qualified bids for 21 airmail routes;

American bid on eight of them and won most of its former routes.>®
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American’s success in winning back most of its old routes was due in no
small part to one of C. Rs abiding strengths as a CEO: good relations with
government officials. Like his counterpart Juan Trippe, Smith was personally
involved in cultivating connections within the government. Through the rebid
process, American actually secured routes that created a more efficient trans-
continental route, which caused Fortune magazine to report that “American
was the only transcontinental airline to come out of the post-cancellation bid-
ding with a better system than before.”®” Though its route system was better,
American settled for a much lower rate for carrying the mail. American was
paid an average 42.6 cents per mail mile in January 1934; by July, the rate was
set at an average of 25.3 cents per mail mile.*®

As the new bidding process unfolded, Cord became convinced that American
Airlines needed a new leader—one who could expand the company’s passenger
service in light of the reduced revenue potential for airmail contracts. On
October 26, 1934, the board of directors formally elected Smith to the presi-
dency of American Airlines.

Smith Assumes Presidency of American Airlines

At the time that Smith assumed the presidency of American Airlines, it was
the largest airline in the United States in terms of routes and equipment.
American also had the unfortunate distinction of carrying the largest operat-
ing loss, $2.3 million in 1934, and having the worst reliability record.** The
state of their equipment was no better. Years later, Smith recalled: “At the
time of the reorganization in 1934, the company had a fleet of Condors, and
Fords, and Lockheeds and perhaps a half-dozen other types. The disparities
among models made them basically uneconomical to operate. What was
needed was one attractive type capable of carrying a sizable load a good dis-
tance, quickly, and at low cost.”® Despite the relative success of the Condor
for American’s bottom line and despite the valiant efforts of people like Harry
Guggenheim, the public in general was still not completely convinced that
flying could be a normal, everyday activity. As American Airlines biographer,
Robert J. Serling notes, in 1934, “fewer than 500,000 Americans had ever
been in an airplane—Iless than one half of one percent of the popula-
tion....99.5 percent stayed away from flying mostly because of fear, and
while cost played some role, it was secondary ... Most life insurance policies
were automatically suspended during the time a policyholder was in any air-
plane, commercial or otherwise.”!

To build consumer confidence in flying, Smith believed that American
Airlines had to apply the focus on safety to a new and more efficient fleet of
airplanes. Though American had built a viable transcontinental service with
the use of the Condor, its limitations were great. Even worse, other airlines had
far surpassed its performance by the time Smith became president. TWA had
introduced the DC-2 aircraft to its fleet in July 1934 and boasted that it could
offer coast-to-coast service in 15 hours, much faster than the Condor. Despite
the size of its fleet, American’s equipment was considered obsolete and pilots
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often joked that the “airline was called American because of its democratic

equipment—you can fly anywhere in anything.”*?

The DC-3 Decision

Though Smith ordered a number of DC-2s to supplement American’s base of
equipment, the order was placed six months after TWA. Hoping to leapfrog
TWA and other carriers, Smith pushed Douglas Aircraft to develop a new
plane (ultimately the DC-3) that would offer 50 percent greater passenger
capacity than its previous model (DC-2) with better fuel performance. Smith’s
requirements for the new plane also included his vision of an airline that would
be free of its dependence on unpredictable government subsidies. Smith planned
for the new plane to carry 21 passengers in the daytime and 14 at night. He
believed that the plane that he was requesting from Douglas Aircraft would be
85 percent DC-2 and only 15 percent new. In actuality, the ratio was reversed.*’
Douglas Aircraft initially balked at the request; it was having difficulty man-
aging the demand for the DC-2s and saw no need to experiment with and
invest in a radically new aircraft.

Smith’s perseverance in the face of Douglas’s resistance was derived from
the belief he had in his own vision of the future needs of the airline industry
and his ability to use his connections with government officials to help his
company’s finances. Douglas was finally persuaded to produce the DC-3 after
Smith made a commitment to buy the new model in volume (20 immediately
and an option for 20 more). The 40 planes would allow American to standard-
ize its operations, a highly speculative move for a plane without an established
track record of safe operation. The tentative price for the new DC-3 was set at
$100,000 per aircraft for a total order of approximately $4 million.%* This was
quite a sum, especially since American Airlines did not have a lot of money. As
a result, Smith said, “We bought the plane from Douglas without ever signing
an actual contract. We did not want to sign one because it was customary to
put up a cash deposit when you signed, and we didn’t have enough cash to
make the usual required deposit.”®

Immediately afterward, Smith found a good way to compensate for
American’s tight cash flow. He flew to Washington, D.C. to visit Jesse H. Jones,
afellow Texan of Smith’s acquaintance. Jones was the head of the Reconstruction
Finance Corporation (RFC), a government lending agency founded in the last
days of the Hoover administration and empowered with great discretion to
extend credit to large banks and businesses. Getting to the point as only two
Texans could, Smith started the conversation:

“Jesse, I've read that the RFC was set up to ward off financial disaster.”
“That’s right,” Jones allowed.
“Well, American Airlines is a disaster if you don’t make us a loan.”

Persuaded by Smith’s reasoning, Jones quickly approved a $4.5 million loan

for American Airlines.*¢
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DC-3 service began in 1936 and one aviation historian called it “the most
significant date in the first twenty-five years of air transport history.”"” The
aircraft held 21 passengers, cruised at a speed of 195 miles per hour, and flew
1,000 miles without refueling. The DC-3 quickly surpassed the current state-
of-the-art aircraft that was manufactured by Boeing Corporation, which could
hold 10 passengers and cruise at 165 miles per hour.*® The DC-3 could also be
built quicker and cheaper than any other aircraft enabling American to effi-
ciently expand its operations. By standardizing its fleet, American was able to
vastly improve its reliability and operational efficiency for service and mainte-
nance. The airline no longer had to maintain spare parts inventory for multiple
aircraft models, and it was able to vastly reduce the training of mechanics.®
Smith recalled: “The DC-3 was, for its day, the perfect transport. It struck the
balance that airline engineers search for in speed, in gross weight, in power and
payload space and wing area. It permitted economies that had been beyond the
company before.”® Serling recounts the impact of the DC-3 on the airline
landscape: “The impact of the DC-3 can best be measured not by the number
of curious spectators at static exhibits but by the number of people who began
flying them. In 1936 alone, the U.S. airlines for the first time in their history
carried more than a million passengers—doubling the 1934 total—and the
traffic curve was to mount steadily from then on.””' Passenger revenue for
American Airlines increased from $1.9 million in 1933 to $5.6 million in 1936.
In contrast, airmail revenue for American Airlines decreased from $4.7 million
in 1933 to $2.0 million in 1936.>* The increase in passenger revenue experi-
enced by American Airlines was part of an overall pattern in the industry (see
figure 5.1).°

Smith’s gamble on the DC-3 purchase helped to catapult American Airlines
to the forefront of airline technology in the United States. By the end of 1936,
American had secured the first 20 DC-3s that it had ordered. In contrast,
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Figure 5.1 Passenger revenue outpaces airmail revenue by 1934
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United had only ten, and TWA was still waiting for its initial order of eight to
be delivered.*

To showcase the DC-3 to the American public, Smith’s public-relations
team staged a major publicity event. In its inaugural flight, the DC-3 “took off
from Chicago with a fuel load of 822 U.S. gallons, flew to Newark without
stopping to land, and went right back to Chicago’s Midway—a nonstop round
trip completed in eight hours and seven minutes.””® The speed with which the
aircraft completed this roundtrip was considered unprecedented and garnered
a tremendous amount of attention for American though little notice was paid
to the fact that there were only three passengers on the flight and no mail
(a full load would have resulted in far different results). Publicity became a
major component of American’s strategy as it attempted to significantly increase
the number of airline passengers.

The diminishing revenues associated with airmail service made it all the
more important to attract passengers. Attracting passenger traffic depended on
(1) obtaining routes that were part of a comprehensive network; (2) increasing
the speed of aircraft to reduce travel times; (3) enhancing passenger comfort;
and (4) improving safety to reduce consumer’s perception of risk. Even after
more than a decade of passenger flights, consumer fears became one of the
most intractable obstacles to building the base of passengers.

E

American Airlines’ DC-3 airplane waits for take-off on the runway. (Source: Bettmann/CORBIS).
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Combating Consumers’ Fears of Flying

Although the success of the DC-3 is now part of the lore of modern technology,
its triumph beginning with American Airline’s large purchase in 1936 could
have been squelched—not because of any great mechanical shortcomings, but
because of an unfortunate rise in highly publicized airplane accidents.
Notwithstanding the merits of the DC-3, fear still entered the mind of most
travelers contemplating transportation by air. In 1936, airlines were experienc-
ing an accident rate of approximately one every six weeks; this culminated in a
spike of five accidents occurring in December 1936 and January 1937. Although
this airplane accident rate was not extraordinary compared to other modes of
transportation, the press amplified the crisis with spine-chilling headlines: “All
on Plane Dead” and “Bodies of 12 on Giant Air Liner Found in Deep Ravine”
were typical fare.’® The results were immediate. During that winter of 1937,
thousands of passengers cancelled their airplane reservations (see figure 5.2).
The problem of safety had now become paramount to the industry. Most
airline presidents, like Pat Patterson of United, tackled the problem principally
by internal improvements in their company’s maintenance and safety proce-
dures.”” In contrast, Smith took the much bolder step of using his marketing
skills to turn a public-relations disaster into an advertising coup. Taking a page
from the playbook of Harry Guggenheim, Smith began an advertising cam-
paign in 1937 that focused on safety, a subject most airline executives believed
was best discussed behind closed corporate doors. Instead of the standard
advertising, which featured an airline’s aircraft and a timetable of flights,
Smith took the unprecedented step of addressing the taboo subject in a bold
headline: “Afraid to Fly?” Immediately underneath, C. R. Smith’s small por-
trait stares confidently at the reader, simultaneously reassuring the traveling
public while putting his own reputation on the line. Although he is speaking as
the head of American Airlines, Smith was in fact addressing the entire traveling
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Figure 5.2 U.S. air transportation accidents: 1927-1937 (Air Transport Association of America).
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public, no matter what their favorite airline was. With this bold advertising
campaign, Smith became the unofficial leader of all the airlines, a move he felt
he had to make to save an industry in crisis.’®

Going one step further than Guggenheim, Smith eschewed the voice of the
expert who proclaimed the results of his scientific investigations to the public.
Instead, he took on the persona that he used with all his customers—confident,
yet without airs, Smith sounded almost paternal. “The fact is,” Smith confides
in his customer, “there are risks involved in 4// kinds of travel” and statistics
show that air travel is no more dangerous than any other. Then, leaving all pre-
tense of expertise behind, Smith’s writing took on a quiet, friendly tone, speak-
ing man-to-man to the American public:

Why quote statistics? They are not always conclusive. They are often only con-
troversial. I could show you figures to prove that you would have to fly around
the world 425 times—or maybe approximately 14,165 flights back and forth
between New York and Chicago—before you would be liable to meet with an
accident. Do these statistics overcome your fear of flying? I think not. There is
only one way to overcome that fear—and that is, to fly.”

In using the first person, Smith shrewdly played on the cultural preferences
of most Americans who often admired leaders who did not seem too different
from themselves. The advertisement provided a significant boost for American,
but it also was used by competing airlines to extol the virtues of flying. Many
of these competing airlines simply reprinted the advertisement and distributed
it to major businesses as a way of increasing overall travel.*°

Smith even made safety the cornerstone of the company’s employee maga-
zine, which included the following axiom under its masthead: “Aviation is not
unsafe, but like the sea it is terribly unforgiving of any carelessness or neglect.”®!
American’s focus on a safe and efficient fleet helped to generate $6.6 million in
passenger revenue in 1937, which was twice the sum generated from airmail
contracts.®?

In launching this innovative advertising campaign, Smith saved his $4.5 mil-
lion investment in the DC-3. But the quality of the new Douglas plane had
made that $4.5 million a pretty safe bet. The DC-3, Smith noted, permitted
airlines to do something that they had never been able to do before: “The DC-3
freed the airlines from complete dependency upon government mail pay. It was
the first airplane that could make money by just handling passengers. With
previous aircraft, if you multiplied the numbers of seats by the fares being
charged, you couldn’t break-even—not even with a 100 percent full load.
Economically, the DC-3 let us expand and develop new routes where there was
no mail pay.”®® To build upon the DC-3, Smith added further innovations in
airline marketing that promised to encourage more and more people to make
the airplane their preferred mode of transportation.

Smith’s focus on passenger travel was further enhanced through the creation
of discount fares and the first VIP passenger organization, The Admirals Club.
American established the Air Travel Card system in the mid-1930s, which
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enabled travelers to receive a 15 percent discount on air travel in exchange for
an annual deposit of $425. By the end of the decade, all major airlines had a
similar discount card program to attract more frequent travelers.®* The idea for
the Admirals Club, a private room in major airports for VIP passengers to con-
gregate and relax between flights, emerged after Smith was named an Honorary
Texas Ranger. Reflecting on his award, Smith commented to his director of
public relations: “You know, these guys in Texas and the ones in Kentucky,
with their honorary colonels, they get a lot of mileage out of those little pieces
of paper. Why can’t we have something like that?”®> What began as an honor-
ary designation for key customers became an integral and exclusive club, one
sought after by key customers. It became a new standard for all airlines and a
cornerstone of future frequent flyer loyalty programs.

Powered by the DC-3s and Smith’s aggressive marketing tactics to build
awareness and popularity of air travel, American was the only domestic trans-
continental airline to avoid red ink in 1938, posting an after-tax profit of
$213,262 in a year when United lost nearly a million dollars and TWA more
than $750,000.°° The same year, the remaining $1.4 million of American’s
$4.5 million RFC loan was paid down below $100,000.” Profits climbed to
almost $2.5 million by 1941 and the employee base grew to more than 4,000,
up from 2,795 in 1939.°% During 1941, American was also recognized with a
safety award for flying a billion passenger miles over the course of five years
without a single fatality.®” At the time, American, as one of twenty operating
airlines, was flying almost one-third of all passengers in the United States using
sixty-four DC-3s and fifteen Douglas Sleeper Transports (modified DC-3s).”°
American reigned as the largest airline carrier in the United States for two
decades.

Smith at Air Transport Command during World War Il

Smith’s accomplishments in overseeing the transformation of American Airlines
were recognized by the U.S. government, and, in early 1942, he was asked to
take a military post heading the domestic Air Transport Command (ATC)
during World War II. The ATC was responsible for coordinating the use of
commercial and military aircraft to transport soldiers and equipment through-
out the globe, and all airlines were required to support this massive mobilization
effort. For its part, almost half of American’s fleet of equipment and personnel
were under contract with the War Department between 1942 and 1945.7!
Unlike Juan Trippe, who strongly resisted the idea of formally joining the
armed forces during the war, Smith went to the military very willingly, a ges-
ture that certainly did him no harm in the halls of government. Though Smith
made an effort to not favor American Airlines or individuals connected with
his former company in awarding air travel contracts, by the end of the war,
American had become the second largest international air carrier in the world
(topped only by Pan American) with more than 11,000 personnel and close to
100 DC-3s.”? During the war years, American generated $16.5 million in prof-
its that was entirely derived from commercial operations. All ATC contracts
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were performed at cost.”> Smith was named a major general in recognition of
his efficient oversight and management of the ATC.

American Airlines after World War Il

Shortly before Smith returned to the helm of American Airlines in the
summer of 1945, the company had acquired American Export Airlines (AEA),
a small international air service carrier that had been established in the late
1930s to expand the transportation offerings of the American Export Line
shipping company. The path to the acquisition was paved by the Civil
Aeronautics Board (CAB).

As World War II drew to a close, the CAB sought to increase the level of
competition for international airmail and passenger travel. The CAB not only
approved American’s acquisition of AEA, but it also authorized it to fly routes
to Europe over the North Atlantic corridor.”* At the same time, the CAB also
approved TWA’s request for European routes. The international routes approved
for TWA and AEA did not initially come with corresponding airmail con-
tracts; those contracts remained with Pan American. Hoping to expand its
international network, Pan American fought unsuccessfully to acquire AEA.
Ironically, it was Pan American who forced American Export Lines to sell AEA
by successfully claiming in its court action that shipping companies were
barred from owning other forms of transportation.”®

When Smith returned to American, AEA’s name was changed to American
Overseas Airways (AOA) and it became the foundation for the transatlantic
division of American Airlines.”® In addition to integrating AOA into the
American family, Smith’s immediate postwar priorities consisted of equipment
upgrades and route expansion. He believed that there would be a major boom
in passenger air travel in the late 1940s and 1950s.

To support this expected increase in air travel, the CAB was inundated with
new route applications. The domestic “Big Four” airlines—American, United,
TWA, and Eastern—continued to receive the bulk of new routes, but many
small, regional carriers including Delta, Continental, and Braniff were able to
secure additional routes to expand their coverage base.”” Leveraging his lobby-
ing skills, Smith spent a considerable amount of time in Washington, D.C.
during these years to ensure that American received its fair share of new route
awards.”® In 1945, American had a fleet of 86 planes, which covered 9,457
miles. Smith hoped to double the airline’s route mileage through a series of
petitions to the CAB.”” To accommodate the anticipated increase in air travel,
Smith once again dramatically expanded American’s fleet of aircraft.

A New Fleet

At the end of 1946, Smith signed an $18 million contract for 100 Convair,
CV-240s, which by accommodating 40 passengers almost doubled the capacity
of the DC-3.%" At the time, this transaction was the largest single aircraft order
in commercial aviation history, but it was only one part of Smith’s expansion
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plan. He had already committed the aitline to purchase 50 DC-4s (a slightly
modified DC-3), 50 DC-6s, and 20 Republic Rainbows for a total of 220 new
aircraft at a cost of $90 million.8! With this unprecedented overhaul of equip-
ment, Smith hoped to retain American’s position at the forefront of aviation
technology and production. He also sought to derive maintenance and service
efficiencies with a large standardized fleet, similar to his approach with the
DC-3. To pay for the new equipment, Smith was willing to gamble on the
company’s future. He heavily leveraged the airline and sold $40 million of pre-
ferred stock and $40 million in debentures.®> Reflecting on the investment,
Smith asserted: “The investment seemed mandatory. The company had learned
long ago that as the business grew so did its capital requirements. The DC-3,
once the ideal airplane, was no longer economical to operate. Costs were going
up, but fares were remaining fairly stable. What was needed were bigger and
faster planes capable of carrying more people farther in less time.”®?

Smith’s plans for growing his fleet were soon modified to respond to unan-
ticipated opportunities and problems. Production problems plagued the con-
struction of the Rainbows, and Smith eventually cancelled the order. The order
for the CV-240s was reduced from 100 to 75 as Convair struggled to profitabil-
ity build and deliver the aircraft. Smith had negotiated a unit price of $195,000
for the CV-240, and Convair was incapable of producing the aircraft at that
price and hoped to cancel the entire order. Smith retorted, “We need the 240,
so I'll make a counteroffer. We’ll cut our order from one hundred to seventy-
five and you can sell those twenty-five we’re giving up for a profit.” Convair
accepted the offer.4

The postwar surge in passenger travel, however, did not occur at the rate
that many airline executives, including Smith, expected that it would. Though
airlines had made many strides in demonstrating the safety of air travel during
the massive war mobilization effort, a series of high profile crashes and techni-
cal difficulties brought forth a renewed sense of fear and concern in the public.
The air-conditioned DC-6, Douglas Aircraft’s largest and fastest airplane at
the time, suffered a number of embarrassing and fatal accidents that forced the
CAB to ground the plane until the cause of the accidents was determined
(a problem with the fuel transfer process).> TWA, which had relied on the
Constellation aircraft designed by Lockheed instead of the DC-6, also experi-
enced a high profile midair fire. As a result, “Manufacturers, the government,
and theairlinesalike shared the collective black eye inflicted by the Constellation
and DC-6 grounding—a black eye whose shading turned even darker in the
summer of 1948 when the new Martin 202 was grounded for major structural
deficiencies. .. Airline payrolls became grossly top-heavy as anticipated traffic
growth not only failed to materialize but dropped far below predicted levels.”8¢
This kind of optimism about demand is what buoys managers, but it often
materializes in fits and starts, rather than a steady increase. The capacity to
withstand this cyclicality, which requires betting on the underlying secular
demand, is one of the hallmarks of good managers.

The heavy investment in new equipment combined with fewer-than-
expected passengers resulted in some difficult financial years for American
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and other airlines. Though operating revenues increased from $47.4 million to
$89.3 million between 1945 and 1948, American suffered losses of $0.4 million
in 1946, almost $3.0 million in 1947, and $2.9 million in 1948.%87 By the end
of 1947, American was forced to eliminate 15 percent of its employees. Despite
the difficult situation, Smith remained “grimly optimistic.”3® Reflecting on
this troubled time, Smith recalled: “General over-expansion of routes had
brought about a very difficult competitive situation. Though the volume of
traffic between cities was increasing, it was divided among so many carriers,
that by 1948, it was difficult to maintain adequate load factors and frequency

of service.”%?

Renewed Customer Focus

As he had done before, Smith focused on safety and public awareness. When
the fuel transfer problem had been remedied in the DC-6, it enjoyed an envi-
able track record and performed to its early expectations.”® In 1948, Smith
introduced the family fare plan designed to encourage more air travel through
reduced fares during nonpeak travel periods. Smith reasoned that a reduced
fare would result in more travelers and thereby offset any potential decrease in
revenue. In 1945, Smith had articulated his vision for the airlines in a Sazurday
Evening Post article, before problems with the DC-6 had become apparent:

First, we need an air-line fleet so big that it constitutes an adequate reserve for
national air power. Thousands of air-liners, not hundreds. Second, fares must be
cut down to the pocketbook level of the average citizen. Volume business will
result... The air lines are used to selling tickets to movie stars and big-business
executives. We should be selling seats to the millions who have to pay for their
own tickets out of middle-class incomes—the housewives, small businessmen,

farmers, and mechanics.”!

To better understand the opportunities for reducing fares, American con-
ducted a load survey analysis for six months. Traffic was extremely high on
Friday and Sunday. It dropped much lower on Monday and dipped even more
on Tuesday through Thursday. And the lowest load factors occurred between
Saturday noon and Sunday noon.”” American offered 50 percent discounts for
family members traveling with a full fare passenger during low peak periods.
The response was an instant success. United had conducted a similar survey
and, instead of reducing fares, it initially opted to reduce schedules. After seeing
American’s success, United and other carriers adopted a similar program.”® By
the early 1950s, Smith’s investments in new equipment and marketing programs
began to bear fruit. The company posted revenues of $118.7 million in 1950
rising to $428.5 million by 1960.7

As American Airlines’ fortunes were rebounding, it had to contend with a
whole new class of competitors called “non skeds.” These were essentially char-
ter airlines whose irregular schedules and service offerings (usually to one or
more resort locations) enabled them to circumvent the bureaucratic oversight
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of the CAB. The charter airlines typically offered much lower fares than certi-
fied airlines and attracted a whole new clientele—just the type of traveler that
Smith sought. At the time, all air travel on major carriers was offered at one
level, first class, and its price was often out of reach for most middle-class trav-
elers. The major carriers tried to regulate the charter operations by appealing
to the CAB, but they were largely unsuccessful. Smith joined the fight, but he
also recognized the potential opportunity for a “coach class” fare and began to
develop a new offering for American Airlines.”” In 1951, approximately
7 percent of American’s passengers purchased coach fares. Three years later,
coach passengers accounted for 25 percent of American’s passengers.”® To
accommodate the coach service, American converted many of its DC-6 aircraft
to carry up to 80 passengers.

This process of expanding the customer base is typical as industries mature.
Initially, new businesses often serve a small, wealthy constituency at the top of
the customer pyramid. As the industry grows, businesses expand the core offer-
ings to a larger pool of constituents that often requires a dramatic reduction in
prices. In essence, they move down the demand pyramid where the customer base
is significantly larger (see figure 5.3). Both Trippe and Smith recognized the
opportunities for expanding the airline industry by reaching out to a larger poten-
tial pool of customers, which, to be successful, required a reduction in prices.

As the airline expanded, Smith invested heavily in technology to improve the
logistical tracking of flights for both American employees and passengers. In
1952, the company introduced the Magnetronic Reservisor to monitor the seat
availability on its flights.”” This system was modified and revised at the end of
the decade with the assistance of IBM. After studying American’s reservation
problem for three years, IBM decided to commit itself to the project. The suc-
cessor reservation tracking system was called SABRE (Semi-Automated Business
Reservations Environment), and, at the time of its debut in 1961, it was the larg-
est electronic data processing system used in business.”® While the Reservisor
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processed a reservation in 45 minutes, SABRE was able to do so in less than
3 seconds.”” This was an amazing example of an internal business innovation
that dramatically improved the operating performance of the entire industry.

The use of technology to create a more efficient business is typical of great
managers. Building upon the entrepreneur’s vision, the manager creates the
infrastructure of an organization and the processes that make it run effectively
and efficiently. Smith implemented a marketing campaign, initiated the devel-
opment of sophisticated technological systems, and instituted an organiza-
tional structure to manage the complexity of the airline. Through these
managerial efforts, American Airlines was able to thrive and grow as the airline
industry matured. In essence, the manager’s role is to regularize the business
model so that it can effectively be reproduced on a much larger scale, and Smith
was brilliant at this process.

International Travel: Smith’s Missed Opportunity

In an effort to streamline American’s operations, Smith decided to sell American
Overseas Airlines to Pan American only three years after it had been acquired.
Though from a customer’s perspective, AOA’s service to Europe was considered
far superior to TWA’s and Pan American’s, the airline struggled financially.
The airline was heavily dependent on the domestic division for marketing sup-
port, financial advice, and managerial oversight. Smith grumbled: “Every time
I look around for one of my key officers to get something done around here,
I find he’s off somewhere in Europe working on some AOA problem.
Management is spending 90% of its time on an operation that’s producing only
10% of our revenues.”!%°

Smith decided to sell at a time when American had suffered three straight
years of significant financial losses. The CAB had eventually awarded AOA
some overseas airmail subsidies, but they were not enough to compensate for the
airline’s other costs. Smith’s decision to sell AOA was also influenced by the
growth of national carriers in Europe. Concerned that the sale to Pan American
would not be in the public’s best interest, the CAB initially rejected it.

Since the awarding of international routes required presidential approval,
the CAB’s rejection was sent to President Harry Truman who initially endorsed
it but later reversed his position and approved the sale.!’! The reversal was met
with a considerable protest from TWA who sought to fight the decision by
appealing to the Supreme Court. Smith’s decision to maintain closer ties to
Washington after the war undoubtedly helped to change Truman’s decision.
Smith’s chief lobbyist helped to broker an agreement whereby Pan American
acquired AOA and TWA obtained approval to operate new routes to Europe
(specifically to London and Frankfurt).! After two years of wrangling, Smith
finally sold AOA to Pan Am. Reflecting on the decision, Smith said, “on the
basis of the situation at the time, we did right, I believe. On the basis of the
situation many years later, the decision is debatable.”!%?

If one looks at the opportunity costs of leaving the international travel arena
in 1950, Smiths sale of AOA was more than “debatable;” it was, in fact, one of
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the major mistakes of his leadership of American Airlines. Although hindsight
is often 20/20, Smith’s impatience with the bottom line in the late 1940s made
him unusually insensitive to signs concerning the growing potential of interna-
tional tourism. From the perspective of the late 1940s, encouraging Americans
to fly abroad was not an outlandish goal; Juan Trippe had already spent more
than a decade doing just that.

Moreover, following the war, an increasing number of Americans possessed
more disposable income, more leisure time, and more education than Americans
had just a few years before. These changes provided the necessary foundation
for international tourism. Reacting to these changes, domestic airlines were
coming up with innovative domestic package vacations, which “offered one low
all-expense rate for airfare, hotel, and ground transportation. In 1948, Delta
introduced package vacations to Miami and United touted package tours
to Hawaii.” As early as 1947, Better Homes and Gardens informed its wide,
middle-class audience that these package tours were going to “change many
established travel habits. You’ll find yourself planning in terms of where you’ll
really want to go, regardless of distance.”’* As we have seen, Smith had long
been an advocate of creating innovative fare structures to increase passenger
traffic on domestic routes; why was he not able to see the potential of similar
tactics for international flights?

In contrast to Juan Trippe, who had long believed that international travel
could be very lucrative, Smith may have lacked Trippe’s entrepreneurial toler-
ance of risk that fueled Pan Am’s chaotic early history. In addition, Smith may
not have been as familiar with foreign countries as some of his contemporaries,
such as C. E. Woolman and Harry Guggenheim who both had traveled and
worked abroad as young men. And, unlike Trippe, Smith took the helm of
American Airlines after it had already established a transcontinental presence;
Smith may not have understood (at least not as well as Trippe did) the value of
being among the first to exploit a new market. As a result, American missed out
on the growing air passenger traffic between the United States and Europe,
which grew from 507,000 in 1953 to 6,776,000 in 1969."° Instead, American
would soon have to partner with foreign airlines to attract international pas-
sengers to its domestic routes.

Domestic Expansion

While the sale of AOA resulted in a contraction of the overall American port-
folio, throughout most of the 1950s and 1960s, Smith attempted to expand
American’s domestic operations. He continued to lobby for new routes from
the CAB though many of these were denied as the CAB sought to support
smaller, regional carriers. American’s size and scope became a detriment to fur-
ther expansion of routes. Only 20 percent of American’s passenger miles came
from CAB awards since 1938, compared to 40 percent or more for most other
carriers.'%°

Unable to expand at the rate and level that he hoped, Smith made a bold

move to acquire Eastern Airlines in 1962. Its stalwart competitor, United, had
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acquired Capital Airlines in 1961, and, in so doing, it supplanted American as
the largest U.S. airline carrier. American had also considered acquiring Capital
but its heavy concentration of routes in the Northeast offered little real expan-
sion opportunity. In contrast, Capital’s routes provided mostly new territory
for United. Smith decided not to contest United’s acquisition of Capital and
believed that United would support American’s bid for Eastern. Smith also rea-
soned that Eastern’s heavy concentration of routes in the Southeast would com-
plement American’s dominance in the Southwest and Eastern seaboard.
Whatever goodwill Smith believed he had secured in walking away from
Capital was all but nonexistent when he proposed the acquisition of Eastern.

American faced a hostile CAB, which feared that the combination of the
second and fourth largest air carriers in the United States would stymie com-
petition.!”” Resistance to the proposed merger was also strong among employ-
ees, union officials, and Congress—all fearing a loss of jobs. At the center of
the resistance movement was C. E. Woolman of Delta. United also joined the
chorus as a vocal and ardent critic of the proposed transaction. Though Smith
fought to persuade CAB to approve the merger, he decided to withdraw his
proposal instead of facing almost certain rejection.'’®

Despite the setbacks in expanding American’s routes, Smith continued to
make aggressive bets on new aircraft that would drive passenger-carrying eco-
nomics. His pioneering endorsement of the DC-6 was followed by the adoption
of the DC-7 (with more powerful engines and a cruising speed of 360 miles per
hour). Smith purchased the DC-7 well ahead of the competition, and, in so
doing, he secured the aircraft at a much lower rate. He used them to fly the
first roundtrip, nonstop flights across the continent.!” The DC-7 purchase was
followed by the acquisition of the Boeing 707 jets in the 1950s. The Boeing
707 was the only plane he did not buy before his competitors, allowing Pan
American and United to make their choices first between Boeing and Douglas
so he could maximize his negotiating leverage. With Douglas getting orders
from both airlines and Boeing from only one, Smith was able to get a bigger
plane at a lower price from Boeing.""’ In choosing Boeing, Smith favored his
company’s needs over his own emotional attachment to an old business part-
ner. It marked the first time that Smith “picked another manufacturer over
Douglas” as the provider for American’s flagship fleet.!!! In a cover story on the
emergence of jets in the United States, 77me magazine noted: “American’s role
in introducing the U.S. public to the jet age will be greater than any other
line’s. It carries 8,000,000 passengers per year, one in every six Americans who
fly in the U.S., and almost twice as many revenue passengers as all overseas
U.S. airlines combined.”!!?

The new jets had a similar introductory fate as the DC-6s. Within the first
year of their introduction, the Lockheed Electra (an early turboprop jet) was
involved in a number of critical accidents that forced the Federal Aviation
Administration (the successor to the CAB) to impose speed restrictions on
jetliners until the problem (severe vibrations that led to structural weaknesses
on the wings) could be identified.'"> Once the problems with the early jets
were isolated, they also performed to early expectations. The Boeing 707
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quickly outpaced the DC-7 and DC-6 in terms of speed and productivity.
One Boeing 707 could do the work of at least two DC-7s; it could make two
and a half transcontinental trips in the same time that the DC-7 made one
cross country trip.!4

During this time, Smith continued to push the envelope on the safety agenda
that he initiated at the start of his presidency of the airline. He approved the
funding for the development of a centralized crew training center that included
state-of-the-art flight simulation equipment that operated round the clock.
This effort resulted in the development of the American Airlines Flight
Academy in Fort Worth, Texas that opened in 1971 and remains one of the
most advanced pilot training centers in the world.

Twilight of the Patriarch

In early 1968 (the same year as Juan Trippe), Smith retired as chairman and
chief executive officer, only to reemerge immediately as secretary of commerce
in Texan Lyndon Johnson’s cabinet, filling the post for the remaining months
of President Johnson’s term. In 1973, the 74-year-old Smith returned briefly to
the helm of American to steady operations after a number of very difficult
years. Smith’s hand-chosen successor in 1968, George Spater, resigned under
allegations of illegal campaign contributions to President Richard M. Nixon’s
reelection campaign in 1973. Though the scandal precipitated the eatly resig-
nation of Spater, his tenure was fraught with a number of misguided manage-
ment decisions and Smith’s return was “like a dose of insulin to a diabetic. His
mere presence helped to revive the sagging morale of American’s workers.”!"®
When a new successor was named in late 1974, Smith walked away for good.
As he was leaving American Airlines on his last day, Smith mentioned that he
would never come back. When he was pressed to explain, he simply said, “If I
start coming over here, and you guys ask my opinion, you have to remember
I’'m still thinking with a DC-6 mind and this business has changed. Yet, if you
don’t take my advice, I'll get upset. ... [A]n old man should know when to quit.

And that’s why I'm never coming back.”!



CHAPTER 6

William “Pat” Patterson and
United Air Lines

n 1953, Selig Altschul, a prominent writer and consultant on aviation, cited one

main reason for the persistent strength of United Air Lines in the airline indus-

try since the early 1930s: “United was probably the first company to bring full-
scale business methods and organization to air transportation.”’ Some observers of
the aviation industry have minimized United’s success because of its conservative
business methods, but it is difficult to argue with the company’s results over the
long-haul: “United. .. consistently held to about 20% of the total passenger revenues
generated by all trunk and local service airlines.”> Having been selected as one of the
primary air carriers during the tumultuous 1930s shake-out of the airline industry,
United and its CEO, William “Pat” Patterson, chose to take a cautious and deliber-
ate process of securing its dominance in the industry. During the second phase of
the airline industry’s evolution, United, like its counterpart American Airlines,
sought ways to establish and protect the dominant business model that fit within
the confines of government regulation.

Patterson was comfortable operating in the relative stability that regulation
provided and took a very pragmatic approach to running his company within
the established parameters. Many of the innovations that he championed to
distinguish United from other airlines quickly became competitive imperatives
that evolved into industry standards. Reflecting on his almost four decade ten-
ure at United, Patterson commented:

Although I am associated with an industry that’s been government-regulated for
many years, I wear no shackles. Our company and the other trunklines are self-
sufficient... We have some requirements far more demanding than in other
types of business. One of the pitfalls to be sidestepped in a regulated industry is
the tendency to blame our troubles on the government. Grousing about the loss
of liberty will not cause restrictive government agencies to go away ... Trace the
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events that led to the origin of the restrictive agencies and you’ll invariably find
that a few men, or a group of men, chose to interpret liberty as the right to do as
they pleased without regard to ethics or the interests of others. Their operations
antagonized the public and Congress took action. It’s as simple as that.?

As the airline industry grew and matured under regulation, it became increas-
ingly important for large airlines like United to establish and reinforce the
benchmarks for success, including operational and cost efficiency, economies
of scale, and incremental innovations.

Patterson’s strongest characteristic as a CEO was his unfailing commitment
to plan for the company’s long-term needs. He fearlessly absorbed short-term
losses—ecither in the company’s profits or market share—and argued to some-
times-wary stockholders that he was choosing the best options available on the
path to sustainable growth. And although he always paid attention to the bot-
tom line, he also was able to maximize performance through his attention to
employee morale. His finesse lay in his ability to balance these two goals.
During tough times that might have moved other CEOs to make cuts in per-
sonnel, salaries, or benefits, Patterson did his utmost to retain employees and
shore up their loyalty to the company. Patterson commented:

When anyone asks me what I consider my first responsibility to be and to whom,
I say the public, the customer. And if I am asked to name the second, I say the
employee. And then, third, the stockholder. In that order. Now let us see how
logical that is. Without the customer you will not be in business. And without
the employee to execute the great plans you have, some good, some bad, the plans
might as well never be made. In the final analysis, this philosophy benefits the
stockholder.

Patterson’s unwavering attention to maximizing efficiency and performance 7o
matter what relieved him from the onerous task of major contraction of the com-
pany and the painful personnel decisions that contraction would entail. Keeping
hold of personnel also strengthened United’s corporate memory, an intangible but
strong asset that Patterson kept alive through his policy of appointing most execu-
tives from within the company’s ranks.” This may explain why Patterson chafed at
the press’s tendency to label him as paternalistic. As Patterson explained, “I have
always had a horrible distaste for paternalism. I have tried to be thoughtful and help-
ful and my rule has been to have our personnel people inquire if anyone in trouble
needed and wanted help, and give it if they did. But I never wanted to become a
mother hen to United employees.” In short, maintaining good relations with labor
was simply a tool of good management, especially when one believed, as Patterson
did, that a firm’s employees were its greatest asset. Patterson’s management philoso-
phy became institutionalized in the company “through a system of benefits and
training, administered by one of the industry’s first personnel departments. The
absence of major labor difficulties during [periods] of union unrest testifies to the
success of his efforts.”” During his tenure at the helm of United, the airline was also
the first to offer minimum wages, health benefits, and retirement funds for pilots.®
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Patterson was adept not only at keeping the company lean when times were
bad, but was also able to maximize profits when times were good. Perhaps most
importantly, Patterson’s long personal experience with economic hardship
seems to have steeled him for the financial ups and downs United Air Lines
would face in its early years. His strength under pressure helped him to recover
from and then learn from his mistakes.

A Businessman First

One factor that distinguished Patterson from many of his peers in the field of
aviation during its early days was his extensive experience in business. Before
becoming a major player in the field of aviation, Patterson had relatively little
experience with flying machines. CEOs like Woolman, Rickenbacker, and
Trippe along with aviation leaders such as Guggenheim could all have been
considered among the very first generation of American pilots. Born in Hawaii
in 1899, Patterson’s life started out without the money, opportunities, or even
the free time to entertain notions of flying. Although Patterson began life as
the son of a relatively successful manager of a Hawaiian sugar plantation, his
father succumbed to malaria when Patterson was only seven years old. From
that time on, Patterson and his mother were both forced to focus on making
money to survive. Unable to eek out a decent living in Hawaii, Patterson’s
mother Mary (with financial help from her father) moved to San Francisco to
attend a business school for six years while her son was enrolled in a military
academy in Honolulu. Heartsick to be separated from his mother, Patterson
escaped from the academy and went to San Francisco as a cabin boy on the
Annie Johnson at the tender age of 13.°

After graduating from a local grammar school at age 14, Patterson looked
immediately for work. Brandishing a scholarship medal earned from his good
grades, Patterson convinced a cashier at Wells Fargo Bank to hire him as a mes-
senger with a monthly salary of $25. Early on, he profited from the sound rec-
ommendations of others, following the counsel of the very cashier who hired
him, an Australian immigrant named F. I. Raymond. Learning that Patterson
was not planning to go to high school, Raymond invited the youngster to din-
ner and passed on this advice: “If you want to get ahead, you’ll have to keep on
studying. ... People will never criticize you for not having an education, but
they will if you don’t try to get one.”'® Patterson was convinced and began a
13-year education in night school, eventually earning 6 semesters of university
credits from the American Institute of Banking.!! After his mother remarried
when he was 15 years old, Patterson’s employer Wells Fargo became a veritable
home away from home when he moved in with a dozen or so fellow employees
from the bank (mostly college graduates) into a boarding house. Eager to suc-
ceed as well as to make friends to fill the financial and emotional voids created
by his tumultuous family life during this time, Patterson combined hard work
and superior social skills to slowly climb up the ladder at the bank.'?

By the time he was 27, Patterson’s salary had risen to $350 a month as he
assumed the position of assistant to a vice president. Although his success had
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been steady, his late teens and early twenties had still been hard. Patterson
recalled how his poverty shaped these years: “I was often hungry. I could spend
only 25 cents for a meal. At a Boos Brothers cafeteria on Powell Street I always
ordered the same things, for fear that any variation might cost a nickel or
more.”!? But lessons learned from the poverty and uncertainty that afflicted his
young life proved to be of great value to Patterson as a CEO. Patterson’s mentor
Raymond believed that the best way to ensure one’s future was constant self-
improvement. “If I had walked into the arms of a union organizer after that
first day at Wells Fargo,” Patterson mused, “instead of into F. I. Raymond,
I might have sought security as an office boy....Instead, I had all the advan-
tage of complete insecurity.”'¥ Deeply ingrained in Patterson’s psyche was the
knowledge that no matter how secure or permanent something might appear—
such as a father’s love for a young boy—disaster could unsettle anyone at any-
time. But great pain had also gifted Patterson with the power of empathy.
Reflecting on his eatly years, Patterson explained: “When I look back at those
early days, which were pretty tough, I feel sorry for the youngsters of today who
miss those experiences. ... You get something out of them. You learn to know
what’s going through the hearts and minds of people in trouble. I can live their
troubles with them.”"

Although hardship had made Patterson careful and meticulous, it did not
make him timid. At the age of 19, Patterson paid $5 (25 percent of his monthly
salary in 1914) to take a ride in a plane with a barnstormer who had stopped for
a few days in San Francisco. Inspired by his first flying experience, Patterson
soon afterward was preparing to fly again when, just as his name was being called
to take to the sky, another barnstormer performing stunts crashed to the ground.
The dangers of airplanes could not have been made any clearer, but Patterson
remained enthusiastic about the potential of flying machines in the future.'®

About eight years later, Patterson began his career in the airline industry in
an unexpected way. The president of a struggling local airline, Pacific Air
Transport, came into Patterson’s Well Fargo office in March 1927 while most
of Patterson’s colleagues were out to lunch. The president, Vern C. Gorst, was
aching for Pacific Air to become the first airline to win an airmail contract
with the post office; unfortunately, he had little money to buy the new planes
that he needed. Intrigued by the prospects of Pacific Air, Patterson went to the
airline’s offices to examine the business and its books. Then, without formal
permission from his superiors, Patterson loaned Gorst $5,000.

Surprised by Patterson’s unusually impulsive decision, Wells Fargo President
Frederick Lipman was worried that the loan might have been a bad decision
that would undercut Patterson’s confidence and future performance with the
bank. Lipman encouraged Patterson to safeguard the loan by overseeing Pacific
Air’s finances with some care until the money was repaid. Patterson jumped
into the role with gusto and became an unofficial but influential financial
advisor to Pacific Air. His contributions to Pacific Air culminated at the end of
the year when the still struggling Gorst was looking for a buyer to keep his air-
line afloat. After receiving two offers, Patterson convinced Gorst to accept the
proposal to merge with Boeing Air Transport (BAT), even though the final
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purchase price for Pacific Air was less than the one offered by a competitor,
Western Air Express. Patterson preferred the deal with Boeing because it
included a provision that would keep on all of Pacific Air’s employees. In
January 1928, BAT bought 73 percent of Pacific Air’s stock."”

BAT was a part of a large aviation conglomerate hoping to grow even larger.
BAT’s origins stretched back to 1917, the year the Boeing Airplane Company
(BAC) was founded. Ten years later, Boeing’s airplane division won a postal
contract to deliver mail between Chicago and San Francisco and then created
BAT to fulfill the contract by using Boeing’s own B.40-A airplanes. Soon after-
ward, the two Boeing companies merged on October 31, 1928 to form the
Boeing Airplane and Transport Company—quickly renamed as United Aircraft
and Transport Corporation (February 1929), which brought together a number
of manufacturing companies, most notably the airplane engine manufacturer
Pratt and Whitney.!® Hungry for talent to manage what was, at the time, “one
of the largest aeronautical organizations in the world,” Phillip G. Johnson,
then the president of United Aircraft, had been impressed with Patterson’s
competence as well as his stewardship of Pacific Air’s employees and decided to
offer him a position as his assistant in the winter of 1929. Deeply flattered by
this unexpected promotion and attracted by the excitement promised by the
growing airline industry, Patterson accepted.”

Joining United Aircraft and Transport Corporation

Arriving at Boeing’s headquarters in Seattle just two months after the forma-
tion of United Aircraft and Transport Corporation, Patterson brought business
skills along with a penchant for efficiency that soon made an impact on an
industry shaped by adventuresome pilots. His first responsibilities were to
rationalize the business practices of Pacific Air Transport and then to systema-
tize the operations of the Boeing airplane factory as well as for BAT itself. An
historian of United Air Lines described Patterson’s role in the Boeing conglom-
erate: “Largely because nobody else topside thought much about it, Patterson
became the airline’s policy man and planner.”?

Patterson found his responsibilities began to grow beyond those of an assis-
tant. Patterson’s boss, Johnson, was stretched running the holding company and
relied on Patterson to work out the details of the merger between BAT and Pacific
Air Transport. While Patterson focused on the airlines in the west, the vision of
a transcontinental airline now attracted the attention of United Aircraft’s direc-
tors. At a dizzying rate, United soon added airlines to its portfolio to build a
transcontinental route: Stout Airlines, connecting Chicago to Detroit and
Cleveland; National Air Transport, which ran routes between New York and
Chicago; and Varney Air Lines whose routes ran from Nevada to Seattle.?!

At the completion of the purchase of Varney Air Lines in 1929, all four air-
lines that were part of the United Aircraft holding company acted indepen-
dently of one another. That situation began to change when the president of
BAT died suddenly in the winter. Johnson responded by making Patterson the
head of BAT. In addition, Johnson then decided to move toward integrating
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the airlines owned by United Aircraft by making Patterson vice president of all
four of them while Johnson moved to New York to devote his attention to the
overall holding company, United Aircraft and Transport Corporation (while he
still retained the titular presidency of United’s four airlines).??

Although Patterson was not yet officially president of any of the airlines he
helped to supervise around 1930, his style of management, which drew heavily
upon the collegial atmosphere he enjoyed with Wells Fargo employees (whether
at the office or in his boarding house), gave him an early opportunity to imple-
ment an experiment in airline service that would have a huge impact on Boeing’s
growing airline empire as well as the entire airline industry. That experiment
began with an idea from a nurse who worked at San Francisco’s French Hospital,

Ellen Church.

Early Innovations in Air Service

In 1930, Boeing’s district manager for San Francisco, Steve Stimpson, was returning
home on a flight from Reno, Nevada when the plane ran into bad weather. Normally,
the pilot and co-pilot flying Boeing’s planes were also in charge of cabin service and
served coffee and sandwiches to the 10 to 20 passengers who filled the small planes
used during the late 1920s. Preoccupied with getting the plane through this rough
patch, the pilots were grateful that Stimpson volunteered to step in and take over the
in-flight service. When Stimpson finally got back to his office, he suggested that
Boeing think about adding a male steward to the flight crew—perhaps a teenage
boy would do (which might add a helping hand with minimal additional weight).**
Coincidentally, just after Stimpson mailed in this proposal, Ellen Church took the
initiative to walk into Stimpson’s office with a more novel idea. Church was a flying
enthusiast but saw that the possibilities for women to enter the piloting profession in
the 1920s were severely limited. Her solution: Why not employ nurses to tend to
passengers? The presence of female stewards/nurses might reassure passengers of the
safety of flying; they could also provide medical help for passengers in cases of great
discomfort or emergency.

Stimpson loved the idea and forwarded it to Boeing’s director of airline traf-
fic, who responded with a terse, “No.” Undoubtedly, the Boeing executive
shared the skepticism of many pilots who were worried that “frail” women
stewards would prove to be more of a burden to the pilots than an asset for the
passengers. Undaunted, Stimpson tried to persuade Patterson (who was the air-
line traffic director’s boss) with several messages that conveyed his enthusiasm.
In his first memo, Stimpson claimed: “Imagine the psychology of having young
women as regular members of the crew. Imagine the national publicity we
could get from it, and the tremendous effect it would have on the traveling
public. Also imagine the value they would be to us not only in the neater and
nicer method of serving food but in looking out for the passengers’ welfare.”*

Unlike many at BAT, Patterson seemed open-minded enough to give the
idea some thought. Like his contemporary Harry Guggenheim, Patterson was
quite aware that the biggest obstacle to growing the airline industry was the
perception that flying was not a very safe activity. Certainly, any service that
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might help to enhance passengers’ perception of flying as a safe and comfort-
able experience would be a plus. In addition to talking the idea over with col-
leagues at the office, Patterson consulted his wife Vera who wholeheartedly
supported Stimpson’s initiative. Not long afterward, Patterson gave Stimpson
and Church permission to begin on a small, experimental basis. Other airlines
began to follow suit and stewardesses soon became so connected in the public’s
mind with quality service in transportation that bus lines and railroads experi-
mented with stewardesses briefly.?> As early as 1932, the New York Times made
this remark: “The lanes of the air have been made smooth for many a passenger
by a stewardess, co-pilot, or hostess.”2¢

Patterson’s willingness to entertain ideas from employees at any level of the cor-
poration allowed a promising idea to percolate up from the ranks that eventually
shaped the entire airline industry. Open communication under Patterson’s leader-
ship was one of the distinguishing characteristics of BAT and, later, United Air
Lines.” By the mid-1930s, Patterson had institutionalized this bottom-up cultiva-
tion of ideas through the establishment of a monthly “Suggestion Conference” in
which six executives and six “rank-and-file” employees met monthly to discuss sug-
gestions for improvements in any part of the airline. Over the next 20 years, more
than 200,000 suggestions were fielded by this group saving, according to Patterson,

Quarter century of flight fashions: Uniforms worn in the 25 years since "sky girls" first went aloft are

modeled by United Air Lines stewardesses. They are (from left) Carol Roos, who sports the original
1930 outfit; Carol L. Smith, 1933; Ruth Warren, 1936; Connie Ammon, 1937; Norma Banks, 1939;
Nancy Riley, 1941 and Aldys Holmes, 1955. (Source: Underwood & Underwood/CORBIS).
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millions of dollars. “But that’s just the dollar side of it,” Patterson pointed out years
later. “The suggestion conference has been worth even more in morale. It keeps
everybody on his toes, trying to run the airline better.”*

Patterson “thrived on change. He. .. picked other people’s minds for their
brainstorms, which he delighted in putting into practice. Most empire build-
ers, when they get their empires molded, want to keep them that way. Patterson
[did] not. He...liked his empire of the air in a state of flux.”?® For a trial-and-
error approach to be effective, Patterson would have to be willing to abandon
experiments quickly that showed little promise for success. One short-lived
idea, coming again from Steve Stimpson, was to get more women to fly by per-
mitting businessmen to bring along their wives for free. The program was
abandoned soon after Patterson learned that many businessmen taking advan-
tage of this program were accompanied by women other than their wives.?°
Similarly, Patterson introduced a “Sky Lounge” program that was meant to
provide extra comfort for passengers; it was terminated when passengers did
not agree that a roomier plane (14 instead of 21 seats) was not worth the extra
$2 in airfare.’!

Notwithstanding these failures, experimentation led to more groundbreak-
ing developments later in the 1930s that would grow exponentially under
Patterson’s guidance. One particularly fruitful experiment came from
Patterson’s own initiative when he felt increasing dissatisfaction with the air-
line food he ate on his many trips on United. After discussing the problem
with a professional in hotel management in San Francisco, Patterson learned
of a food-service expert named Don F. Magarrell. Soon afterward, Magarrell
suggested more efficient placement of food galleys within United’s airplanes
and then lobbied to establish United’s own food kitchens. The airline’s kitch-
ens, located at several airports, would replace the airline’s use of caterers whose
food became cold and unappetizing while being transported from adjacent
city centers. After an initial investment of $3,000 to establish an experimental
air kitchen, manned by expert Swiss chefs in Oakland, California, the new
food soon became a hit with passengers in 1936.3% It was, according to one
critic, “the greatest aviation advance in recent years, as far as women’s comfort
is concerned.”® Other airlines would take years to follow suit, such as
Continental, which did not begin its own food kitchens until 1946.*

In the regulated environment of the airline industry, there were relatively
few ways in which airlines could distinguish their businesses. Providing inno-
vative services such as medically trained stewardesses was one way to build
added credibility and brand equity in the marketplace. It also had the added
benefit of contributing to a shift in the perception of airlines as dangerous;
stewardesses offered a sense of comfort and familiarity in an otherwise fright-
ening and unknown endeavor. Many of these services such as stewardesses and
flight kitchens at United and safety promotions and faster aircraft at American
Airlines became engrained in the overall airline industry resulting in an upward
shift in the requirements and context for long-term success. These services
were quickly absorbed into the dominant business model, shifting them from
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distinguishing luxuries to base necessities, which expanded the core (see fig-
ure 6.1).3 When these services became part of the core offering, the entire
industry was forced to adapt.

Impact of Early Airline Industry Regulation

Despite these successful and influential experimentations, United Air Lines
went through difficult times in the 1930s, as did all airlines across the indus-
try. In the immediate aftermath of Senator Hugo Black’s public investigation
of the airlines under the regime of Postmaster Brown, United lost all of its air-
mail contracts. In accordance with the provisions of the Air Mail Act of 1934,
United Air Lines had to be broken off from its parent, United Aircraft and
Transport, and its president, Philip G. Johnson, who had attended the spoils
conference in 1930 with Postmaster Brown, was forced to resign from the air-
line. With this shift, Patterson was thrust into the presidency of United Air
Lines in 1934. When he assumed the new role, “he traveled the length and
breadth of United routes, meeting each of his 1,400 employees in order to
understand their concerns and prol:»lems.”?’6 By that summer, the new airline
emerged out of the reorganization with no debt and approximately $4,000,000
in working capital.?

When Roosevelt retracted his disastrous decision to transfer airmail respon-
sibilities to the army and reopened bidding from private carriers to carry the
mail just a few months after they had been cancelled, Patterson faced a difficult
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decision. Reflecting on his attempt to regain the routes United had lost,
Patterson described his dilemma:

We were losing so much money [because of cancelled airmail contracts] that we
had to have some relief. We had two courses to follow. One was to be sure that you
would get your route back and be ridiculous in your bid, and the other was trying
to use good judgment and bid the lowest you possibly could but no lower than
your previous experience indicated would be ridiculous and something that could
not be substantiated to your stockholders. That is the way I felt about it.*®

As it turned out, United, propped by its reputation for good service and good
management, was able to regain all of its routes except for one linking Chicago to
Dallas. Braniff secured this route with a bid of 22.5 cents per airplane mile, which
was 17 cents less than United’s bid.*” Interestingly, the Chicago to Dallas route was
the only one in which United faced competition. Patterson’s gamble to bid for
United’s previous routes at rates that were only slightly lower than it received before
1934 was well founded. This strategy, however, did not work when Patterson sought
brand new routes for United. The company was underbid on all of the new routes.*
Other airlines that secured new routes or reclaimed their mail subsidies with lower
bids than United were stuck with far lower revenues. (Compare United’s average
airmail contract rate of 39 cents per airplane mile to American Airlines’ average of
25.3 cents.)®! Despite his best efforts to garner more money for airmail service,
Patterson struggled to produce a profit for United. United like almost all the other
airlines lost money on airmail service immediately after the rebidding process.*?

“Looking back,” commented Patterson, “the air mail cancellations, although a
terrific jolt to the companies and unfair to individuals, were a blessing in dis-
guise. ... It was a spanking that made us better boys.”* That spanking resulted in a
slow but very determined strategy by Patterson to move away from depending on
revenues from airmail while making a simultaneous effort to expand profits from
passenger and cargo service. United’s employees responded to Patterson’s call to
expand passenger service. In 1933, United logged 69 million passenger miles that
represented 40 percent of the company’s income; in 1936, United flew more than
100 million passenger miles that brought in 58 percent of United’s earnings. United’s
cargo service, called “air express,” although modest, more than tripled its earnings
during the same period from $133,000 to $431,000. Yet even with these gains,
United’s losses were eating into its initial capitalization, and its profits declined from
$2,147,000 in 1930 to $371,000 in 1936.%

As deft and flexible as Patterson was, he did operate United Air Lines during
this critical period with a significant, self-inflicted handicap: deep loyalty to his
former boss, Philip G. Johnson. Although Johnson’s forced departure from United
did not mark the end of Johnson’s career—he immediately founded an airline in
Canada in 1937 and returned to Seattle to run Boeing in 1939—Patterson
never forgave the U.S. government for what he believed was an arbitrary and
excessive punishment for having attended the spoils conference of 1930.% In 1934,
Patterson began a legal proceeding against the federal government in an effort to
clear Johnson’s name. One of Patterson’s biographers describes the details of the
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suit: “About the only means of vindication, except by public opinion, was to bring
suit in federal courts. The United States Supreme Court refused to consider a suit
to clear Johnson of collusion charges. But the U.S. Court of Claims accepted a suit
by PAT and BAT to recover $3,100,555.43 in postal revenues allegedly lost by the
arbitrary airmail cancellation. Winning this suit, to Patterson’s way of thinking,
would imply vindication for Johnson. It dragged out for years, and became known
as the ‘long suit.” A token award to United was finally handed down in 1943.7

At the same time that Patterson was initiating the “long suit,” United was
petitioning the federal government through the post office for crucial exten-
sions of its airline service that were needed to expand its operations. Many of
United’s petitions were refused by the post office. Postal officials friendly to
Patterson quietly made it understood that the “long suit” was becoming an
obstacle to United’s growth: “we could see United’s problems more clearly,”
one postal representative explained, “if smoke didn’t get in our eyes.”47
Undaunted, Patterson tried to acquire smaller airlines to achieve United’s plans
for growth; most of these petitions were also denied.*®

Patterson’s stubbornness had real consequences. Boxed in by the post
office—who granted competitors American Airlines and TWA another 60
routes immediately after 1934—United’s share of revenue passenger miles in
the United States plummeted from 44.8 percent in 1934 to 23.3 percent in
1937.%9 By that year, American Airlines rose to take the prize of being the larg-
est airline in the United States. Long known as #1 in the airline industry,
United fell with a thud to #2.5°

Similar to other executives in the airline industry, Patterson sought to dif-
ferentiate his airline with new state-of-the-art equipment. Patterson actually
inherited this strategy from United’s former holding company United Aircraft
and Transport. In 1932, the Boeing Company received an order from United
Aircraft for 59 Boeing 247s that would be used by United Aircraft’s 4 airlines.
At the time it was delivered in February 1933, the Boeing 247 was the best
commercial aircraft around. Its Pratt and Whitney engines and its all-metal
frame made the more flimsy trimotor airplanes a thing of the past.’' It had a
cruising speed of 160 miles per hour and could hold 10 passengers. Boeing
proudly announced in 1933 that this innovative and powerful airplane would
not be available to airlines competing with United Aircraft’s airlines.

Boeing’s snub of the rest of the airline industry enraged TWA in particular
and motivated the airline to send a letter to a handful of other manufactures
announcing that it wanted to make an order for an airplane that could easily out-
perform the Boeing 247.2 Douglas Aircraft answered the challenge and created
the 14-seater DC-2 in 1934 that could cruise at 196 miles an hour.>® Airline his-
torian R. E. G. Davies notes, “Within a span of eight days [of its introduction],
it [DC-2] broke the speed record from New York (Newark) four times, and vir-
tually chased the Boeings off the route, knocking half an hour off the 247’s
5 Vs-hour flight time.”>* Not wanting to be outdone, American Airlines soon
placed a significant order for what would become the DC-3, an aircraft that
could cruise at a similar rate as the DC-2 but could hold seven more passengers.
As discussed in the previous chapter, American Airliness CEO C. R. Smith
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ordered 20, with an option to buy another 20 in the future.® This was the plane
that would finally make it economically feasible to run an airline exclusively for
passenger transport.”® Suddenly, the much-heralded capabilities of the 247 hung
like an albatross around United Air Lines’ neck, with passengers clearly preferring
the “larger, quieter, and faster DC-3’s” that American put into service in 1936.%

With the new DC-3 menacing to eat into United’s meager profits in the
middle 1930s, Patterson had two choices: improve the 247s or convert to the
DC-3s or an equivalent. At first, when TWA started to use DC-2s, Patterson
played it safe and decided to invest $1,000,000 in improving the performance
of the 247s. By improving the engines, United made the 247s go 10 miles an
hour faster—a change that hardly made waves in the industry. The 247 suf-
fered more shame when it lost a highly publicized London to Melbourne air
competition. Other attempts to draw passengers to the 247 through advertising
also failed.’® Immediately following the DC-3’s arrival, TWA and American
Airlines, began to make money with the new plane “as fast as the half-filled
Boeing’s lost it.”” Patterson finally relented and ordered 10 DC-3s for
$1,000,000 for delivery in 1936.

Despite the problems derived from Patterson’s stubborn loyalty to Johnson—as
well as to the Boeing 247—Patterson came up with a timely plan that promised to
salvage the legacy of United Air Transport’s investment in the Boeing airplane
(along with Patterson’s million-dollar upgrade) as well as to compensate for
United’s unsuccessful attempts to expand its operations during the 1930s.
Patterson described his vision to United’s board of directors in December 1935.
The impetus for the plan could be traced back to the dark days of 1934, when “the
fall-off in passenger business” resulted in “a surplus of at least 12 airplanes.”®

Patterson explained to the board that United’s formerly dominant position in
providing transcontinental air service was deeply impacted by T'WA's faster, non-
stop service (see sidebar).®! With this new challenge to United’s market share, “it
seemed logical to build up certain feeder lines into productive territory with more
modern equipment in the hope that this would result in increased short haul
business of feeder lines into United to offset the loss to TWA on the long haul
business.” Building up these feeder lines would entail leasing the surplus Boeing
247s without profit (often with an option to buy) to four feeder lines located in
the West and the East of the United States.®? The airlines and the territories they
served were (1) National Parks Airways, operating between Salt Lake City and
Great Falls, Montana; (2) Western Air Express, operating between Salt Lake City
and San Diego via Los Angeles; (3) Pennsylvania Airlines & Transport Company,
operating between Milwaukee and Washington via Detroit; and (4) Wyoming
Air Service, operating between Cheyenne and Pueblo, Colorado via Denver.
Agreements with these four airlines were made in late 1934 and early 1935.%

TWA'’s Jack Frye and the Lockheed Constellation

In the early 1930s, Jack Frye of TWA and Patterson of United were involved
in developing pioneering airplane technology—the Boeing 247 for United and
TWA'’s response, the Douglas DC-2. In this early round of technological
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competition, Patterson’s loss moved him to become more conservative in
depending on technology. Jack Frye learned a very different lesson, which
had important consequences for TWA.

Frye, unlike Patterson, was an experienced pilot—one might even say a
daredevil, starting off his career doing stunt flights for movies, including Wings
by Howard Hughes in 1927. Ten years later, Hughes saved TWA from its finan-
cial woes by buying the airline and running it in a partnership with Frye.
Hughes and Frye shared the same tendencies: a fascination with airplane
speed and performance. Both men wanted to make a technological coup to
shake up the industry. “Above the weather” flying was a particularly important
objective for Frye who had been interested since 1939 in acquiring a plane
that could at least go higher than 20,000 feet, which would avoid 80 percent
of the bad weather below.

The answer was the Lockheed Constellation. After being developed behind
an iron-curtain of secrecy to keep the rest of the airline industry in the dark,
the Lockheed-049 Constellation made its debut in 1944. In April of that year,
Frye along with fellow daredevil Hughes made the first coast-to-coast flight of
an airliner in the amazing time of just less than seven hours. The previous rec-
ord of 10 hours and 22 minutes had been set in 1935. The publicity the trip
garnered was great, and Hughes—planning to lure celebrities to publicize the
virtues of the Constellation—hoped it would be the opening salvo in drawing
more passengers to TWA.

The short-term rewards of the Constellation were great because the air-
plane clearly outperformed all others on the market. However, Frye’s eager-
ness to place most of his airline’s eggs in the Constellation’s basket was a great
risk—one that United’s Patterson had shunned since the days of the Boeing
247. In another contrast to Patterson, Frye—described as “brash, energetic,
and fiercely competitive”—shunned the counsel of TWA’s technical experts,
who believed that the plane was too complex and, while aesthetically appeal-
ing, its sleek design (certainly attractive to pilots) actually decreased the num-
ber of passengers it could carry.

The imagined competitive advantages of the Constellation quickly plum-
meted in just a few short years. In 1946, five TWA employees were killed
during training when an electrical fire, caused by a “small ‘lead-through stud’
at the point where the wing is joined to the fuselage,” forced a Constellation
to crash land. This accident led to the temporary grounding of TWA’s 11
Constellations. Frye blamed subsequent financial losses by TWA on the
grounding.

This mishap, along with a pilot’s strike, allowed Howard Hughes’ assistant,
Noah Dietrich, to lead a revolt to expel Frye from the company. Before he
could be ousted, Frye resigned in February 1947. Although newer versions of
the Constellation would fly again, the airplane proved to be the undoing of
Frye’s tenure at TWA.

With this strategy, Patterson offset the losses incurred due to the “long suit”
by drawing more passengers to United Air Lines thanks to the help he gave to
smaller airlines that connected with United’s transcontinental route. The
authors of the Corporate and Legal History of United Air Lines, writing in 1953,
reflect how the decision to lease the Boeing 247s to feeder airlines 18 years
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earlier became a pivotal moment in the development of this business ethos
within United: “Although United was undertaking to develop business from
the connecting airlines concerned, they also benefited materially from the
above transactions. For the most part all [the connecting airlines] were sustain-
ing substantial losses, their financial resources were low, and their prior air-
planes were of old types. Thus, in a time of need, United made available to
those carriers modern equipment, and, by reason of favorable charges in terms
of payment, gave them considerable financial assistance. At the same time and
as a result they were enabled to improve their services to the public.”*4

A crucially important lesson Patterson learned from this experience was the
benefits United gained from the growth and health of the entire airline indus-
try. This became a hallmark of Patterson’s leadership in aviation; he befriended
CEOs from major competitors—such as Robert Six from Continental and
C. R. Smith from American Airlines—in the belief that United’s profits could
be generated along with, rather than despite, the success of other airlines. In
the 1960s, Patterson explained his reasoning: “Sometimes I get mad at our
competitors for the silly things they do, and they get mad at us for some of the
things that we do. One man’s idea is another man’s challenge to compete. Air
transportation wouldn’t be where it is today if it hadn’t been for some rugged
individuals fighting for business, each in his own way.”®

DC-4 United Mainliner Flying over San Francisco Bay. (Source: Douglas Aircraft photograph collec-
tion. Baker Library Historical Collections, Harvard Business School).
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Just a few years afterward, Patterson abandoned the go-it-alone strategy in
airplane technology. In the wake of well-publicized air accidents around 1937,
United wanted to develop even safer planes than the DC-3 for the whole indus-
try. Patterson convinced TWA, Eastern, American, and Pan American to chip
in half of the development costs for a new Douglas prototype. Thanks to this
initiative by Patterson, which was unique in the industry, the DC-4, a 4-engine
airplane capable of carrying 40 passengers, was created in 1939.°¢ Patterson
placed orders for 20 DC-4s but the outbreak of hostilities in Europe forced
Douglas Aircraft to cancel the order; aircraft production for the next five years

was devoted exclusively for military purposes.®’

The War Years

Although World War II might be seen as an anomalous time in business history
when so many industries prospered thanks to the material needs for the U.S.
military forces, the vastly new circumstances facing the airline industry also
posed considerable risks for United as well as the airline industry as a whole.
The first of these potential problems was President Roosevelt’s initial decision
to nationalize the airlines for the purposes of national defense.

For a short while, Roosevelt had every intention to bring the entire opera-
tions of the nation’s civilian air services under the direction of the U.S. govern-
ment.%® Luckily, the president of the Airline Pilots Association, Edgar Gorrell,
argued that the existing personnel and infrastructure of the commercial airlines
could be adapted very quickly to the needs of the nation—certainly much more
quickly than if the army or navy were suddenly charged with running the
nation’s airways. Roosevelt soon gave up the idea, opting instead to enlist a
large portion of the commercial airliners for military needs and relegating the
rest to fly reduced schedules for the airlines.

Patterson, formerly irked with the government for its treatment of Johnson,
quickly made himself as useful and cooperative as possible. Immediately after
learning at a meeting at the Department of Commerce in Washington, D.C.
that the government was planning to acquire 36 DC-3s out of United’s fleet
of 69, Patterson enthusiastically answered the call of duty: “Gentlemen, I can
settle United’s part in this deal in ten minutes. What you want from United is
perfectly all right with me. We’ll deliver the planes to you as you need them.”®
In an internal memo to employees, Patterson made the stakes clear: to pre-
serve the airline and the air transport system it is a part of, United’s employees
will have “to do the things we are told to do and do them well. . .. Furthermore,
there has been no conversation of confiscation of the airlines and I am sure
there will not be if we properly organize our jobs and maintain an outstanding
patriotic viewpoint in the performance of our duties.””® Unlike Juan Trippe,
Patterson’s demonstration of patriotic fervor kept the government happy,
whereas Trippe’s balking at government service during the war may have
caused real problems for Pan Am’s future. The satisfaction of the government
with the performance of Patterson and much of the airline industry prompted
a glowing comment from the chief of the Army’s Air Transport Command,
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General Harold L. George, just a few months after Roosevelt gave up the idea
of nationalizing the airlines. The army would not be taking over the airlines,
George declared; instead, “the air lines are taking over, taking over the biggest
job they ever tackled, and we of the War Department have the utmost confi-
dence that they can carry out the task.””!

Cooperating with the war effort had the long-term benefit of keeping United
in private hands along with the short-term benefit of rising profits. Although
United’s number of planes had fallen, they were almost always filled to capac-
ity with military and civilian passengers, as well as airmail. Increased demand,
combined with increased efficiency, led United’s load factor (the total carrying
capacity of its airplanes) to jump from 61 percent in 1939 to 96 percent in 1944
(with net income rising between those years from $776,000 to $6,614,000).7>
United’s airmail and air cargo grew tremendously during the war, however,
Patterson was not swayed that shifting United’s business to carrying cargo was
a prudent postwar strategy. Despite some rosy predictions for the continued
growth of air transportation of goods around the world following the end of
World War II, Patterson believed such predictions were influenced by the
intoxicating—but very temporary—government largesse during the war. “If all
the hot air on the subject circulating today were stored,” Patterson maintained,
“it would create enough energy to fly all the planes in the U.S. without
gasoline.””® By the mid-1940s, Patterson knew that air transport planes were
not efficient enough to challenge traditional shipping in the cargo industry.”
After the war, United returned its attention to passenger traffic.

Postwar Growth

As United’s early history suggests, Patterson’s success was multifaceted. He led
the airline through maintaining high morale, keeping lines of communication
open and ideas flowing at all levels of the company, demonstrating a willing-
ness to admit mistakes, and making efficiency and planning central parts of
United’s approach to business. He also made important decisions to innovate
(e.g., in incorporating flight kitchens) as well as decisions not to proceed down
certain risky paths (in opting not to expand cargo service past the end of World
War II). During this time, Patterson committed the company to develop an
extensive research and communications laboratory focused on resolving persis-
tent safety issues. Through the investment in what Patterson called the “Flying
Lab,” United developed radar-equipped aircraft, terrain clearance indicators,
and two-way air-to-ground radio transmission.”” Like some of United’s other
innovations, the work of the “Flying Lab” benefited the entire airline industry,
once again changing the contextual landscape.

In the immediate postwar years, United’s efficiency skyrocketed. Between
1946 and 1952, the production of each employee, as measured by ton-miles of
payload, increased from 9,100 ton-miles to 21,000. Profits soared along with
this efficiency from $1,000,000 to $10,000,000.”° With United’s strong suit
being its transcontinental routes, large and reliable airplanes increased profits
by transporting higher numbers of passengers across the country with fewer
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stops for refueling along the way. The two airplanes principally used by United
in the years immediately following the war—the Convair 340 and the Douglas
DC-6B—ecach had an annual seat-mile capacity that was approximately
10 times higher than that of the DC-3.77 The Douglas DC-6 could seat 50 pas-
sengersand carry them more than 4 times farther than the DC-3—approximately
2,200 miles.”® Revenue-passenger miles increased, too, during the early post-
war years: from 1 billion in 1946 to 2.4 billion in 1952.7°

United did not expand through efficiency alone; expansion through acquir-
ing carefully chosen new routes also aided United’s bottom line. One area
where United decided not to enter into was transoceanic air travel. To the sur-
prise (and dismay) of many airlines that wanted to compete with Pan Am in the
international field, Patterson supported the idea of continuing to make Pan
Am America’s primary international airline in testimony before the Civil
Aeronautics Board (CAB) in 1944. United’s economic forecasters believed
there would be insufficient worldwide demand to prompt another American
airline to enter the international arena. Given the government subsidies foreign
airlines enjoyed, Patterson added, “I feel very strongly that the only way for us
to compete with foreign carriers is through a chosen instrument.”8°

Instead of flying to Europe or Asia, Patterson had his eyes on a far-away des-
tination with important ties to the United States: Hawaii. Although Hawaii
was Patterson’s childhood home, establishing United’s presence there was no
act of nostalgia. In the postwar era, Hawaii promised to become a major tourist
destination for many Americans. Even though Hawaii’s hotel capacity around
1950 may have created a temporary impediment to the growth of air travel
there, Patterson believed in the long-term potential of the route and succeeded
in securing permission from the CAB to establish San Francisco-Hawaii ser-
vice in 1947, followed by Los Angeles-Hawaii service in 1952. Pan Am was
United’s major competitor in this market, and Trippe’s lack of experience in
dealing with talented competitors created an opening for Patterson. Thanks to
aggressive marketing in the United States, the number of passengers taking
United to Hawaii surpassed Pan Am’s totals as early as 1951: United flew
42,000 passengers, as opposed to Pan Am’s 35,000. Even more importantly
than these numbers was the larger impact of adding Hawaii to the United route
structure. Adding this new destination encouraged more transcontinental traf-
fic en route to Hawaii. United benefited from its extensive domestic route
system that functioned as feeder lines for its transpacific flights. Even more
traffic along this long east-west corridor was encouraged thanks to “interline
arrangements” between United and foreign companies who were competing
with Pan Am in the transatlantic airline market.®!

One vivid example of how Patterson’s careful planning yielded economic
benefits while simultaneously maintaining United’s esprit de corps came in the
wake of the inauguration of United’s airline service to Hawaii.?* This immedi-
ately expanded United’s routes from a little fewer than 3,000 miles in an
east-west direction to more than 5,100 miles. Less than a year later, Patterson
effectively decentralized the airline’s operations into three different centers
across the United States in order to better serve this sprawling route system.
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These specialized centers of operations helped to prevent the development of
autonomous corporate fiefdoms within the company because each center pro-
vided essential services for the whole airline. Open communication between
those centers was further encouraged through an “extensive communications
system consisting of private telephone and teleprinter circuits.”®?

The company’s headquarters remained in Chicago while its operations hub
moved to Denver and a new state-of-the-art maintenance facility was built in
San Francisco. The headquarters in Chicago helped United maintain close ties
to the financial and legal powerhouses of that city. Denver was at the geo-
graphic center of the United route system, and the operations center there
monitored the daily progress of all of United’s planes as well as the ancillary
flight activities required to service and provision planes along their routes. San
Francisco was home to a new kind of maintenance base where airplanes stopped
annually to receive an efficiently designed overhaul in which United’s planes
were serviced in an assembly-line fashion. Before leaving San Francisco, all of
the planes were equipped with the latest technological and mechanical improve-
ments.®* This maintenance facility gave United a strategic advantage through
the company’s “notably improved aircraft utilization and lower operating
costs.. .. relative to its major competitors.” Far ahead of its competition, United’s
decision to invest $4.5 million in its maintenance facility gave the company,
according to Selig Altschul, “a ‘built-in’ advantage which can hardly be equaled
by any of its competitors except at a materially higher cost and in terms of
years.”®> Here we see another way in which managers add value. They innovate
internally in administrative structures as much as they innovate in the elabora-
tion of external products and services. Patterson’s efforts to create an innova-
tive infrastructure are emblematic of great managers like Alfred P. Sloan, Jr. of
General Motors who was a master at building organizational structures designed
for greater efficiency and effectiveness.

Preparing for the Jet Age

Despite United’s impressive growth in the years following World War I, Patterson
remained vigilant and prudent, using lessons from the past to help navigate his
airline’s future. As we saw earlier, Patterson’s experience with the Boeing 247
taught him the dangers of becoming too enamored with advances in specific air-
plane technology. The advances, it turned out, were often fleeting. Patterson
applied this lesson to the dawn of the jet age. When the British came out with the
Comet in the late 1940s, Patterson sent his Chief Engineer Jack Herlihy to Britain
to report back. Although Herlihy felt the Comet was too small and too fragile to
use as a reliable airliner, he did believe that jets were in United’s future. To better
prepare for that transition, Herlihy set up a “Paper Jet” airline service in 1952; it
was a task force that would simulate the day-to-day running of jet airliners and
would calculate the resources necessary to support it.®® Through this process,
United “simulated coast-to-coast round trips daily for two years, [and] gained
invaluable experience, with meteorologists and dispatchers preparing the same
forecasts and computations they would for actual flights.””
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Aerial view of five DC-8 jetliners docked around the concourse projecting from the United Air Lines’

passenger terminal at the San Francisco International Airport, California, circa 1965. (Source: Hulton
Archive/Getty Images).

After the task force had supplied detailed information concerning United’s
future jetliner needs, Patterson eventually ordered 30 Douglas DC-8s in 1955
with a sticker price of $175 million. Instead of flying into a panic to acquire the
best technology available during the mid-1950s (such as the Lockheed
Constellation) or rushing to acquire the Boeing 707 jet because it would be
delivered six to nine months earlier in 1959 than the DC-8, Patterson took the
long view. For instance, although TWA’s Super Constellation 1049G (known
as the “Super G”) would certainly give that airline an edge over United when it
came out in April 1955, Patterson reasoned, “[t]his speed advantage will last for
two, possibly three, years. But when we get our jets, we’ll cruise. .. 125 miles
per hour faster than any turboprop. On long, cross-country hauls, the turbo-
prop will be an obsolete airplane, and before it’s half depreciated at that. We've
got to look further ahead. We can’t take the risk of obsolescence before we get
started.”88

Constantly looking five, ten, even fifteen years ahead, Patterson had a long-
term managerial perspective that enabled United to maintain its strength in
the airline industry without incurring undue risk. Although not afraid to try
new things, the stability of his company was first and foremost in Patterson’s
mind. Unlike many of the pilots who populated the industry, Patterson was not
blinded by speed. Slow but steady, United trailed American Airlines for more
than two decades after ceding their #1 position in the airline business in 1937.
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With the acquisition of Capital Airlines in 1961, United Air Lines became the
largest airline in the United States.

Capital Airlines

The acquisition of Capital Airlines was not without significant challenges.
With 7,000 employees and a virtual hodge-podge of routes serving primarily
the east coast of the United States, Capital was the fifth largest airline in the
country and was on the verge of bankruptcy when it sought to be acquired by
United. Patterson initially declined to acquire Capital Airlines, but rethought
the decision when he secured the CAB’s two-part agreement to complete the
acquisition review process in six months and to refrain from selling off or
awarding any of Capital’s routes to other airlines. The acquisition was very dif-
ficult and caused “much temporary damage to United’s reputation for on time
performance and quality service.”®’

Patterson anticipated the difficulty and had created an integration team
even before the merger to swiftly address both operational and cultural issues.
Reflecting on the decision, Patterson commented:

We took over Capital because I could see that if they went into bankruptcy, it
would affect the jetliner financing of all airlines. Also, the jobs of 7,000 Capital
employees were in jeopardy, as were the investments of 14,000 stockholders.
They were the victims of management’s mismanagement. Some of our rivals
thought that we had bought a corporate corpse, but we worked hard to bring it
back to health. We made sure that the former Capital people who joined the
United force were not second-class employees in any way. They all got more
money and better security and they have become some of United’s best assets.

We take more pride in that than in being the largest airline.”®

After the Capital merger had settled and proved to be a success, Patterson
made plans to leave the airline. He stepped into the chairman’s role in 1963 and
formally retired from all board activities in 1966. Reflecting on his success in
the middle 1960s, Patterson discussed his approach working in the airline
industry: “You have an idea? Hang onto it!... My heart still leaps when I see a
tiny two-seater plane soaring gracefully through the sky. Our great airliners
awe me. Yet I know they were not produced in a day or a decade. It may take
years to put your idea into action. But if it has real worth, time will prove it and

you will have something that will endure.”



PART Il

The Leaders

o remain competitive and relevant, companies with dominant business

models must adapt them to the changing contextual landscape.

Managers who are successful for long periods of time are very innova-
tive in their efforts to adapt. However, the innovations pursued by managers
are often guided within the parameters of a defined business model. Managers
cither push the entire efficiency frontier onward or choose to differentiate some
dimension of their company’s product or service to remain relevant. Both
approaches are designed to strengthen and reinforce a dominant business model
within an industry; they typically are not designed to fundamentally transform
the business. As managers work to reinforce their dominant positions, they
may miss significant changes in the competitive landscape or they may be
unprepared to handle fundamental shifts (like the move from regulation to
deregulation) within an industry.! For some, they may be utterly incapable of
making the shift. Their blindness can lead to opportunities for others to sup-
plant their success or to build viable niches that have the potential to redefine
the parameters of a new dominant business model. Failing to maintain a broad
perspective on the environment can lead to a gradual erosion of power.

When the dominant business model within an industry begins to show
cracks, managers often try to fill the cracks in the existing structure instead of
looking to rebuild it or search for new options. Managers who have shepherded
their companies through the growth and maturity phase of an industry often
have a difficult time making the transition to a new model. Their very success
in building and reinforcing their company’s dominance within an industry
often prevents them from engaging in activities that inevitably alter the foun-
dation of that business model.

Success in an industry that is undergoing a decline or a seismic shift in the
competitive framework requires the skills of the third archetype—the leader.
Successful leaders seek to define a new business model within the midst of
upheaval (new business model leaders) or look for ways of reestablishing a
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company’s formerly dominant position (¢urnaround leaders). Through stream-
lining and reengineering, turnaround leaders make the often very tough choices
needed to reframe the parameters of success. This is the key differentiation
between managers and leaders. Managers push and extend known parameters
of success whereas leaders reframe these parameters. The declining phase in an
industry is usually characterized by a mad scramble to reduce costs and to
build competitive scale through mergers that consolidate power. These efforts
can often revitalize key companies, and in so doing, they can help to extend the
competitive lifecycle of an industry. Alternatively, new business models emerge
that can completely shift the industry lifecycle.

The personal computer industry has experienced this phenomenon, though
its lifecycle has changed more rapidly than most. The industry began with sev-
eral players in the 1970s, such as Apple, Tandy, Commodore, and so on scram-
bling to define a dominant position, each pursuing a very different and
idiosyncratic approach that reflected the personality of their entrepreneurs. As
Apple seemed to be gaining the dominant position in the marketplace, a num-
ber of competitors jumped into the fray. When IBM entered the market in
1980 with the aid of Microsoft’s operating system, it established the de facto
dominant model and supplanted Apple. IBM’s approach was cloned by many
others and the “IBM model” became the dominant player in the market. When
Dell and Gateway introduced mass customization of personal computers in the
late 1980s, they significantly realigned the economics of the personal computer
market, and in the process, the industry lifecycle was regenerated. This process
has continued to repeat itself with the introduction of better and faster micro-
chips, hand-held devices, and other product extensions. Although many life-
cycles as seen in the history of the personal computer industry are regenerated
from within, others are modified by critical external forces. That was the case
in the third phase of the evolution of the airline industry in the United States.

The third phase in the evolution of the airline industry was acutely punctuated
by the move from regulation to deregulation though the competitive landscape had
changed considerably in the decade before the formal passage of the Airline
Deregulation Act in 1978. The increase in passenger travel in the 1960s sparked a
series of investments in larger and more powerful aircraft. As he had done so many
times before, Juan Trippe of Pan American was at the forefront of the investments
in the latest jumbo jets, namely the Boeing 747s. To remain competitive, many of
the major U.S. carriers followed Trippe’s lead. As we saw in chapter 4, the complex-
ity of the design of the jumbo jets significantly increased the development time-
frame, and when the jets were finally available in the early 1970s, the competitive
landscape of the airline industry had markedly changed. The country was in a midst
of a recession and the oil crisis of 1973 deeply impacted the economics of operating
such large aircraft. In fact, during the decade before deregulation, “fuel costs rose
222% (to 20% of operating expenses [up from 10%)]); inflation boosted labor costs
(to 45% of operating expenses); and the stagnation of GNP curtailed demand
growth (to 4% from 18% per annum).”” In summary, the predictability of growth
and the sustainability of the existing business model in the airline industry could no
longer be assured.
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The dramatic changes in the competitive landscape also coincided with a
sweeping shift in the leadership of the major airlines. In a two year period
between 1966 and 1968, Juan Trippe of Pan American, C. R. Smith of
American, and Pat Patterson of United stepped down as heads of their airlines,
and C. E. Woolman died while serving as Chairman of Delta. These four indi-
viduals led their respective firms for an average of 36 years—essentially
throughout the regulatory and steady growth phase of the airline industry.
Since 1968, Delta has had seven CEOs, American has had five CEOs, and
United has had eight CEOs. Interestingly, American Airlines, which has had
the fewest CEOs in this timeframe, has fared the best.> In many ways, the
strong personalities of the initial leaders of these airlines and the tight control
they maintained over their operations created a void in the succession planning
process. All of their immediate successors struggled to sustain a viable business
in the changing competitive landscape. Deregulation further changed the
nature of competition and the leaders who ran these behemoths were ill-pre-
pared for its impact.

The formal move toward deregulation was precipitated by a 1975 senate
investigation of the airline industry led by Senator Edward Kennedy of
Massachusetts. The investigation exposed the inefficiency of the major U.S.
carriers compared to state regulated airlines that were very successful in
California (Pacific Southwest Airlines) and Texas (Southwest Airlines). The
major carriers or trunks (American, United, TWA, and Eastern—known as the

Four pioneers in the field of aviation get together in October 1968 at the Wings Club Annual Dinner.
From left are: William “Pat” Patterson, retired president of United Air Lines; C. R. Smith, former
chairman and chief executive officer of American Airlines; Captain Eddie Rickenbacker, former pres-
ident of Eastern Airlines; and Juan T. Trippe, retired as chairman and chief executive of Pan American.

(Source: Bettmann/CORBIS).
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Big Four) had been lulled into a sense of complacency during their 40 year
reign of the airline industry. During regulation, the CAB declined all requests
to establish any new large-scale carriers; there were 16 established trunk carri-
ers in 1938 and 9 by 1978, but throughout this period, the Big Four consis-
tently controlled more than 70 percent of total U.S. market share.? Instead of
creating direct competition for the major trunk lines, the CAB chose to award
routes to several regional players like Delta, Continental, and Braniff that
could provide service in areas that were underserved by the major lines or could
provide a “feeder service” to the Big Four.” It was within this environment that
a new breed of carriers emerged—the intrastate, local airlines.

Unlike the major or regional carriers, the intrastate lines were not regulated
by the CAB. Senator Kennedy’s investigation highlighted the fact that the
intrastate carriers “attained higher levels of capacity utilization and superior
financial performance with frequent point-to-point service at markedly lower
fares...[T]he intrastate carriers believed that the market for air travel was
much larger than the trunks or CAB imagined, and that the high price of tick-
ets [supported by the regulated industry] stopped many Americans from
flying.”® The most successful of the intrastate carriers has been Southwest
Airlines under the leadership of Herb Kelleher. The story of Southwest and
Kelleher will be told in chapter 7. In many ways, Southwest has been able to
define a new business model for success. Though many have tried to copy it (as
we will see in chapter 8), few have been able to recreate the Southwest model.

In contrast to the cost efficiency of Southwest, the major carriers, under
regulation, had little incentive to lower their cost structures. The carriers sim-
ply passed on any additional costs to consumers. Strikingly, “between 1968
and 1972 [the] average pay for airline employees rose by 51 percent at a time
when average pay for all U.S. workers rose by only 28 percent.”” The investiga-
tion of the CAB and the airline industry that showcased the inefficiency of the
regulated business model also unleashed a torrent of consumer complaints
about the artificially high cost of air travel. The formal report of the committee
noted that “deregulation would allow pricing flexibility, which would stimu-
late new and innovative offerings; allow passengers the range of price and ser-
vice options dictated by consumer demand; enhance carrier productivity and
efficiency; and increase industry health.”® Between the onset of the investiga-
tion in 1975 and the formal congressional votes on deregulation, there was an
avalanche of antiregulation sentiment. The Airline Deregulation Act was over-
whelmingly endorsed by the Senate in an 83 to 9 vote and by the House of
Representatives in an equally lopsided vote of 363 to 8.

The impact of deregulation on the formerly dominant carriers was devastat-
ing. Within two years of the passage of the deregulation act, the industry was
in a tumult: there were 22 new low-cost carriers in the market; the total num-
ber of U.S. carriers had increased from 34 to 72; and all but 2 of the major
carriers had lost money.!” Despite all the upheaval in the airline industry and
despite the number of new entrants in the market, eight major airlines still con-
trolled 91 percent of all U.S. traffic.! In addition, the first decade after dereg-
ulation witnessed the birth and death of more than 150 carriers, several
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bankruptcies, and more than 50 mergers and acquisitions.!> While Southwest
was defining a new model for success, many traditional airlines struggled to
survive through cost cutting of expenses and streamlining of services. In addi-
tion, traditional carriers sought to gain greater scale through targeted acquisi-
tions and/or the creation of airlines within an airline (creating Southwest-like
entities within their overall organizational structure). In chapter 8, we will
examine one airline in particular that tried to do all these things—Continental
Airlines. Continental under the leadership of Gordon Bethune in the 1990s
epitomizes the archetypical turnaround leader story. The success of Continental
in the aftermath of deregulation will be contrasted to the demise of Pan
American at the end of the twentieth century.

Even the best efforts of leaders like Gordon Bethune, though, were not
enough to recover from the terrorist attacks on September 11, 2001. The attacks
obliterated the competitive landscape of the airline industry as well as many
other industries in the travel and hospitality sector. The impact of this event
combined with the resultant wars in Afghanistan and Iraq and the subsequent
oil crisis have once again changed the economic structure of the industry. All
carriers with the exception of Southwest Airlines have struggled to survive cre-
ating another wave of bankruptcies and consolidations. Since deregulation,
profits for most airlines have been elusive. In the aftermath of 9/11, profits have
been virtually nonexistent. The threat of future airline consolidations has the
potential to lessen or even eliminate low cost air travel for the common person,
which, ironically, has been a hallmark and justification of the deregulated
industry. The airline industry once again stands on a precipice of monumental
change. Will Southwest Airlines remain a competitive anomaly or will it
become the new dominant business model? Will the former traditional carriers
devise a new dominant business model? Will government step back in to rereg-
ulate the industry? If the role that leaders have played in the past in shaping the
evolution of an industry is any indication, emerging leaders will undoubtedly
play a key role in driving a new transformation process.
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CHAPTER 7

Herb Kelleher at Southwest Airlines

earing satin shorts and a bathrobe, Herb Kelleher prepared to enter
g x / Dallas’s seedy Sportatorium during a winter morning in 1992.
Kelleher’s “athletic” look, topped off with a sweatband pushing back
his hair, was deliberately undercut by a cigarette dangling defiantly from his
lips. Surrounded by an entourage rented from the world of professional wres-
tling, the 63-year-old CEO of Southwest Airlines had come to arm wrestle his
company’s latest nemesis: Kurt Herwald, the 38-year-old weightlifting CEO of
Stevens Aviation, an aircraft maintenance company based in South Carolina.
Herwald had recently taken offense when he learned of Southwest’s use of the
slogan “Plane Smart.” It seems that Stevens Aviation had already been using
“Just Plane Smart” as their slogan for the past couple of years. But instead of
calling on his lawyers to get things straightened out, Herwald phoned Kelleher
directly and challenged him to fight for the rights to the slogan, mano a mano.
Seizing this as a chance for great publicity, Kelleher hyped the event as “Mallice
in Dallas,” gave 700 Southwest employees the morning off and brought them
to the event to cheer him on. The arena soon echoed with the chant of “Herb!
Herb! Herb! Herb!”

After staging an entrance that Gorgeous George would have been proud of,
Kelleher got to business. Although he strained with all his might against his
adversary’s obvious physical advantages, Kelleher lost the match. “If it hadn’t
been for my hairline wrist fracture, my cold and my athlete’s feet, I would have
won,” Kelleher protested. Gracious in victory, Herwald allowed Kelleher to
keep using the slogan anyway. More important than winning the rights to the
slogan, both men succeeded in obtaining great publicity for their companies.
In the case of Southwest, Kelleher showed the public yet again that the nation’s
seventh largest airline had a lovable, zany sense of crowd-pleasing humor that
came straight from the top.!

Although Kelleher’s personality and fun-loving style certainly helped him to
earn public relations points, one would be mistaken to assume that he was simply
an off-the-wall businessman with a lucky streak. Spontaneous and unpredictable
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Southwest Airlines CEO Herb Kelleher shows off his lighter side in this portrait, April 19, 1990 in
Texas. (Source: Getty Images).

in public, Kelleher the CEO was as regimented and determined as an army gen-
eral. Although Kelleher’s antics brought the spotlight to his company, behind the
scenes Kelleher was deadly serious about success. From his point of view, the air-
line business was “the closest thing to war in peacetime.”” He welcomed the
stresses the job could bring, explaining: “Life to me is a competition, and you
distinguish yourself by succeeding in the competition.”® At Southwest, Kelleher
was legendary for his nonstop devotion to the airline, playing and working hard
sometimes 16 hours a day for weeks on end.* Even with this frenzied schedule,
Kelleher claimed he could remain calm and coolheaded, thanks to what one
journalist called his “existential detachment.” As Kelleher himself declared,
“You shouldn’t get too heady about anything, because the greatest thing you do
is not big in the universe. It’s not saying it doesn’t matter. It macters all the more.
You're fighting against nothingness. But you don’t give up. Therein lies the
heroism.”® Whatever his deepest motivations were, Kelleher certainly never gave
up. His success lay not only in his indefatigable competitive spirit, but also in his
ability to maintain a focused approach to running Southwest—an approach that
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transformed the tiny Texas commuter airline of the 1970s into the biggest success
of the modern airline industry.

If one had to choose a single word to summarize the reasons behind Southwest’s
financial and business successes, it would have to be “discipline.” Although
Southwest’s employees can be as zany as their CEO (in a flight to Austin during
the 1988 Christmas season, “flight attendants were dressed as reindeer and elves,
and the pilot sang Christmas carols while gently rocking the plane”), their com-
mitment to the airline and maintaining its profitability provides evidence of a
compelling company culture.” Maintaining longer hours than employees at other
airlines, Southwest’s highly productive workers during Kelleher’s tenure were
motivated by a vibrant working atmosphere, good wages, profit sharing, and the
knowledge that no employees had ever been laid off at the company. This feeling
of mutual respect and responsibility between management and employees
inspired workers to take some extraordinary measures on behalf of their airline.
For example, in the wake of the Gulf War and rising jet fuel prices, Southwest’s
Dallas employees initiated a “Fuel from the Heart” program in 1991 in which
employees voluntarily incurred short-term payroll deductions to offset the firm’s
higher operations costs. Employees also more routinely accepted payroll deduc-
tions to help the families of fellow workers suffering from terminal illnesses.®

Southwest’s operational approach to the airline industry was a curious niche
model for many years, but it was a model that was well poised for the increas-
ingly competitive and cutthroat context in the third phase of the industry’s
evolution. Founded 10 years before deregulation, Southwest’s tightly integrated
and aligned operational model established a new benchmark for success in
the industry. The utter simplicity of Southwest’s business model (no frills
point-to-point air service) is one that many large, established carriers have
struggled to emulate. The sheer complexity of the business models that worked
well in the relatively stable confines of regulation were not at all suited to the
new competitive landscape of the airline industry under deregulation.

Largely overlooked in the popular literature on Southwest, this culture com-
bining wacky behavior and a deep commitment to the long-term health of
Southwest and its employees was modeled after another airline with a very sim-
ilar history. Pacific Southwest Airlines (PSA), which started in the late 1940s
as a short-haul, intrastate airline based in San Diego, provided a model for
Southwest. The former director of corporate communications for PSA main-
tains that Southwest personnel were trained by PSA in 1970; in addition, PSA
allowed Southwest to use its own training manuals, “which gave the inexperi-
enced airline 22 years of experience written down. .. as formulas for success.”
In 1973, Southwest’s head of marketing Jess Coker admitted as much when he
stated that many of his airline’s aggressive marketing campaigns were simply
copied from PSA."

PSA’s Modest Beginnings

After having started a small company in 1946 that trained people how to
fly private planes, Kenneth Friedkin (who would soon partner with his flying
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student J. Floyd Andrews) decided that he might make more money running an
airline. Because he had very little capital, Friedkin decided to rent a DC-3 for
$2,000 a month to serve a very specific niche market: San Diego to San
Francisco. After its inaugural flight on May 6, 1949, PSA became a small intra-
state airline, traveling mainly in the north-south corridor of California, which
would eventually become the largest city-pair market for air passenger traffic
in the nation during the 1960s." To compete with the larger interstate compa-
nies such as United, PSA had to create a new kind of airline. J. Floyd Andrews
recalled “that it was a tough nut to crack, but our fares were so ridiculously low
that we attracted people who could not have otherwise afforded to fly. In the
early days, we weren’t competing with Western and United, we were competing
with the train and bus.”!? PSA was so cheap that it earned the nickname “Poor
Sailor’s Airline” because of the many men from San Diego’s naval base who
took advantage of the low airfares. PSA’s novel approach of competing with
ground transportation with very cheap and frequent short-haul flights became
one of the defining characteristics of Southwest Airlines in the 1970s.

By 1962, a couple of years after PSA made a major investment in new turbo-
prop planes to fly its select few routes (Hollywood/Burbank was added in
1954), the airline had secured a 49 percent share of this lucrative niche market
with profits of $1.4 million. Now businessmen were filling the seats, and the
poor sailor’s airline was becoming a major engine of California’s economic
growth. Despite its success, PSA executives were reluctant to travel outside of
California in order to avoid coming under the jurisdiction of the Civil
Aeronautics Board (CAB), which would probably not allow PSA to continue its
low fares.!? Although United Air Lines fought back by increasing its own com-
muter service and succeeded in decreasing PSA’s share of the San Diego to San
Francisco route, the number of passengers flying that route continued to grow
from 1.2 million in 1960 to 2.2 million in 1964.!"* When Andrews took over as
CEO in 1965, he decided to focus the airline’s marketing efforts on catering to
the businessmen who had become increasingly enthusiastic about PSA’s sched-
ule and consistently low fares. Besides serving cocktails, Andrews hit on a way
to make boarding faster by eliminating advanced seat reservations, allowing
passengers to sit anywhere they could find an empty seat.”

During this year, the year before Rollin King first proposed the idea for a
new commuter Texas airline to Herb Kelleher, Andrews came up with a bril-
liant marketing scheme. With the Beach Boys singing the praises of the
“California Girl,” PSA would bring sexy California women in their planes by
dressing stewardesses in fetching outfits: first, “banana skin” tight dresses and
then miniskirts. Not only were the stewardesses attractive, they were also
quirky, friendly, and unconventional—a reflection of the fun family atmo-
sphere that CEO Andrews and his predecessor Friedkin had cultivated at PSA.
Stewardesses sometimes surprised unsuspecting passengers by hiding in the
overhead luggage compartment. During the last flight of one stewardess, her
two colleagues “gave every passenger a party hat and horn and asked the group
to sign a greeting card.” And upon taking off, passengers might have heard this
safety tip: “Place the oxygen mask firmly over your nose and mouth making
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sure you don’t mess up your hairdo.”'® For the quirky and ambitious people
founding Southwest Airlines in the late 1960s, PSA certainly seemed to have
offered a model worth following.

Southwest’s Early Years

Of course, the context of Southwest’s beginning was different. Unlike PSA,
whose early history was barely noticed by its competitors, Southwest believed it
had a chance to make a big impact on the Texas market because the competition
in the 1970s, for the most part, had grown complacent under the protection of
the CAB and was alienating its customers. As one commentator lamented in
1976, “Even the high-priced advertising campaigns of the giants—with their
talk about ‘friendly skies” and their airplanes painted by famous artists—cannot
entirely assuage the irritation caused by high fares, bad schedules, delays, and
lost baggage.””” The PSA model was adopted by Southwest because it provided
a brilliant intrastate response to the national airlines that flew through Texas as
part of longer, delay-ridden, and overbooked routes. Indeed, by changing a few
details, the early history of Southwest sounds like a reenactment of PSA’s strat-
egy for success: offering low fares for frequent point-to-point travel that would
become profitable through drawing new passengers out of ground transporta-
tion and into airplanes. To make the product even more attractive, Southwest
also offered offbeat service and great-looking stewardesses on their planes.'®

Similar to the founders of PSA, Southwest’s co-founder Rollin King was a
pilot. He made his living as an entrepreneur in San Antonio and ran a modest
commuter airline. After studying PSA’s success, King convinced his friend
Kelleher, who worked as a lawyer in San Antonio, that a commuter-style airline
with destinations to some of America’s fastest-growing cities—Dallas, San
Antonio, and Houston—might be as successful as PSA. In bringing along
Kelleher to join his venture, King gave Southwest a huge, long-term advantage
that PSA never enjoyed: the acumen of a hard-working and brilliant lawyer.
Kelleher and King both knew that the airline would be vulnerable to the polit-
ical and legal maneuverings of the two existing interstate airlines that already
served the cities in that area, Braniff and Texas International. And because all
U.S. airlines had been under the tight regulatory control of the CAB since
1938, they had become expert in wielding one of the few effective weapons
available to them in their tussles with competitors: litigation.

But Braniff and Texas International would have to take on Southwest in
new territory. Instead of the familiar corridors of the CAB in Washington,
D.C., these two established airlines would have to meet the Southwest chal-
lenge at the Texas Aeronautics Commission (TAC), the regulatory authority in
charge of intrastate aitline traffic. Here, the playing field was leveled consider-
ably, because Southwest’s Kelleher was the ultimate Texas political insider.
Although he was born in New Jersey and educated in the Northeast, Kelleher
was first drawn to Texas during his undergraduate days at Wesleyan University;
it was at this time that he met his future wife Joan Negly, who was attending
Connecticut College. Joan was a native from San Antonio and part of a “wealthy



160 e Entrepreneurs, Managers, and Leaders

South Texas ranching family.”" They married soon after graduation and moved
to New York where Herb graduated with a law degree from New York University
in 1956. After working as a lawyer for a few years in New Jersey, Kelleher
decided to heed his wife’s request and agreed to move the family to Texas. “He’s
never led a very structured life,” commented his wife in 1985. “I think that’s
what he loves about Texas.”?® In San Antonio, Kelleher soon established a rep-
utation not only as a good lawyer, but also as an astute political strategist,
working to elect Senator Lloyd Bentsen as well as Governor John Connally.
“Behind the scenes,” commented San Antonio’s city attorney in the 1970s, “he
was probably one of the most powerful people in San Antonio.”?!

The nascent Southwest Airlines would need all the powerful friends it could
get, and Kelleher had them.?? After incorporating Southwest Airlines in March
1967, the founders of the airline worked hard to raise $543,000 for the battles
ahead. “We initially figured we needed around $250,000,” Kelleher later
recalled, “but we doubled it because I was aware there was going to be a fight
and it was going to be a prolonged fight.”?® The first skirmish came early in
1968 when Southwest appeared at the TAC to apply for what was called “a cer-
tificate of public convenience and necessity.” The hearing drew a crowd. Lawyers
from Braniff, Texas International, and Continental all argued that Southwest’s
application should be denied because there was just no need for a new airline.
The six member panel of the TAC—most of whom were appointed by Kelleher’s
political ally Governor Connally—unanimously dismissed the complaints and
gave Southwest permission to do business in Texas on February 20, 1968.%

The next day, the same three airlines that had lost at the TAC persuaded a
state court to issue a temporary injunction against the commission’s decision to
allow Southwest to do business. Two years and many court appeals later,
Southwest’s competitors were denied an appeal to the U.S. Supreme Court. By
that time, Southwest had been in existence for three years and still did not have
an airplane. For those three years, Kelleher had been a one-man legal army,
outnumbered by the big airlines” bevy of corporate lawyers; he had even been
willing to work for no pay when the board of Southwest was willing to throw in
the towel.? Although these challenges to Southwest had been a burden, Kelleher
now believes they were crucial in his apprenticeship for the job of CEO:
“Southwest Airlines would not be in existence today,” he asserted, “had not the
other carriers been so rotten, trying to sabotage us getting into business, and
then trying to put us out of business once we got started. They made me angry.
That’s why Southwest is still alive. 'm not going to get beaten, and I'm not
going to let anyone take advantage. They were too stupid to realize the psychol-
ogy of the situation, so they just kept plowing ahead.”?® Here we see how much
effort these leaders had to muster to fight the dominant model and how much
resistance they encountered. In this regard, leaders are similar to entrepreneurs.
Classic entrepreneurs engage in one form of creative destruction; they take on
existing ways of doing things and create new industries (e.g., transportation by
air instead of on the ground or by sea). Leaders engage in a different, but no less
important, form of creative destruction. They take on an existing industry and
reinvent it by introducing a fundamentally new business model that challenges
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the existing one. This act can generate as much resistance as the act of getting
the market to accept something new.

Southwest’s original route plan involved service between Dallas, San
Antonio, and Houston, and its inaugural flight took off on June 18, 1971. King
and Kelleher recruited Lamar Muse, retired from Universal Airlines, to run the
company. Kelleher noted: “The directors hired Lamar and he was just perfect
for getting it started. He was exactly what we needed. He was tough and icon-
oclastic in his thinking.”?” Muse helped to secure the initial financing to pur-
chase aircraft for the airline and made the decision to secure the Boeing 737
that was offered at a discount from Boeing due to overproduction.?® This is not
uncommon. We often see the excesses of the dominant group open up oppor-
tunities for new models. For example, U.S. emphasis on steel from blast fur-
naces opened up the production of lower cost steel from scrap metal using a
new production technology.

Muse helped to solidify the company’s financial position when he oversaw
the issuance of the company’s first public stock on June 8, 1971 (10 days before
Southwest’s inaugural flight). Though the company struggled for the next few
years, it gained considerable traction when it began to provide service to Hobby
Airport in downtown Houston. Hobby had been essentially abandoned by the
major carriers when the larger and more modern Intercontinental Airport was
opened on the outskirts of Houston. Unimpressed by the location of the
Intercontinental Airport and the lackluster service of the major carriers, busi-
ness professionals flocked to Southwest’s inexpensive and extremely convenient
service to Hobby Airport.?” With this move, Southwest adopted a strategy of
servicing mostly second-tier airports.

Response to Local and National Regulation and Deregulation

With the inauguration of deregulation in 1978, both PSA and Southwest
Airlines approached this new era in commercial airline history as an opportu-
nity to expand their similar business models. PSA and Southwest both showed
a profit in the first couple of years immediately following deregulation.
Southwest earned a net profit of approximately $40 million from $300 million
in total revenues in 1980 while PSA earned $20 million based on $350 million
in revenues. After this initial period, the two airlines’ earnings reports soon
parted ways completely. Southwest continued to prosper, earning approxi-
mately $70 million in annual profits into 1986 while PSA fell from grace and
permanently into the red.*® Soon afterward, PSA itself would disappear and
would be acquired by USAir in 1987.%!

Who or what was to blame for PSA’s demise? Both PSA executives and aca-
demics who have thought about the matter point to one major problem: the
overweening regulatory limitations on airfares imposed on PSA by the California
Public Utilities Commission (CPUC) during the 1970s. Although PSA was not
a utility, the CPUC treated it as such. PSA’s Andrews described the problem this
way: “They [the CPUC] did not have a rate-making body that understood air-
line economics. We’d file for a rate increase and when it wasn’t forthcoming,
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things would get worse and we’d have to file for a bigger one.”®* PSA officials
protested that these increases were economically necessary and did not portend
a future of higher airfares. “We’re not trying to jack up the rates and have an
instant goldmine,” said a PSA lawyer during a dispute with the CPUC in 1978.
“It would ruin the whole image. We pioneered low fares in California before we
were closely regulated.”® One expert on transportation describes the effect of
the ceiling placed on PSA’s fares by the CPUC: “PSA.. . was forced by the Public
Utilities Commission to maintain its low fare structure prior to deregulation
but needed to raise fares due to costs that were higher than the fares could
sustain.”** These assessments of the regulatory straightjacket placed on PSA
seem to assume that the airline and its officials were essentially victims of unwise
regulators; furthermore, these criticisms of the CPUC imply that PSA could do
nothing but obey these governmental dictates.

Kelleher’s early trials by fire provide a salient difference between the forces
that helped to shape the leadership of Southwest Airlines’ and those that formed
the leadership of PSA. In the days before the Boeing 737s—the plane Southwest
has used almost exclusively for thirty years—the small size of the few airplanes
available to PSA in the 1940s and 1950s ensured that it would not seem to pose
a threat to established behemoths such as United Air Lines. For PSA’s CEO
Andrews, political connections and legal maneuvering had little to do with his
airline’s early successes. So when the CPUC began to assert itself by limiting
PSA’s ability to raise airfares, Andrews felt unprepared to resist these chal-
lenges to his company’s autonomy and was largely unable to counter this reas-
sertion of the state’s regulatory power. PSA’s easy ride through the realm of
regulations between the 1940s and 1960s made the obstacles put up by the
CPUC in the 1970s seem almost insurmountable. In contrast, Kelleher’s adept
maneuvering through the courts, Texas’s regulatory agencies and even Congress
shows that PSA could probably have chosen to fight harder or maneuver smarter
around government interference to defend its interests.

Kelleher’s fighting spirit did not fail him when an even bigger obstacle
appeared during the early days of airline deregulation: the powerful political
opposition of Jim Wright, a congressman from Fort Worth and the majority
leader of the U.S. House of Representatives. Deregulation offered Southwest
the opportunity to fly outside of Texas without being hampered by the over-
sight of the now-defanged CAB. Lamar Muse, Southwest’s CEO in 1978,
decided that the first out-of-state destination would be New Orleans.
Unfortunately, Southwest’s success for the previous several years had stirred up
some resentment in Texas. Specifically, Southwest had maintained the base of
its Dallas operations from the city’s old and modest airport Love Field, even
though many local businessmen from the Dallas area had wanted to require all
airlines to operate from—and help to pay for—the new Dallas-Fort Worth
Airport (DFW). When Southwest refused to move to DFW (based on the fact
that Southwest had never been party to any agreement concerning DFW), offi-
cials from the two cities and the new airport took the airline to court in 1972.
Although the plaintiffs were defeated in 1975, Jim Wright championed their
cause by passing a law in Congress four years later prohibiting interstate travel
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to and from Love Field. Undeterred, Kelleher went to the U.S. Senate (Wright’s
persuasive presence barred any opportunities in the House) with expert lobby-
ists to plead his case. Kelleher also contacted a friend from his law school days
at NYU: Bob Packwood, who had become a U.S. Senator from Oregon. After
months of negotiations, Southwest finally received the right to do business
from Love Field to the four states bordering Texas. According to Kelleher, this
new arrangement “is an unjustified pain in the neck, but not every legislative
pain in the neck amounts to a constitutional infringement.”*

Kelleher’s philosophical stance toward Southwest’s compromise with Jim
Wright and the Dallas-Fort Worth establishment demonstrates yet another of
his strengths: knowing when to quit. Unlike Eastern Airlines” CEO Rickenbacker
or United Air Lines” Patterson in the 1930s and 1940s, Kelleher did not allow
his personal grievances or a desire to win at any cost get in the way of the profit-
ability of his airline. In the case of Patterson, his allegiance to his former boss
Philip G. Johnson (who was barred from acting as United’s CEO by the federal
government in 1934) superseded the needs of his company. Although Johnson
continued a successful business career despite this setback, Patterson insisted on
pressing a decade-long suit against the federal government to redeem Johnson’s
reputation; he persisted even after federal officials had made it quite clear that
the suit was dooming United’s applications for new routes with the CAB. In con-
trast, although Kelleher strongly believed that the restrictions on Love Field were
“unjustified,” they were unjust compromises that Southwest could live with.

PSA’s Diversification versus Southwest’s Focus

Southwest’s secret to success was to stick to a winning formula. Kelleher’s great
talent lay in not being wooed by the lure of quick profits or large market share
to abandon it.?® In countless articles about Southwest’s success, Kelleher, com-
pany officials, and journalists have all pretty much agreed on many of the
reasons why the airline has done so well since deregulation. In 1997, the New
York Times added to the chorus of praise:

Everywhere, Kelleher has applied what worked in Texas. Instead of a hub and
spoke system that conveniences airlines more than passengers, he opts for flights
averaging less than 500 miles. He favors scruffy, older terminals accessible
to downtowns, lightly trafficked satellite airports and cities slighted by other
carriers. ...

To make training employees and servicing planes faster and cheaper, [Southwest]
only uses one type of jet, the Boeing 737, requiring only a single parts inventory.
To reduce financial risk, it avoids much debt, resulting in the highest credit rat-
ing and lowest borrowing costs among major domestic airlines. To avoid strain-
ing its finances or lowering its hiring standards, it usually adds only one or two

destinations a year.?

One might add that many of these strategies for success had already been
put in place long before Kelleher had taken formal control of the airline. For
instance, Southwest’s first CEO Muse decided upon the Boeing aircraft after
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seeing how PSA made use of the 737.>® Using a single aircraft as a sole standard
in an airline’s fleet was ironically what C. R. Smith did when he introduced the
DC-3 for American Airlines in the mid-1930s that significantly reduced the
company’s operating and maintenance expenses. As American Airlines served a
broader network of routes, the company moved away from a standard aircraft
and in so doing, substantially increased their operational expenses and the
overall complexity of managing a diverse fleet. By 2005, American Airlines had
a total of 699 aircraft comprised of 8 different models. In contrast, Southwest’s
entire fleet of 445 aircraft was comprised of Boeing 737s.%

Alas, for PSA, simplicity was not its forte, at least not by the 1970s. Even
before its problems culminated with the CPUC, Andrews allowed his impa-
tience for profits to divert his attention toward diversifying PSA, which resulted
in largely unproductive ventures. In 1967, PSA opened a flying school. Soon
afterward, the airline founded an airplane leasing company in response to its
inability to sell some Boeing 727s it wanted to dispose of. Going further away
from the business of running an airline, PSA then tried to create a vacation
industry empire of sorts. So much was going on that a new holding company
called PSA, Inc. was created to organize these activities. Most of these ventures
quickly lost money. In the end, Andrews’s impatience moved him to grasp at
financial straws instead of honing his vision for success in his realm of exper-
tise, the airline industry.

In contrast, Southwest delayed or abandoned plans for expanding existing
routes or moving into a new market if either expansion required a major mod-
ification to its usual business procedures. In fact, Southwest’s first CEO may
have left because he was ready to betray the airline’s prudent approach to expan-
sion.”® Newspaper reports about Muse’s departure from Southwest in 1978
focus on the dispute between Muse and many other Southwest executives con-
cerning Southwest’s plans to serve Midway Airport in Chicago. Muse was
impatient to serve Chicago, but he was rebuffed by other executives who feared
that entering that market would risk placing all of Southwest under the regula-
tory authority of the CAB.%! Under Kelleher, Southwest was content to do
without the Chicago market until 1985 when it introduced service between

Chicago and St. Louis.

Kelleher—The Founder as CEO

Kelleher’s path to the position of CEO was a bit circuitous, making it difficult
to say when exactly he took full control of the airline. In August 1978, Muse’s
successor Howard Putnam was brought over from United Air Lines, where he
had been group vice president of marketing services.*> To smooth his transition
to Southwest, Putnam shared responsibilities—XKelleher became chairman of
the board while Putman assumed the role of CEO and president of the air-
line.*? In three short years, Putnam was lured away again, this time to rescue
the ailing Braniff Airlines. During this time, Kelleher familiarized himself
more with the details of the daily operations of the airline—a process that
turned out to be his CEO training.
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The wide-open playing field of deregulation prompted many airline CEOs
to take very bold moves to secure a dominant position within a vastly different
competitive landscape. Most analysts of the airlines believed that “meals, pre-
assigned seats...and a hub and spoke route system were critical to the success
of an airline going forward.™ The hub and spoke system impacted airline pas-
sengers the most. With airfares no longer maintained at artificially high rates
by the CAB, the hub and spoke system promised to reduce labor costs and
improve the bottom line. For many of the major airlines, routes would be chan-
neled through a few central “hubs” where long-haul passengers from a variety
of destinations (the spokes) would be directed to change airplanes to continue
their journeys. By concentrating much of their operations in hubs, airlines
hoped to decrease labor costs and keep passengers from transferring their busi-
ness to other airlines in their staggered flights across the country.“® Some hubs
became sources of competitive advantage by permitting certain carriers to
dominate air passenger traffic in particular parts of the country. In 1992, for
example, Delta Air Lines “leased sixty-six of Hartsfield [Airport’s] 146 gates,
accounting for 89 percent of passenger traffic at the airport.”47 By 1997, Delta
became the first airline to board more than 2 million passengers in one city
(Atlanta) in a month.*®

Although airlines were happy with the presumed financial advantages of the
hub and spoke model, passengers found that scurrying through airports to catch
their connections hardly marked an improvement in airline service. Moreover,
the efficiency of the hub and spoke model for passengers depended on two or
three airplanes flying routes spanning the nation to arrive and depart on time.
The model was prone to a myriad of potential delays caused by bad weather,
mechanical problems, or human error. Indeed, with the airlines’ rush to find
efficiencies to compensate for falling fares, most industry experts believed, even
long after deregulation, that a decrease in the already middling quality of airline
service had been inevitable. As one journalist noted, many airlines cut costs in
passenger service wherever they could right after deregulation: “Many fur-
loughed flight attendants and reservations agents, reducing in-flight service and
lengthening the time needed to book flights. Some put more seats on the planes,
reducing legroom, in bids to squeeze as much revenue as possible from each
flight.”49 Richard Ferris, one of Patterson’s CEO successors at United, once
responded to a question from Boeing on how best to configure the seating
arrangements for his passengers by saying: “Don’t bug me about double-aisle or
seven abreast [seating]. I want the most efficient airplane. Just guarantee the
seat-mile performance. As for customer preference, I couldn’t care less.”°

From the late 1970s into the 1980s, Kelleher was almost never tempted to
stray from Southwest’s productive niche in the industry. He ignored the analysts
because he believed that he had found a new and sustainable market for conve-
nience and affordability. Having already adopted and enhanced a formula of
outstanding (albeit no-frills) service for passengers along with healthy profits for
Southwest Airlines, Kelleher felt no pressure to change the company’s basic
approach, except, perhaps, to be even more vigilant about keeping costs low and
efficiency high.
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More importantly, Southwest chose to grow slowly after deregulation, even
though the whole of the United States and perhaps even much of the world lay
open as possible markets for Southwest to exploit. In Southwest’s annual report
for 1979, Kelleher laid out the path for growth that he would follow almost
religiously until his retirement:

We are pleased that during the first two months of 1979 our revenue passenger
miles increased 45% over the comparable 1978 period, while our load factor went
from 61.33% to 65.95%. Although this demonstrates the significant growth
potential of our present routes, we continue to study very carefully additional
short-haul, out-of-state possibilities affording us the same kind of passenger vol-
ume and return that we have experienced to date. Under the Deregulation Act of
1978, new opportunities for new routes will continue to present themselves and
give us the potential for strong future growth on a planned and controlled basis
[emphasis added].”!

True to his word, Kelleher permitted Southwest to expand past its Texas
roots slowly but surely. After adding New Orleans as its first interstate route in
1979, Southwest waited until 1982 to make significant, yet relatively modest,
strides outside Texas. In that year, the airline added five new cities outside of
Texas, including Phoenix and San Diego.* A few years later, when the oppor-
tunity arose to strengthen its foothold in Chicago, Southwest pounced. The
other airline that served Midway Airport, Midway Airlines, had been doing
poorly for years and went bankrupt on November 13, 1990. The next morning
Southwest executives rushed to seize this new opportunity; they arrived in
Chicago at 9:00 a.m. and signed a deal with the city by 2:30 p.m. to take
Midway’s place that same day.”?

Other airlines succumbed to the temptation of expanding too quickly.
Southwest’s regional competitor, Braniff Airlines, bid for a whopping 626 new
routes following deregulation, “far more than any other carrier.”* Just a few
years later, Braniff was pulled down by the massive debts incurred to reach for
its starry-eyed ambitions and became one of the first of the major airlines to
declare bankruptcy from which it never recovered.”

Besides fiscal prudence, Kelleher felt that there was another important con-
straint on growing Southwest too quickly: maintaining the company culture.
Kelleher felt that the extended family feel of Southwest could not be main-
tained if too many new workers were integrated at one time, or if many workers
were ever laid off. Looking back at Southwest’s long history of good relation-
ships with its employees, Kelleher remarked:

The thing that would disturb me most to see after I'm no longer CEO is layoffs
at Southwest. Nothing kills your company’s culture like layoffs. Nobody has ever
been furloughed here, and that is unprecedented in the airline industry. It’s been
a huge strength of ours. It’s certainly helped us negotiate our union con-
tracts. ... We could have furloughed at various times and been more profitable,
but I always thought that was shortsighted. You want to show your people that
you value them and you’re not going to hurt them just to get a little more money

in the short term.>¢
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This attention to the company culture reaped great benefits for Southwest.”
Southwest employees’ dedication combined with Southwest’s exclusive use of
the Boeing 737 were the key elements behind stunning aircraft turnaround
times (the amount of time an aircraft is on the ground between landing and its
next take-off) that were consistently far below the industry average, thus keep-
ing each of their planes in the air longer and substantially decreasing the
amount of aircraft needed to transport Southwest’s passengers. Kevin and
Jackie Freiburg, the authors of Nuzs! Southwest Airlines’ Crazy Recipe for Business
and Personal Success, explain the benefits of this for passengers: “The fifteen-
and twenty-minute turns let Southwest use about thirty-five fewer aircraft than
an airline with an industry-average turnaround time. With the cost of a new
737 at $28 million in 1995, it’s not hard to figure out the savings: $1.3 billion
in capital expenditures, which is, in turn, passed on to the customer in the
form of lower fares and to the shareholder as profits.”*

Great employee relations also staved off labor problems that weighed down
other airlines. For example, after PSA struggled out of its mistakes of the 1970s
and attempted to take advantage of the opportunities opened by deregulation,
pilots mounted a strike in 1980 to protest the airline’s plans to reduce the num-
ber of people working in the cockpit from three to two. According to one his-
torian of PSA, it took five years to make up for the passenger losses incurred
due to the strike, which shut down the airline for 52 days.

Southwest versus Traditional Carriers: Different
Approaches to Expansion

Rejecting the fiscal prudence that Kelleher embraced, American Airlines’ CEO
Robert Crandall attempted to dominate the airline industry through a massive
$20 billion dollar investment in new airplanes and new hubs, starting in 1983.
Crandall’s approach was in keeping with the former dominant business model
that benefited from bold investments in new equipment. In many ways,
Crandall’s actions were a seemingly natural follow-up to the efforts pioneered
by Trippe and Smith. Unfortunately for American Airlines, the context of the
airline industry had changed dramatically.

Despite these changes, much of the industry—with Southwest as a notable
exception—followed Crandall’s lead; ten years later, one industry expert com-
mented, “the strategy did deliver a big share of the market to a handful of carri-
ers. But it produced not a penny of profits.”*® In the case of American Airlines,
Crandall’s long-term investments depended on low labor costs and high passen-
ger traffic to translate into profits. The combination of labor’s successful fight in
1991 against American Airlines’ attempt to lower wages combined with the “pla-
teau in passenger traffic that developed after 1987” doomed Crandall’s plans.®
In contrast, Kelleher liked to keep his investment in infrastructure, such as large
hubs, as low as possible and favored instead to nurture Southwest’s capacity to
adjust quickly to changing circumstances. As Kelleher explained, “You become
used to a life of quick change. This is an operating business. There’s nothing pas-

sive about it when your principal assets are moving at 540 miles an hour.”®!
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Crandall’s investments depended on the ability to predict future business condi-
tions years in advance, a strategy that Kelleher saw, frankly, as impossible to
realize in the turbulent airline industry. Lean and quick, Southwest avoided the
poison pill that American Airlines first took in 1983: overcapacity.

Although union demands for high wages contributed to the deep hole many
airlines dug for themselves after deregulation, airline critic Stephen Solomon
insists that the problems caused by industry leaders were just as harmful: “a fun-
damental problem that the industry has never solved [is] too many seats and too
few passengers. Led by Mr. Crandall’s American, the industry went on a decade-
long binge of buying big jets, adding seats at a pace far exceeding demand.”®?
The contrast between Kelleher’s consistently upbeat, ready-for-anything
demeanor in 1992 and Crandall’s sad self-assessment in 1993 is striking.
Reflecting on his company’s poor performance in the early 1990s, Crandall
concluded gloomily: “T haven’t had any fun for the last three years. I work like
hell and at the end of the year we have a big loss. That makes me a loser. Nobody
likes being a loser.”®

By the mid-1980s, many of the larger carriers started to imitate Southwest’s
trademark low fares. “They’ve all been to Southwest University,” Kelleher
chuckled ruefully, reflecting on big carriers such as American Airlines and
Continental introducing lower fares with catchy names like “MaxSaver.”®4
Although the major airlines’ decision to feature low fares might have, accord-
ing to Southwest’s COO, caused Southwest to lose “some of our image as a

Southwest Airlines founder Herb Kelleher, left, and former American Airlines CEO Robert Crandall
pose for a feature about local inventors who changed the way we live, 2005. (Source: Natalie Caudill/

Dallas Morning News/CORBIS).
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low-fare leader,” Kelleher was not too publicly worried about the new trend.
“We don’t compete with Eastern or Continental to a great extent,” he remarked.®
When Southwest did go head-to-head with smaller start-ups, such as it did
with America West in the Phoenix market in the late 1980s, Kelleher’s airline
came out the victor. With its very low costs and high profits, Southwest could
wait out a fare war with smaller airlines.®® Moreover, Kelleher openly scoffed at
America West’s aggressive growth strategy, which many analysts cited as part
of the reason the company filed for bankruptcy protection in June 1991.%

Although the arc of Kelleher’s accomplishments in the 1980s was very impres-
sive, it was not devoid of mistakes in judgment. Around the same time Southwest
was winning fare wars with airlines like America West, Kelleher did something
that was quite uncharacteristic: he began to move away from Southwest’s for-
mula for success in 1985 when he bought an airline that differed greatly from
the Southwest model. That airline was “Muse Air,” founded by the former
Southwest CEO Muse in 1981.%® Dubbed “Revenge Air” by industry insiders,
“Muse Air” attempted to be everything Southwest was not—a classy, long-haul
and short-haul airline, featuring frilly service and reserved seating on flights to
Florida and California. Most of Muse’s routes shadowed those of Southwest.®?

Muse’s attempt to get back at Southwest failed and his eponymous airline
went into bankruptcy after a few short years. Although Kelleher told the press,
of course, that buying Muse Air was a great opportunity for Southwest, its
acquisition fit awkwardly in Southwest’s history of growth and expansion.
While the newly acquired airline (renamed TranStar in February 1986) con-
tributed to Southwest’s bottom line, it was treated as a separate entity. The
personnel from the two airlines did not interact much and their pay scales were
different, which was hardly typical of the warm, open, and egalitarian working
conditions Southwest prided itself upon.”® Most significantly, many of Muse
Air’s routes were longer than Southwest’s, such as a direct flight from New
Orleans to Miami. When Continental saw this development, it applied its
superior resources to compete against Muse Air, and the airline was unable to
keep pace.”! Southwest had to pour some of its profits into Muse Air to shore
up the struggling airline.”> Luckily for Kelleher, his better judgment moved
him to withdraw from this unfamiliar arena when it seemed that a fight with
Continental was not worth the risks.””> Kelleher liquidated the struggling air-
line in 1987.74 Looking back on the acquisition, Kelleher took this lesson:
“when something turns into a financial mistake, just stop it.”7®

Despite the ill-fated decision to acquire Muse Air, Southwest posted
$778 million in total revenues in 1988, and seven years later, revenues more
than tripled to $2.5 billion. As Southwest explained to its stockholders in its
1994 Annual Report, since “1990, the industry has been shrinking and we have
been expanding. We are now carrying more than twice the number of passen-
gers annually than in 1990, an annualized growth rate of 21 percent.” 76 Kelleher’s
plans to expand his company somewhat more aggressively, though still pru-
dently, starting in 1989 were paying off tremendously, and much of that expan-
sion was facilitated by his shrewd decisions and attention to detail.”” For
instance, because most airlines struggled to cut costs from their prederegulation
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standards, rising prices of airplane essentials such as fuel were difficult for them
to absorb. In contrast, Southwest’s high profits, cash reserves, and already rock-
bottom fares allowed them to raise their ticket prices slightly without deeply
affecting their bottom line or market share.”® Kelleher explained in 1991 that he
“started cutting costs right after our all-time record second quarter in 1989
because I anticipated we were heading into a recession.””” Although hindsight
can be 20/20, events of 1990 seem to confirm Kelleher’s prescience because
Southwest was the only major airline to record a profit that year.’’ Keeping an
eye on the economy and its impact on the company’s profitability has been vital
to Southwest’s practice of hedging its fuel costs. By 2006, Southwest’s fuel hedg-
ing strategy, which it began to aggressively pursue in the mid to late 1990s, has
saved the company more than $2 billion.?!

Kelleher also remained an expert at political and legal maneuverings to
expand his airline and hamstring the competition. In 1991, Kelleher took the
lead in Texas to work against the introduction of high-speed rail. He claimed
that this new rail system could only exist with massive government subsidies.
Although he may have had a point, Kelleher’s passionate arguments against
high-speed rail were strained, considering that the cars and buses he competed
with also benefited from government subsidies in the form of federal funding
for highways. The effort to bring in the French T.G.V. high-speed trains even-
tually collapsed in 1994 after Kelleher threatened the Texas legislature that he
would move Southwest’s headquarters away from Dallas if this new railroad
were to be built. Although Kelleher might be seen as a generally fair and straight-
talking CEO, when Southwest was deeply threatened, in this case by high-speed
trains, Kelleher pulled out all the stops to protect his company.3? In this sense,
Kelleher was no different than the executives of the major airlines who had
fought to block his entry into the Texas airspace. He defended his company
against anyone who would threaten it, especially a new business model.

The Southwest Effect

By 1993, Southwest Airlines had become such a formidable player in the airline
industry that the U.S. Department of Transportation actually came up with a
name for its impact on any particular market it entered: the “Southwest Effect.”
When Southwest entered a market, fares decreased 65 percent, passenger traf-
fic increased 500 percent, and its competitors were often forced to increase
their flights into that market as well.®? But 1994 would bring an unusual chal-
lenge to Southwest.

The United Shuttle was launched in 1994 in an effort by United Air Lines
to win back the market share of intrastate travel in California that it was los-
ing to Southwest. In that year, Southwest held approximately 50 percent of
the so-called California Corridor market between Los Angeles and the San
Francisco Bay area, which was flown by more than 12 million passengers in
1993, surpassing United Air Lines as the market share leader.®* These routes
were doubly important for United because many of them fed passengers
from California into the carrier’s long-haul routes.®> Although Southwest was
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certainly the industry’s juggernaut in profits, it was a relatively small airline
in revenue terms compared to United that had total revenues of $15 billion,
which seemed to afford the airline a cushion of cash to withstand a probable
fare war with Southwest. United Shuttle tried to differentiate itself from
Southwest by offering better service (accomplished mainly through featuring
reserved seating) and giving passengers the opportunity to combine their
short-haul and long-haul frequent flyer miles.3¢ The Shuttle’s main problem
would lie in cutting its costs to the ambitious goal of 7.4 cents per passenger
mile (United’s normal passenger mile costs were 10.5 cents), just more than
Southwest’s level of 7.1 cents per passenger mile.’’

Kelleher responded with a call to arms; in so doing, he showed brilliance in
communicating his vision and the ability to galvanize his employees behind
him. In November, he distributed a video to all Southwest employees in which
he treated the introduction of the United Shuttle as a potentially fatal rival of
Southwest Airlines: “The United Shuttle is like an intercontinental ballistic
missile targeted directly and targeted precisely at Southwest Airlines and no
other carrier in the world,” Kelleher proclaimed. In addition to motivating his
workforce, Kelleher fought back with adding even more flights to an already
busy flight schedule in California and introduced occasional special rates that
were even lower than Southwest’s usual $69 fare for intrastate flights in
California, such as one-way fares on Thanksgiving for less than $10.88 Although
United made some early gains, it could not match Southwest’s lower costs per
passenger mile nor Southwest’s consistent service. By 1996, United could only
push costs down to approximately 8 cents per passenger mile. Practically con-
ceding defeat, the Shuttle retreated and only operated flights that connected to
its San Francisco and Los Angeles hubs, where heavy traffic caused frequent
delays.?? By 2001, United called it quits and discontinued its Shuttle service.

The End of an Era?

Although Southwest’s employees have long been encouraged to take their own
initiative to find ways to make the airline run more efficiently, Kelleher was the
inimitable heart and soul of the airline until he decided to leave his position as
CEO at the age of 70 in 2001. Finding a successor was certainly a difficult task,
and not one that Kelleher was eager to discuss in public.”® In the end, Kelleher
may have attempted to maintain control in spirit, if not completely in person.
He chose a long-time labor negotiator at Southwest, James Parker, to take over
as CEO; Parker was a lawyer and had come over to Southwest after having
worked for Kelleher’s law firm in San Antonio. In addition, Kelleher placed his
very able and long-time assistant, Colleen Barrett, in the role of president and
COQO. Barrett, besides being an astute business person, would also nurture the
family atmosphere Kelleher worked so hard to establish and maintain.’! If con-
tinuity and stability were important for Kelleher’s Southwest legacy, then one
might conclude that Kelleher may have failed. Just three years after becoming
CEO, Parker resigned, citing a desire to spend more time with his family. But
Parker’s departure had been preceded by some uncharacteristically contentious
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public disputes in labor negotiations with Southwest’s flight attendants. Things
were so bad that Kelleher, who had retained a role at Southwest as chairman of
the board, had to step in to avert a strike.”? Gary Kelly who joined the company
in 1986 as its controller and who became its chief financial officer in 1989 was
named as Parker’s successor.

Before his formal retirement, Kelleher had also maintained that the culture
of Southwest was so strong, so ingrained in the company that no one person,
not even a CEO, could adversely affect the overall strong performance of the
airline. Southwest, Kelleher said, “is an airline of collaborationists, collective
leadership.”® Since his retirement in 2001, the company has continued to
achieve the strongest profit margins in the industry; it is usually the only prof-
itable airline.”* The business processes and procedures that PSA had originated
and that Southwest perfected became the model for airline success in the post-
regulation environment. Kelleher nurtured, cultivated, and protected this new
model, and his successors have continued to build upon that success. As
Kelleher leaves the board in 2008, the real test for the sustainability of the
“Southwest model” will begin.



CHAPTER 8

Gordon Bethune’s Revival of
Continental Airlines

en Gordon Bethune took over Continental Airlines in October 1994,

g x / he and his close associate Greg Brenneman had little time to overhaul

the airline.! Net income had plummeted from a loss of $113 million in
1993 to a staggering $613 million deficit in 1994.? Bankruptcy and liquidation were
not just on Continental’s horizon; they were pounding on the front door. For a
week, Bethune and Brenneman spent the evenings together debating how exactly
they would save their moribund airline. These “last suppers,” as they ironically
called them, turned out to provide the insight and energy that served to resurrect the
airline. Brenneman describes the essentials of their approach: “Most companies that
are in trouble.. . tend to develop a myopic focus on cost. They forget to ask simple
questions like, Do we have a product people want to buy?...[TThey forget to think
about money in, or good old revenues.”

Although this business philosophy might seem far from rocket science,
Bethune’s eventual accomplishment was nothing short of astronomical. After a
long series of mishaps beginning in the 1980s, Continental had drifted far
away from being the proud and profitable airline that had been founded by one
of the industry’s fabled pioneers, Robert Six (see sidebar). By the 1990s, the
popular press reported that Continental employees were so demoralized and
ashamed of their company that many ripped their Continental badges right off
their shirts when they left work.* As Karen Radabaugh, Continental’s Airport
Training Manager, said: “If someone asked me what my job was, I would say,
‘I work for an airline.” I did not want to say ‘Continental Airlines.’”

In 1994, the flying public had already become accustomed to airline bankrupt-
cies. Since Braniff’s demise in the early 1980s, many household company names,
including Juan Trippe’s imperial Pan Am, disappeared off America’s corporate radar
screen. Bethune, unlike many other would-be leaders of the airline industry, was
able to stop his airline’s financial bleeding and turn around a company culture that
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had been degenerating for approximately 15 years. By 1996, Continental’s net
income had increased to a positive $319 million. In short, as described in the title to
his popular book, Bethune was able to transform the company “from worst to first”
in the airline industry. By comparing Continental’s turnaround to Pan Am’s fall, we
can see clearly how two airlines confronted the challenges of aitline deregulation.

Specifically, in the case of Continental in 1994, Bethune found his way
around the conundrum that plagued his predecessors at Continental and his
counterparts at Pan Am: in planning a corporate recovery, should a CEO favor
cutting costs and service to improve the bottom line or should a CEO improve
service (and probably increase costs) to draw in more customers? Bethune’s
genius was to refuse to see the demands of service and profits as a zero-sum
game. In Bethune’s calculus, one could improve both simultaneously.

Beginning of the End: Pan Am’s Trippe and Continental’s Lorenzo

Like Trippe, Frank Lorenzo (who acquired Continental in the early 1980s) pos-
sessed a great ego, a swashbuckling approach to expanding his business, and
the desire to rule over an empire. Both men were also fascinated with planes
from an early age and devoted themselves to the airline industry early in their
business careers. But Lorenzo and Trippe rose to prominence in very different
eras, which helps to explain some of their most pronounced differences. For
Trippe, making money was a means rather than the goal of building Pan
American World Airways. Trippe used his financial connections to bail him
out of some of his most adventurous miscalculations in the 1920s and later
employed his government connections to extend Pan Am’s monopoly over
international flights originating from the United States. But whatever the era
or the circumstances, Pan Am was Trippe’s chosen instrument of extending his
personal power in the world. His desire to be master of the international skies
manifested itself in Pan American’s almost unbelievably extensive global route
system by the end of his tenure in the late 1960s. The attitude at Pan Am was
that profits would follow because they always had.

Lorenzo was not an aviation pioneer creating an international airline empire
from the ground up; instead, he used aviation to construct a financial empire.
An MBA graduate of Harvard Business School in 1964, Lorenzo came to prom-
inence in the 1980s during the rise of financial wheeler-dealers, such as Henry
Kravis and Michael Milken, who, respectively, came to be associated with lev-
eraged buyouts (LBOs) and junk bonds. Deregulation in 1978 exposed the
airlines—which had formerly been insulated from the designs of unpredictable
financial wizards—to the possibility of being bought, traded, sold, and taken
apart just like most other American companies.

Although Trippe and Lorenzo achieved great things, their legacies remain
mixed because of a weakness they shared: an unrealistic or underdeveloped
sense of how to sustain the success of their airline ventures. In addition, their
egotistical personalities left considerable uncertainty and disarray among execu-
tives and staff. Neither truly groomed a successor from within. Trippe, as we
have read earlier, kept most of the decision making at Pan Am an intensely
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personal and secret matter. Through a myriad of successors, Pan Am was never
able to recapture its pioneer spirit or profitability. And unforeseen disasters such
as the terrorist bombing of a Pan Am plane over Scotland in 1989 and the
Persian Gulf War of 1991 easily undercut attempts to save Pan Am. The last
plan, to convert Pan Am into a smaller airline serving mainly the Caribbean and
Latin America, fell apart: Delta Air Lines refused to lend cash to Pan Am after
acquiring its East Coast Shuttle and European routes in December 1991.¢ After
64 years of operation, Pan Am ceased to exist. Continental was destined for the
same fate in the early 1990s, due in large part to the actions of Frank Lorenzo.

Lorenzo the “Magnificent”

Lorenzo, who became CEO of Texas International Airlines in 1972, responded
immediately to airline deregulation in 1978 by hiring Kidder, Peabody and
Smith, Barney to make independent assessments of how Texas International
might take over Continental. By late 1979, Lorenzo had the results. Both
investment-banking firms advised that a takeover could be financed with
Continental’s own assets as collateral.

Continental employees were well aware of Lorenzo’s efforts to accumulate
an increasingly larger percentage of Continental stock, and they were not sur-
prised when in February 1981, Lorenzo tendered a hostile takeover bid, agree-
ing to pay $13 per share to stockholders not already part of the 48.5 percent he
controlled. It was the latest move by the airline executive that James Cook of
Forbes earlier called “Lorenzo the Presumptuous,” for trying to buy much big-
ger airlines with a questionable debt structure.” Continental’s founder, Robert
Six, returned to the helm of the company to help thwart Lorenzo’s takeover bid
and salvage the company’s reputation and heritage (see sidebar).?

Robert Six—Continental’s Heritage

Six bought Varney Speed Lines, the precursor to Continental, in 1936. At the
time, the company had one airplane and one primary route (Denver, Colorado
to El Paso, Texas) for airmail and passengers. For the next 44 years, Six built
the airline based on a strong attention to detail and a heightened sense of
quality. He believed that a strong focus on the customer and a dedicated
attention to quality would enable Continental to distinguish itself in a regu-
lated market.

Throughout the 1930s and 1940s, Continental remained a regional carrier,
known for excellent customer service. The airline grew dramatically in the
1950s and 1960s through small, targeted acquisitions and through the intro-
duction of Six’s innovative Gold Carpet Service Program for passengers en
route from Chicago and Denver to Los Angeles. Service on Continental’s Gold
Jets was first-rate. A crew captain handled all ticketing and baggage functions
on the plane itself, and each plane offered a concierge type service that
included a special radio phone that passengers could use to set up hotel and
rental car arrangements in either Chicago or Los Angeles. While on these
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planes, Continental offered customers “Country Club” quality cuisine with a
choice of four entrees. In addition, there were two separate lounges on the
DC-7Bs including a stag lounge just for male passengers. Six oversaw every
aspect of the program. Continental’s employees responded well to the air-
line’s quality focus; they were proud to be associated with the company and
worked hard to deliver on its business objectives.

Through a dedicated focus on the consumer and through his tight manage-
ment of the company, Six built Continental from a small regional airline car-
rier to a dominant player with close to $1 billion in revenue by 1980.

In November 1982, over a year after attempting his hostile takeover bid,
Lorenzo officially gained control of Continental, setting into motion a series
of mergers in the next few years that had a significant effect on the company’s
future.” Chief among the legacies of the Lorenzo era were massive layoffs and
bitter management-employee relations, engendering a bureaucratic culture
where internal silos were built to fortify departments and employees against
downsizing.!® These attitudes became entrenched after Lorenzo’s announce-
ment on September 24, 1983 that Continental would rely on a recent change
in federal bankruptcy laws to declare Continental bankrupt to sever all exist-
ing union contracts and renegotiate lower wage and compensation packages
for Continental employees (even though Continental still had $25 million in
cash reserves).

Lorenzo later explained that Continental’s Chapter 11 bankruptcy filing in
1983 was in keeping with one of his basic goals for Continental. “What we are
looking to do coming out of bankruptcy is to have a company that will survive
and be stable through the 1990s, strategically sound and diversified.”'"" Others
claimed that Lorenzo was merely trying to break the power of the unions to
renegotiate lower wage and compensation packages for Continental employees.
Over a two day span, Lorenzo cut a staff of 12,000 people to 4,000, and then
gradually replaced the 8,000 workers who were dismissed with nonunion work-
ers at lower salaries and benefits. The impact on Continental’s bottom line was
sizeable; by the close of 1984, Continental achieved a record annual net profit
of $50 million.'?

These healthy bottom line figures masked a growing problem at
Continental—sagging morale. Rather than work on the necessary synergy to
combine Texas Air with Continental, Lorenzo’s primary focus was expansion
through more mergers and acquisitions. While Continental was still in bank-
ruptcy, Lorenzo joined forces with Michael Milken of Drexel, Burnham
Lambert to design the financial terms of Texas Air’s takeover bids of TWA and
Eastern with junk bonds. Although Lorenzo missed on TWA, he did secure
Eastern in February 1986.

Later in that year, Continental emerged out of bankruptcy protection and
Lorenzo continued to attempt more mergers. In February 1987, Continental
acquired Frontier, People Express, and New York Air to become one of the larg-
est U.S. airlines at that time. Don Burr, CEO of People Express when it was
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purchased by Texas Air, offered an important insight into Lorenzo after resign-
ing from Texas Air later that year. “Frank is very simpleminded: you do what-
ever you have to do to make money. Any means to victory is okay. Frank is
capable of any type of behavior to win.”'> Communication at the executive
level became strained after four of the presidents Lorenzo hired—Thomas
Plaskett, Martin Shugrue Jr., D. Joseph Corr, and Mickey Foret—each left the
company after a year or less on the job.

The size of the airline did not offset the piles of debt that Lorenzo accu-
mulated for Continental. In 1987 and 1988, Continental lost a combined
$500 million and carried a debt of $2.3 billion. In response, Lorenzo asked
his increasingly understaffed and demoralized employees to help him by cut-
ting costs wherever and whenever possible. To help stem losses, Lorenzo and
Continental set up an international partnership with Scandinavian Airline
Systems, SAS. However, a key condition of the partnership arrangement with
SAS was that Lorenzo would have to step down as CEO. He did so taking
with him a multimillion dollar compensation package.'

Lorenzo was still on Continental’s board of directors when his successor as
CEO, Hollis Harris, replaced him in August 1990. Harris had occupied the
COO position at Delta Air Lines, having risen from his first position at the
airline as a transportation agent in 1954. In contrast to Lorenzo’s tactics, Harris
hoped to grow the airline, expand routes to places like Atlanta, and avoid
cutting back on service or firing employees. While employees gladly welcomed
this approach as “a breath of fresh air,” Harris’s tactics may have been ill-timed
to attend to Continental’s huge losses while the United States was engaged in
the Persian Gulf War and also entering a recession. Losses kept mounting under
Harris, who saw the company lose $314 million in the first half of 1991. Harris
was forced out by August of that year and replaced with someone who respected
financials: Robert R. Ferguson III, Continental’s senior vice president for cor-
porate development and a financial strategist with the company since 1985.

Ferguson’s early days as CEO seemed promising, for he proposed a two-
pronged strategy to save Continental by dealing with its past debts while simul-
taneously forging a new way to raise revenues in the immediate future.
Ferguson’s first task as CEO, however, was to shepherd the company through
its second bankruptcy. Unlike the first Continental bankruptcy, there were no
significant cash reserves to defray outstanding obligations. Ferguson solicited
new investors to provide the necessary capital as he was splitting the company
into two brands—CAL Lite focused on short haul, low frills service and
Continental focused on traditional service for long-haul national and interna-
tional flights. Ferguson proposed making half of Continental’s 20,000 annual
flights low fare CAL Lite offerings. This strategy seemed to Ferguson like the
wave of the future in the new era created by deregulation. Reporters at Business
Week were somewhat hopeful about the proposal: “CAL Lite will try to imitate
the successful strategy of Southwest Airlines Co.”"

Though his launch of CAL Lite may have proven to be an effective strategy in
theory, Ferguson’s overeagerness to get this airline within an airline up-to-speed
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quickly caused many problems. Ferguson, industry analysts believed, had
expanded “Lite” too quickly. “As a result,” commented the New York Times,
“parts were not available for repairs at some airports, resulting in many canceled
flights.”!® Alchough “Lite” service was supposed to brighten Continental’s image
as a poor service provider, its problems soon just confirmed consumers’ percep-
tions of the airline as second-rate. After three years of losses with CAL Lite,
Ferguson was pushed out of the leadership of Continental.””

When Ferguson stepped down as Continental CEO in October 1994,
Bethune volunteered to be his replacement.”® Continental’s board agreed to
give Bethune the job of CEO and to elevate Brenneman to Bethune’s former
position of COO. Bethune was not given much time between his hiring as
CEO and his first performance evaluation. Within 10 days of becoming CEO,
Bethune was required to present the board with an action plan for the company’s

short- and long-term horizons."”

Bethune’s Path to Continental Airlines

Bethune was born in San Antonio, Texas, in 1941, to parents of modest means,
who divorced while he was a youngster. Bethune lived with his mother in San
Antonio for most of his childhood, and she tried to make ends meet by selling
encyclopedias. Bethune credits his mother for being a fair but tough discipli-
narian.?® His father was the one who introduced Bethune to airplanes. Bethune’s
father flew crop dusting planes in Mississippi, and on a summer visit when
Bethune was 15, Gordon helped his father land his crop duster each night at
8 p.m. on a makeshift landing strip. To prepare the plane’s landing, Bethune
put a smudge pot on the fence at the end of the landing strip and parked his
father’s 1950 Plymouth at the beginning, so the car’s headlights would illumi-
nate where his father could safely touch ground. The tasks appeared mundane,
but Bethune understood that their importance to the overall success of his
father’s work day and career were quite significant:

That summer I learned not only that when you have a responsibility, you’d better
carry it out, but that there are a lot of jobs in which the consequences of screwing
up were pretty drastic. Not just being a surgeon or the president, but being a pilot
or mechanic—or the guy who put the smudge pot out to light the runway.
Everybody else can do their job well—the mechanic gets the engine just right, the
chemical guy loads up the plane, the pilot flies perfectly—but if the guy who’s sup-
posed to park the Plymouth at the end of the runway falls asleep or lets the battery
die or steps out for a beer, well, it would be a pretty bad day for everybody.?!

Bethune was less interested in his high school studies than going out to see
the world, so, at age 17, Bethune decided to quit school and join the U.S. Navy.
He remembers how he successfully managed that negotiation with his mother.
“I went up to the attic and got the family suitcase and I started packing. My
mom wanted to know what I was doing and I said, ‘I'm going to California,
and I'll send the suitcase back when I get there. I wanted to join the Navy but
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I couldn’t until I was 18 if you wouldn’t sign the permission, so I'm going to
hitchhike out to California and find some work, something to do until I'm 18
and then I’'m going to join the Navy.” She said, ‘Oh, no you’re not, you’re going
to fall in with the wrong kind of people and possibly be in jail or get killed.” So
I said, “Well, Mom, if you really don’t like that, I do have those papers that you
can sign to let me join the Navy next week when I'm 17....Five days after
I turned 17, I joined the Navy.”??

Bethune’s first assignment in the navy was in California, working as an air-
plane mechanic. After passing the U.S. High School General Equivalency Test,
Bethune was dissatisfied with having an equivalent degree, and after his trans-
fer to Key West, Florida, Bethune enrolled in a local high school’s evening
program and earned a diploma. Early on in his naval career, Bethune showed a
keen sense of how to stand out from the pack:

The Navy is a huge, bureaucratic environment, and everybody gets a well-defined
job. In that environment, guys just sort of do their jobs and disappear. I figured,
how much better do I have to be in order to get the attention of my superiors and
get the better assignments, the better jobs, the better promotions? And I figured
only about 10% better. In other words, not much better. In an environment where
people are happy to just do their jobs and stay out of trouble, making sure you do
a little better, a little something extra, come to work a little more prepared, is
enough to get you noticed and rewarded. So I started doing that.??

During Bethune’s 20-year naval career, he earned licenses as an airframe
and power plant mechanic and rose to the rank of lieutenant. Besides learning
about how to build and repair planes, Bethune credits his superiors and teach-
ers in the military for providing him training and opportunities to lead people.
With some reluctance, Bethune agreed to manage his fellow navy mechanics
when there was an opening for an evening supervisor at one of his stations. In
his final year in the service, Bethune and his maintenance department were
recognized as the best in the nation by the U.S. Navy’s Chief Operations
Office. “We won the award that year,” Bethune would later say. “You know
why? Get those guys to want to do it. And to want to do it you've got to respect
them, and you've got to talk with them in their language.”?*

Upon leaving the navy just before airline deregulation, Bethune worked in
executive positions at Braniff, Western, Piedmont, and Boeing before joining
Continental. When Bethune started work at Braniff in 1978, it was the leading
commercial airline in Dallas. In September of that year, Braniff announced that
its third quarter earnings hit a record high of $15 million, an increase of 81 per-
cent over the prior quarter.”> In January 1979, Braniff offered its customers
Concorde flights in Air France and British Airways planes out of the Dallas-Fort
Worth Airport.26 The good times for Braniff did not last. In 1979, Braniff’s earn-
ings declined by 21 percent in the second quarter, then, in the fourth quarter it
suffered a $51.4 million loss.?” As Braniff Chairman Harding Lawrence explained,
the price spikes in international oil and fuel markets in 1979 were dampening the
company’s profitability.?® Braniff was soon bankrupt, and Bethune cited the
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reasons for Braniff’s demise: “The company had a bad business plan, high costs,
poor management and, when all was said and done, a poor product.””

Bethune stayed at Braniff until 1983, learning more about the administra-
tive side of the airline business while spending his evenings earning a bachelor’s
degree in business at Abilene Christian University in Dallas, before switching
to Western Airlines and working out of its Los Angeles office. It was there that
Bethune decided to get a private pilot’s license, learning to fly a single engine
Cessna. The following year, Bethune improved his flying skills after taking a
position at Piedmont Airlines in North Carolina as senior vice president of
operations by enrolling in Piedmont’s training school: “That experience helps
me when I’'m dealing with pilots. We’re part of the same club. 'm not just some
suit. 'm a pilot, and I'm a mechanic. When we’re talking about the best way to
run an airline, they know that I know something. They respect what I've done.
We speak the same language. If I say, ‘Don’t over rotate,” when I'm talking
about not getting the company moving too fast, they get the idea.”*® After leav-
ing Piedmont to work at Boeing, Boeing CEO Phil Condit urged Bethune to
take up golf to improve his capacity to sell potential customers on Boeing prod-
ucts. Bethune disagreed and offered an alternative: he wanted to learn how to
fly Boeing jets, believing that it would help his credibility in the eyes of Boeing
employees. Bethune later reflected on the decision: “You have to prove that
you're adding value to the team, that you know something, that you can do
something, that you're going to be an asset.”®!
of Boeing 737s and 757s, the same planes manufactured by Boeing’s Renton
Division, the division Bethune managed.*?

Bethune became a certified pilot

Bethune Takes Charge at Continental

In 1994 when Bethune stepped into the CEO role, it appeared that Continental
would suffer the same fate as Pan Am. Like Pan Am, Continental had suffered
years of losses along with frequent changes in uncertain leadership. Bethune
did not believe that Continental’s problems were terminal; things could be
turned around, but the airline would require some radical surgery. Reflecting
back on the state of Continental Airlines when he took over in 1994, Bethune
described the company culture: it was a “deal culture” that had been created by
Lorenzo 15 years before. Bethune was not a deal maker like Lorenzo, but he
understood how they thought:

Deal makers look at problems and think deals. ... Did you ever see a deal maker
try to fix a watch? It doesn’t work. Deal makers buy and sell watches. If a watch
is broken, they usually try to sell it. Or they buy more watches to divert attention
from the broken watch—to bury its problems while they’re making money on
other watches. I did not think more deals were going to work. We're an airline
and the solutions to our problems were airline solutions, not deals.*

At Continental, Bethune’s first step was to create a plan that could trans-
form the company from the inside out—from a deal culture to an airline
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culture. With the board’s approval, Bethune and Brenneman unveiled the “Go
Forward” plan in January 1995 to Continental’s employees: Fly to Win (a prod-
uct-service plan); Fund the Future (a financial plan); Make Reliability a Reality
(the product plan); and Working Together (the people plan).** This bold
analysis of Continental’s present problems and future potential demonstrated
to the airline’s employees that this was a recovery plan with a chance of success.
Gaining the good will of employees was the necessary first step in moving
Continental in the right direction. Bethune’s leadership style was critical to
revising the sinking airline and getting employees to trust him was critical. He
inspired them through his own experience as an airline employee and his abil-
ity to relate to them collectively was one of the most important aspects of the
turnaround at Continental. Bethune was able to ask employees to make a
renewed commitment after years of being ignored by management.

Fly to Win

Fly to Win was designed to allow Continental to maximize its strengths.
According to Bethune, Brenneman presented the concept as a way of reestab-
lishing a winning tradition at Continental. “We decided to stop doing things
that didn’t make money,” Bethune said. “Greg said that at a meeting once and
I really liked the sound of it. It sounds simple, even obvious. After all why would
you do things that wouldn’t make money?”*> With this clear-headed approach,
Bethune surveyed Continental’s route system and determined that Continental’s
long-time hub, Denver, was losing money. Bethune decided to close Continental’s
operations in Denver and shift resources to more promising locales. As
Brenneman put it, “we were going to build up our Houston, Newark and
Cleveland hubs.” In addition, we were going to increase revenues by expanding
“our customer mix from backpacks and flip-flops to suits and briefcases.”

When Bethune joined the company in spring 1994, Continental planes flew
22 percent of the flights out of Denver, its most expensive hub to run.
Meanwhile, Continental had 77.6 percent of all flights out of Houston, and
nearly half of all flights out of Newark and Cleveland.”” When Bethune
explained his rationale to Continental employees, he did so by emphasizing
that certain programs and people were cut not only to save money, but also to
strengthen core businesses and the long-term health of the company. “We were
losing money flying all of these point-to-point routes for ridiculously low fares
in markets where we were at best a minor player. We decided to drop those
routes and fly only to places it seemed people actually wanted to go. We real-
ized that we simply had too many seats out there—like the farmer who tries to
sell more tomatoes in a glutted market at depressed prices. Removing capacity
would keep the same revenue while reducing our cost.”®

Bethune and Brenneman crunched the numbers and determined that 18 per-
cent of Continental’s flights were not making money, and, that most of those
were flights on CAL Lite.?” Bethune and Brenneman saw CAL Lite as a drag
on the Continental brand and jettisoned it from Continental’s future offer-
ings. Bethune noted that “frequent shuttle service in markets like New Orleans
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and Houston work well, and we’ll continue to have that. It won’t necessarily
have ‘Lite’ painted on the side of the airplane and it won’t be an all-coach air-
plane but it will be everything else. The part of ‘Lite’ that was profitable and
works will continue. We don’t necessarily have to call it a separate product.”™?
The decision came at a great cost—a one-time $446.8 million charge added to
first quarter 1995 losses of $534.2 million.

Continental’s recent heritage of making its customers unhappy was another
obstacle to recovery. Bethune met the problem head on by getting on the phone—
along with many other Continental executives—and apologizing to once-loyal
travel agents and business travelers for the airline’s past sins. Furthermore,
Bethune sought out customer feedback on Continental service. Keeping an eye
on combining efficiency and good customer service, Bethune explained his
approach: “We didn’t ask, “What do you want?” We asked, “What would you be
willing to pay for?” ™! In response, Continental kept its OnePass frequent flier
program, put first-class seats and food back in all Continental planes, and focused
on flying customers to places they regularly wanted to fly.*?

Fund the Future

On Thanksgiving 1994, almost a month after Bethune and Brenneman first
presented the Go Forward plan to Continental’s Board, Brenneman deter-
mined that Continental did not have sufficient cash reserves to pay its 40,000
employee salaries in January 1995. Bethune and Brenneman determined that
Continental’s planes comprised the most expensive fixed assets, so they came
up with a three-pronged costreduction plan based on restructuring Continental’s
fleet. First, Continental reduced the number of fleet types from 13 to 4. Second,
Continental matched airplane sizes with the size of the consumer market.
Third, Continental eliminated above-market leases on planes.*> One of the
first planes that Bethune phased out was the Airbus A300—Continental
purged itself of all 21 of this class of plane by January 1995 and the 4,000
employees specifically designated to service them.*¥ Bethune also approached
Continental’s most sympathetic creditors to relax the size and length of the
repayment terms for existing loans.

These actions still did not generate enough savings nor were they timely
enough to prevent Continental from another potential bankruptcy. In December
1994, Brenneman informed Bethune that the company would be forced to
declare bankruptcy by the end of January without an immediate infusion of
new funds. Bethune decided to try to find money wherever he could and begged
Boeing, his former employer, to refund Continental’s $70 million deposit for a
new series of planes. It was not industry practice for a deposit to be returned,
even if an order was canceled. However, Bethune decided to make a call for
help to Boeing President Ron Woodard: “‘Ron,’ I said, ‘I know you’re not con-
tractually obligated to return that money for our cancelled orders but dammit,
you need to give us this money back. We need it in the worst way.” Ron kind of
laughed...then he thought about it for awhile. He trusted me. He believed in
the direction we were pushing Continental. ‘T’ll tell you what,” he said. “We’ll
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give you half of it back.” He said he’d send it to me. I said, ‘Ron, you don’t under-
stand. I need you to wire it to me.” Ron laughed. And he wired us $29 million.”®
According to Brenneman, that wire transfer allowed Continental to make pay-
roll on January 17, 1995, and averted the bankruptcy crisis.*® Here again, we
see how the dogged personal commitment and resourcefulness of leaders can
determine the fate of companies who survived in an industry.

Bethune later added that cost-cutting could not be the central component of
funding the future. “Any dumb S.O.B. can manage costs. Revenue is a lot harder.
You can make an airline so cheap nobody will fly it. It’s not how cheap the prod-
uct is; it’s got to have some value,” he stated.?” That is one concept that Bethune
believed separated his business philosophy from the ones practiced by his imme-
diate predecessors: “My predecessors at Continental were more concerned about
saving money than keeping customers. The old philosophy was that the only way
to make money was to cut costs. ... They actually rewarded pilots for saving fuel.
Now I'm a pilot and I know how to save fuel. You just slow the airplane down and
turn off the air conditioner. The pilots were up in the front thinking they were
doing great, while all of our customers in the back were hot and late—not a good

combination if you want to keep your customers happy.™®

Make Reliability a Reality

Bethune and Brenneman decided to measure Continental’s reliability using
15 performance metrics, the most significant and most public being those mea-
sured by the Department of Transportation. These included statistics for on-
time performance, mishandled bags, overall customer complaints, and
involuntary denied boardings.49 To Bethune, airlines had to do a few things
well: “Reaching destinations on time. Being clean, safe and reliable.”>® If there
were obstacles to achieving those goals, Bethune needed to know so these
obstacles could be addressed and eliminated. Realizing that there might be
some reluctance on the part of employees to speak up out of fear of the reper-
cussions, he set up an 800 telephone number that only he answered.”!

To become more reliable, Continental also had to hear the latest feedback
from another constituency—Continental’s customers. Continental placed
postage paid reply cards in in-flight magazines and asked fliers to grade ser-
vices rendered. Bethune also created a customer 800 number, 800-WECARE?2,
to give customers a way to voice their concerns and get a response from corpo-
rate headquarters within five business days. Bethune discovered that letters of
complaint sent to Continental in the past were often ignored, or if there was a
response, it was a response along the lines of what Bethune humorously said:
“Sorry you hated your flight. Hope you’ll fly with us again!”*?

Open communication inside the Continental corporation was another
important aspect to Bethune’s strategy to make the airline more reliable.
Bethune kept his executive office open, ready to receive employees and their
questions at any time during the day. He also held weekly open houses on
Friday nights, inviting staff to meet and talk with him over drinks and snacks
outside his office. This was considerably different from employees’ interaction
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with senior management before Bethune took the helm. “You would have senior
management in offices screaming for people that would be rows away,” an
employee recalled. “It was so disrespectful. People would be crying in their

cubicles. It was horrible. It was nasty. You lost your self worth.”?

Working Together

Bethune and Brenneman were convinced that mutual trust was required to
make the Go Forward plan work, to get people working together rather than
against each other in a sort of Darwinistic survival of the fittest culture.
“Members of Continental’s existing management team were not up to this
challenge,” Brenneman said. “They were too busy trying to knock each other
off. In fact, for 15 years, the way to get ahead at Continental was to torpedo
someone and take his or her job.”>® Two actions that Bethune initiated were the
elimination of the intrusive security cameras at Continental’s headquarters in
Houston and the removal of locks to the executive suite.”

The Go Forward plan itself presented common company-wide goals for work-
ing together, but Bethune added a financial incentive for on-time flights to fur-
ther encourage collaboration. If employees upped Continental’s percentage of
on-time flights over the previous quarter, then the company would distribute a
special $65 bonus check monthly to each employee. When the Department of
Transportation report came out in April 1995, Continental rose to an 80 percent
rating, up 21 percent from the first quarter of 1994, and 35,000 employees each
received a $65 pretax bonus for the next 3 months. When Continental improved
its second quarter 1995 numbers, another set of checks for $65 were sent out to
the entire company for 3 more months. Employee trust and confidence in
Continental grew stronger with each day. Bethune believed that “there is a 100%
correlation between employee happiness and customer satisfaction.”>®

Given that Continental was rising up the ranks of the major carriers,
Bethune promised that in fiscal year 1996, if employees contributed to elevat-
ing the company to the top three Department of Transportation rankings for
on-time flights, a $100 monthly bonus would be the reward. In February 1996,
Continental was listed as the best major commercial airline in the United States
for on-time flights in the fourth quarter of 1995. As a result, Bethune had a
decision to make—the company had already exceeded the bonus goal for 1996,
so, should employees get the promised $65 or the future bonus of $100? Bethune
opted to give everyone at Continental the $100 reward for finishing first in
the final quarter of 1995.°7 Empowering employees was part of what Bethune
hoped would create innovation and incremental improvement. As Bethune
said, “you have to take up all of those good ideas you and your cronies
come up with at meetings and actually put them into practice.”®

In early 1995, Bethune made another break from the Lorenzo-Ferguson era
by inviting his employees into the company parking lot in Houston to join him
in a ceremonial burning of the old Continental employee manuals and rule
books. At the center of the bonfire was what was known around Continental as

“The Thou Shalt Not Book,” a bible almost nine inches thick stuffed with
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dictums about what Continental employees were allowed to do and what was
forbidden.’® Staff was asked to throw their copies on top of the bonfire.

Symptomatic of an organization in which nobody trusted anybody, we had
rules—specific rules—for everything from what color pencil had to be used on
boarding passes to what kind of meals delayed passengers should be given to
what kind of fold ought to be put in a sick-day form. Even worse, it spelled out
job responsibilities to such a fine degree that employees were utterly bound by
arcane rules and demands, and the penalties for disobeying the rules were severe.
If a person whose plane was cancelled had an unrestricted full-fare ticket, that
person might get a hotel room; an adjoining passenger with a less expensive ticket
might get a meal voucher and a pat on the arm. It didn’t matter if this policy
started a war at the airport. The gate agent was not allowed to solve a problem
that didn’t make sense, so he or she just had to take the abuse the passengers gave
and smile. The smiling, needless to say, had pretty much stopped. 60

In a sense, the Continental rule book was a concrete manifestation of a dom-
inant business model that worked when the industry was growing under the
comfortable protection of regulation. Standards in such a setting helped to
eliminate variance and provided clear guidelines, but when the firm needed to
be more nimble and responsive, these standards became part of an iron cage of
bureaucracy.

Bethune worked with his senior management team to identify the strong players,
the role players, the staff members who need improvement, and those who were an
overall drag on the achievement of team goals. Bethune ranked the strong players
highest with a I, the weakest, the lowest ranking of IV. Those ranked as a IV would
be encouraged to take an early retirement or find employment elsewhere. Bethune
argued that his decision to let go employees he ranked as a IV was not a setback.
Remaining Continental staff realized that these people could not be part of the new
way of doing business and would be better off elsewhere. “All through 1995 we
talked to people about their performance, giving them a chance to either get on
board with the company’s new direction or not, as they saw fit. I don’t say it was
easy, because you never want to fire employees. .. [But] that final cut didn’t cause
the smallest amount of unhappiness or fear or dissatisfaction in the ranks. Instead,

that jerk

> »61

there was a big sigh of relief. Employees said, Jeez, they got rid of Harry
should have been shot 20 years ago and somebody finally did something.

According to Brenneman, team leadership was the driving philosophy behind
the Go Forward plan. “Cultivating honesty, trust, dignity and respect becomes
the job of the leaders. It may even be their most important job; Gordon and 1
certainly considered it our top priority.”®? “Bethune’s formula is deceptively sim-
ple,” Jonathan Burton noted in Chief Executive magazine. “He restored first-
class seats and personally courted top customers. Thinly traveled markets were
cut. He replaced 34 of 60 vice presidents with two dozen handpicked corporate
doctors, focused on revenue, cost, and margins. For the first nine months of
1995, Continental earned $183 million. And a $6,500 investment in its Class B
shares in January 1995 was worth $36,000 just 10 months later.”®3
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Gordon Bethune at Houston Intercontinental Airport in 1996. (Source: Getty Images).

Continental’s Upward Trajectory

As Bethune and Continental implemented the Go Forward plan, accolades soon
followed. In June 1996, J. D. Power named Continental as the “Best Airline
with Flights of 500 Miles or More,” in essence, the best airline in the major
commercial airline industry. Air Transport World was equally impressed, and
honored Continental as its airline of the year for 1996. Later in 1996, Bethune
was identified by Business Week as one of the top 25 leaders in the world that
year. In 1997, the Smithsonian Institution and the trade journal Aviation Week
& Space Technology honored Bethune with its Laureate in Aviation trophy.

To enhance Continental’s service to its customers, Continental announced
on November 20, 1998 that it had formed an alliance with Northwest Airlines
that translated into a reciprocal relationship on code-sharing on domestic and
international routes, reciprocity of frequent flyer programs and shared airport
lounges. The alliance expanded Continental’s industry status to be on par with
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the big three U.S.-based airlines—Delta, United, and American. When
Continental issued its annual report for the year 2000, it highlighted five of
the strongest years in company history. Between 1995 and 2000, Continental’s
revenue nearly doubled, from $5.8 billion in 1995 to $9.9 billion in 2000.%4
Bethune’s renewed focus on serving his business travelers had a sizeable impact
on revenues—by 2000, 47.6 percent of all Continental’s revenues were from
business travelers, up from 32.2 percent in 1994.%

Bethune and Continental after September 11, 2001

Continental seemed poised for even more growth in the twenty-first century,
but like all other airlines, it was ill-prepared for the after-effects of the terrorist
attacks on the United States on September 11, 2001. In the immediate after-
math of the attacks, President George W. Bush ordered all commercial planes
grounded for the next day and a half. Although this caused a significant loss of
revenue, Continental decided to give full refunds to all passengers with tickets
to fly on those days, and then pledged to fly them again at no cost once the pres-
ident restored normal airline services. Continental lost millions of dollars each
day—as much as $30 million a day starting on September 12—and few people
were willing to fly, compounding the revenue lost with the refund policy.®®
Layoffs looked like a necessary evil to stem losses. Rather than put 1,000 work-
ers on furlough, Bethune offered a range of options to his employees, including
a new Company Offered Leave of Absence option. “The COLA encourages vol-
untary leaves of absence for non-management employees and allows them to
accept full-time work elsewhere while continuing to receive benefits during an
unpaid leave of up to one year. Benefits include the option to continue insur-
ance benefits at company rates, continuing travel privileges and credit for time
on COLA for company seniority and the employee retirement program.”®’

This program translated into a $60 million loss to Continental, but Bethune
expressed the negative impact in terms of the loss of valued human resources.
“This furlough was one of the most painful events we have had to experience,”
Bethune said. “We believe that employees should always be treated with dig-
nity and respect, especially when we are forced to make these tough decisions.”®
To amplify this point, Bethune and COO Larry Kellner (Brenneman left in
2000 to become CEO of Burger King), decided to forgo all of their personal
compensation for the rest of 2001.

On September 21, 2001, President Bush addressed Congress and the nation,
offering words of solace and reassurance about America’s future and declared
that the government would expand its role in airline and transportation safety
and create a new Department of Homeland Security: “We will come together
to improve air safety, to dramatically expand the number of air marshals on
domestic flights, and take new measures to prevent hijacking. We will come
together to promote stability and keep our airlines flying, with direct assis-
tance during this emergency.”® To make that possible, Bush signed an executive
order pledging $15 billion to the airline industry, $5 billion in direct federal
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Former U.S. President George Bush (C) walks through Bush Intercontinental Airport with Continental
Airlines CEO Gordon Bethune (L) after coming home to Houston aboard a Continental jet from

Boston September 27, 2001. Bush and Bethune held a brief press conference at the airport to emphasize
the importance of consumer confidence in airline safety. (Source: Reuters/CORBIS).

aid and $10 billion in loan guarantees for an industry that had announced tens
of thousands of layoffs since the terrorist hijackings.”

Continental managed to avoid a major loss in 2001, and in 2002, continued
to build on each of the four parts of its Go Forward plan. In January 2002,
Continental partnered with Amtrak to provide air/train ride share service in
the Northeast United States. In March 2002, Continental opened its new jet
terminal in Newark and broadcast the availability of its BusinessFirst ticket
program to frequent fliers on Boeing 777 planes. Later that year, Continental’s
Houston hub opened its Airport of the Future with a computerized and auto-
mated check-in program, soon to be implemented at airports throughout the
nation. As Continental was taking these steps to rebuild customer confidence
and sales in the wake of 9/11, another disaster struck—Continental’s fourth
major hub in Guam was devastated by super typhoon Ponsogna, contributing
to a $109 million fourth quarter loss and a net loss of $451 million for 2002,
Continental’s first significant annual loss since 1994.7!

Unlike 1994, the losses were not connected to customer dissatisfaction and
low worker morale. In 2002, for the fifth year in a row, Conde Nast magazine
rated Continental best among all U.S. airlines in comfort, reliability, and value
on transatlantic and transpacific flights. For the sixth year in a row, Continental
was listed in Fortune magazine’s top 100 Places to Work.

Despite doing more with less, Bethune decided with Kellner that
Continental had to take further austerity measures in Spring 2003, trimming
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senior management positions by one-quarter, the top officer group by 15 per-
cent and issuing 1,200 furloughs to save $500 million. Overall, the airlines
had lost $300 billion since the September 11th attacks, and, with the coun-
try’s offensive in Iraq, it was expected that travel would drop and fuel prices
would increase, a double strike against Continental’s already lackluster finan-
cial figures.

In September 2003, Bethune announced EliteAccess, as a new way to cut
into the discount flier market. Believing that “there are still people who want
creature comforts,” Bethune offered full-fare customers perks like no middle
seats, priority boarding and baggage handling, and faster security checks.
These services, already available to Continental’s business-class and first-class
customers, were extended to economy-class customers who paid full fare, typi-
cally one-fifth of all economy-class customers.

Bethune agreed to step down at the end of 2004, and from May 2003 to
May 2004, Bethune and Continental squeezed out $900 million in operating
income improvements to offset the additional $700 million Continental would
expend on fuel due to the oil price surges. He resisted any attempt to renege
on Continental’s financial obligations to current staff and retirees, putting
$103 million in cash and another $100 million into the pension fund in
September 2003. It was a markedly different approach than that taken by US
Airways (the successor to US Air), which terminated its pilot pension plan,
and United, which was lobbying Congress for a bailout or a relaxation of reg-
ulatory requirements for pension programs at U.S. corporations.”? With great
reluctance, in December 2004, Bethune’s last month as CEO, Continental
announced a minor pay cut, the last U.S. airline to take this step. However,
Kellner, Bethune’s successor as CEO, and Jeff Smisek, Kellner’s replacement
as second in command, did the same, accepting more than 20 percent less in
compensation.

As Kellner and Smisek assumed their new roles at Continental, they took
stock of Bethune’s Go Forward plan and decided that it would remain the
guiding vision of their company. “I don’t think you’ll see a transition in regard
to strategy, in regard to culture,” Kellner said. “This will continue to be all
about our employees and our customers. And if we treat our employees well
and do the right thing there, they will treat our customers well, [and] we aren’t
going to lose our focus on our people and our product.””?

A New Model for the Major Carriers

Bethune understood, better than Trippe or Lorenzo, what constituted success in
the modern era of airline business—an era in which competitors fiercely cut
costs and customers demanded high-quality service. The pioneering days of Pan
Am, when flying a rickety Ford Tri-Motor was an unparalleled thrill for many
adventurous passengers, were long gone. Gone also were the heady days of air-
lines under regulation that contributed to safe, accessible, and reliable air travel
for a broader array of consumers. The pursuit of profits in the early years of
deregulation, when Lorenzo’s financial wizardry created short-term shareholder
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gains at the expense of sound operations management, was an unsustainable
model for running Continental or any of the other major carriers. Consumers
now had many choices concerning which airlines they would fly.

While Herb Kelleher and Southwest Airlines pursued a tightly focused and
integrated business model based on inexpensive, no frills point-to-point service
in the era of deregulation, Bethune and Continental Airlines attempted to pur-
sue a customer-oriented business model that could work within the strictures of
the hub and spoke model favored by the major historical carriers in the airline
industry. Bethune’s Continental opted for more creature comforts and better
service to attract the most lucrative customer segment—business travelers. In
many ways, Bethune’s approach to turning around the airline was centered on
a “back to basics” plan, which involved a streamlining of unprofitable sectors
and a corresponding investment in services that customers wanted and were
willing to pay for. The beauty of Southwest’s and Continental’s business mod-
els is the seamless alignment that connects incentives and benefits for employ-
ees directly to customer service. Looking at the state of the airline industry in
the twenty-first century, it would appear that Southwest has created one new
model of success. The “back to basics” approach that Bethune and Brenneman
championed to revitalize Continental may very well become a winning formula
for the traditional, large-scale carriers.



Epilogue

hroughout this book, we have used the airline industry to demonstrate

the manner in which leaders can influence and are influenced by the

context of their times. This reciprocal relationship between the indi-
vidual and his or her environment can result in the creation of new businesses
(by entrepreneurs), the expansion of opportunities (by managers), or the rebirth
of companies on the decline (by leaders). Beyond creating, expanding, or reen-
ergizing businesses, entrepreneurs, managers, and leaders can have a significant
influence on an industry’s evolution. Although there has been much written
about industry evolution, the literature has often neglected the role that leaders
can and do play in shaping that evolution. Through the stories of founders and
CEOs in the airline industry during the twentieth century, we hoped to high-
light the powerful impact that leaders have had on an industry’s lifecycle. We
believe that the manner in which airline CEOs and founders have shaped their
industry is indicative of the way that executives of other industries influence
their competitive and contextual landscape.!

The co-evolution of context and individual action not only significantly
shapes the structure of an industry, it can also provide the foundation for a
dominant business model as was the case in the second phase of the airline
industry’s evolution. As the lifecycle of an industry evolves, this dominant busi-
ness model must also evolve if it is to retain its relevance.? The actions of indi-
viduals can reinforce a dominant business model by building barriers to entry
through solidifying favorable legislative protection, shaping consumer demand,
or influencing technology deployment. Alternatively, individuals can seek to
challenge the dominant business model and influence industry evolution by
carving out niche opportunities or specific target consumer segments as Pacific
Southwest Airlines (PSA) did. In some cases, entrepreneurial activity within a
period of stability and maturity may create the foundation for the “next” domi-
nant niche business model. PSA’s model was adopted and adapted by Southwest
Airlines which, in turn, became a new and profitable business model—one that
established airlines have tried to emulate. Likewise, opportunities that emerge
from reinvention and turnarounds championed by leaders, such as Gordon
Bethune’s transformation of Continental, can also redefine the future parame-
ters for success and alter the competitive landscape. The actions of leaders not
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only influence the dominant business model in an industry, but they can also
lengthen or shorten the periods of dominance in an industry’s lifecycle. For
instance, Juan Trippe’s tireless lobbying efforts to secure and defend a global
monopoly on international air travel enabled Pan American World Airways to
sustain a dominant position in the industry for almost four decades.

As we have seen in our stories of airline executives, entrepreneurs played key
roles in building a viable industry during a period of great uncertainty and
confusion. During start-up periods, there are typically several models of poten-
tial success and a variety of competitive frameworks—each one vying for dom-
inance. Beyond start-up phases, entrepreneurs have also played a key role
throughout the industry by introducing new potential models of success. Some
start as small niche opportunities that then became the foundation for a dom-
inant business model design while others carve out a perfectly comfortable
position as an alternative, albeit a nondominant business model.

As an industry grows to critical mass, managers take a prominent role in
defining a dominant business model that enables companies to dramatically
expand their scale and scope. Managers shepherd the industry through massive
periods of growth by scaling their operations and introducing innovations to
protect and sustain their dominance. The level of variation in the competitive
landscape during periods of maturity typically narrows. Managers focus on
how to operate better, faster, and cheaper within the dominant business design.
In some respect, the actions of managers during periods of industry maturity
can have an unexpectedly significant impact on the industry’s evolution. The
innovations that they introduce to differentiate their businesses during this
time are typically adopted by all other mainstream competitors. Differentiation
is thus a fleeting advantage, as its rapid imitation simply recalibrates the base
level of success for the entire industry. During the regulated, mature phase of
the airline industry’s evolution, C. R. Smith of American Airlines and Pat
Patterson of United Air Lines tried to differentiate their companies through
their introduction of customer loyalty programs, stewardesses, and on-site food
preparation—however, all quickly became standard practices in the industry.

The cresting of an industry’s demand growth provides opportunities for
leaders or change agents to develop new models that can fundamentally rede-
fine the conditions and parameters of success. Through a focus on streamlin-
ing, operational efficiency, or bold reinvention, creative leaders can establish a
new or reestablish a dominant business model as Gordon Bethune did with
Continental Airlines. These times typically call for a significant focus on reen-
gineering existing business models and processes. This can also be an opportu-
nity to exploit pockets of latent potential as Herb Kelleher and Southwest
Airlines did when they targeted nonflying regional commuters.

Certain periods during an industry’s lifecycle seem to be particularly poised
for specific leadership archetypes (entrepreneurs during start-ups, managers
during periods of growth and maturity, and leaders during periods of decline).
Yet, across all phases, an industry develops through a co-evolutionary process
in which individuals shape and are, in turn, shaped by the context of their
times. The balance of power between the individual and the environment
can vary over time (see table E.1). During certain periods, individuals have a



Table E.1

How airline executives shaped and were shaped by their context

How executive was shaped by context

Executive’s role in shaping context

Harry Guggenheim

Fund for the
Promotion of
Aeronautics

C. E. Woolman
Delta Air Lines

Juan Trippe
Pan American

World Airways

C. R. Smith

American Airlines

Pat Patterson

United Air Lines

Herb Kelleher

Southwest Airlines

Gordon Bethune

Continental Airlines

.

.

.

Role of airplanes in World War I
European airline industry
dominance

High profile accidents

Technology advances by Wright and
Curtiss

Air show in France in 1909

Locked out of early airmail contracts
Market opportunity in agriculture
Underserved regional market
Service to country during

World War II

Glut of World War I surplus planes
Locked out of domestic airmail
contracts

World War II—need for expansion
in Pacific

Postwar international competition
(IATA)

Expansion of international

competition post-World War IT

Part of “Big 4” industry
consolidation—beneficiary of
Postmaster Brown

Regulation

Fear of flying

Part of “Big 4” industry
consolidation—beneficiary of
Postmaster Brown

Regulation

New aircraft

Success of Pacific Southwest
Less stringent intrastate legislation
Deregulation

Deregulation

Intense competition
Leveraged buyouts
Mergers & acquisitions
Industry consolidation
Demoralized staff/industry

¢ DPublic perception

Safety

Sharing of technical information
Promotion of Charles Lindbergh

Combined agribusiness with
aviation

Created regional service

Started passenger service before
airmail service

Move to hub and spoke model after
World War IT

Competed against slower
international travel alternatives

Heavy government lobbying
Technological advances (jets)

Military partnership

International diplomacy —
“ambassador” for U.S. interests
around globe

Introduction of DC-3
Safety focus
SABRE reservation system

Customer loyalty programs
Admirals Club

Flight training center

Stewardesses

Airline food service

Centralized maintenance and
operational centers

Labor-management relations

Alignment of systems, technology,
culture, and people
Single aircraft—standardized

maintenance and support

Low cost, no frills

Attract new customers (non-air
travelers)

Point-to-point service

Focus on business customers

Back to basics approach

Streamlining, simplifying
operations

Elimination of bureaucracy
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disproportionate impact on the evolution of the industry. This was certainly
the case during the start-up phase of the airline industry. During other periods,
the context defines the parameters for success so tightly that it constrains the
latitude of an individual’s actions.

Lessons Learned

Industries are shaped by the actions of both internal and external forces.
Individuals as the agents of internal change can establish, protect, and redefine
a dominant business model of success at a particular point in time. External
forces such as government regulation, technological innovation, or geopolitical
forces can define the contextual landscape and have an equally large effect on
the evolution of business models in an industry. Of course, such external fac-
tors can also be influenced by the actions of individuals (through lobbying,
investments in technological partnerships, and global alliances). By under-
standing the nature of this co-evolutionary process, we are in a better position
to determine the type of individuals and the leadership approaches that are best
aligned for success. Our analysis of the co-evolutionary process in the airline
industry in the twentieth century has yielded a number of important lessons
for any industry.

1. Aligning leadership approaches to the appropriate industry lifecycle—As
industries move from one stage of development to the next, there is often
a need to reevaluate the leadership approaches that have been historically
successful. During the shake-out phase of the early airline industry, there
was plenty of room for a wide variety of business approaches and entrepre-
neurial activity. In fact, many entrepreneurs competed with each other to
establish a business model that would be profitable and sustainable.
When the dominant business model emerged, the nature and role of
leadership needed to change. There was less focus on new development
and experimentation and more focus on protection and optimization.
Certain individuals can make this leap from entrepreneur to manager,
but it can be extremely difficult for many who feel stifled by the closing
down of opportunities and possibilities and the increasing need for focus-
ing on standards and building a stable organization. It is important to be
attuned to the lifecycle stage of an industry to determine the type of
leadership that is required for success.

2. Impact that individuals have on influencing the direction of the
industry—As is evidenced in table E.1, individuals can influence the
direction of an industry to a significant degree during any stage of an
industry’s lifecycle. For instance, in the early years of the airline indus-
try, Harry Guggenheim helped to promote the growth of the industry
through investments in technology, information sharing, and public
relations, and Juan Trippe played a significant role in defining the condi-
tions and options for international travel originating from the United
States. C. R. Smith was a key player in establishing passenger travel as a
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viable economic engine through his work with Douglas Aircraft to create
the DC-3, the first commercially viable passenger plane. Trippe played a
similarly influential role in the advent of the jet age in the early 1960s.
During the postregulatory phase of the airline industry’s evolution,
Gordon Bethune of Continental Airlines adopted a back to basics
approach to streamline the company’s operations for a radically changed
competitive landscape. Though industries are shaped by several environ-
mental factors, including demographic shifts, social mores, and govern-
ment intervention or nonintervention, individuals have opportunities to
harness these forces for their own advantage and the advantage of their
company. As we have seen, many of these external forces can also be
heavily affected by the actions of the individuals themselves.

3. Co-evolutionary process of leadership style and context and the need for
adaptation—The co-evolutionary development of an industry essentially
requires individuals to adapt and change their approaches as the context
and conditions for success change. Many managers entrenched in the
protection of a dominant business model lose sight of the changing com-
petitive landscape and fail to modify their approach. This failure can not
only lead to their dismissal, but can also lead to the ultimate demise of
the company. Industry dominance can be a double-edged sword.
Protecting one’s position within an industry is only half the battle. It is
important for managers who are in a dominant industry position to be
cognizant of the competitive forces or environmental factors that can
reshape the competitive landscape. A hyperfocus on one way of doing
business can prevent even longer-term success. Too many contextual fac-
tors change for a business model to remain largely immune forever. If an
industry remains the same for too long, the underpinnings for that sta-
bility can become artificial or forced. If a company chooses to ignore the
percolating changes on the contextual horizon, they risk losing their rel-
evance. Many mature airlines who invested in one model of success were
fundamentally unable to move quickly enough to build a new format for
success when the contextual landscape changed. This failure to adapt
was, in large part, the death knell for Pan Am and Eastern.

The lessons learned from the CEOs and founders in this book are not unique
to the airline industry; they can be applied to the study of any industry. For
instance, the dramatic implosion of the financial services sector in 2008 is an
indication that a new type of leader and a new form of leadership is required. The
industry lifecycle in financial services has crested and is on the downward slope.
The laissez-faire government policies in this sector and the growth at all costs
approach of business leaders are no longer relevant. Complex alliances, obscure
financial packaging, and excessive compensation have been replaced with a need
for greater openness and transparency. The future focus of leaders in this indus-
try will be less about growth and more about change, cost containment, and
operational efficiency—all within the new strictures of government oversight.
Beyond orchestrating the turnaround, leaders will need to reconceptualize and
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reinvent the financial services sector. The automobile industry is facing a similar
fate and will require leaders to shepherd its turnaround.

While the financial services and automobile industries are facing turmoil
and upheaval, many web-based businesses are facing the initial challenges of
growth and maturity having passed through the entrepreneurial phase. Amazon,
Google, Yahoo, and e-Bay have already been engaged in characteristically man-
agerial activities, including mergers, acquisitions, alliances, and vertical inte-
gration. As these businesses seek to expand and capitalize on their initial
growth, they are focusing more on the scale and scope of their operations.
E-Bay has focused on acquiring various entities in the online delivery and pay-
ment chain. The growth of others such as Google will depend on the expansion
of services (i.e., increase in scope) beyond its core search engine. And Yahoo's
survival may very well depend on a strategic alliance or merger with a larger
entity. Individuals at the helm of these web-based businesses will need to have
a broader managerial outlook to ensure that their dominance within the indus-
try is protected and ultimately, sustained.

As these web-based businesses work on the optimization and maximization
of their business models, entrepreneurs are scrambling to define a business par-
adigm in the green/environmental sector. Although there have been several
previous attempts to launch a sustainable green industry, no company has been
able to gain significant traction to develop a dominant business model. That
appears to be changing in the face of global warming and the constant calls for
renewal energy. In many ways, former Vice President Al Gore is the Guggenheim
of the green revolution. Like Guggenheim, Gore has played the role of evange-
list in trying to galvanize public support and political backing for green-based
industries. The commercial and consumer climate seem well poised to support
entrepreneurs who can deliver “green” technologies, products, and services.
Over the next several years, a variety of businesses will likely emerge to capital-
ize on these opportunities.

These stories demonstrate that it is important for any individual to under-
stand the contextual framework in which he or she operates and how that
framework relates to the lifecycle stage of the industry. Are there pockets of
new opportunity? Is there a dominant, entrenched business model for success?
If so, how does one penetrate it? In what ways can the context be shaped to
create a new opportunity or to reinforce a dominant position in the industry?
The answers to these questions will help individuals to assess what type of
leadership is required and what opportunities are on the horizon. The answers
will also demonstrate the degree to which individuals can influence their own
outcomes. We hope that our stories of airline executives inspire readers to be
both respectful and aware of the power of environmental factors and yet feel
empowered by their personal ability to influence their context.
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