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Air Transport — Nationalisation or Merger ? 

By " Economist" 

"Economist" takes for granted that air hand is a luxury with which view this paper violently differs.. 
The case for rationalisation that he puts up is unanswerable. But recognition, whether it is effected by 
merger or nationalisation; must have as its principal aim the. expansion of air travel by reduction of costs 
by all possible means and lower fares. Rationalisation is inevitable in any case, but it would bar future 
progress, if this main object is lost in ensuring that surviving operators are able to pay their way.—Ed. 

IN the post-war period no industry 
offered greater scope for planned 

development because no industry 
was so closely controlled in every 
detail of its operations as the A i r 
Transport Industry in Ind ia . But 
no industry produced such poor 
results as did A i r Transport . I n -
deed, if the progress of air transport 
is a guide to industr ial progress in 
the controlled economy envisaged 
by the Five-Year Plan, even a con
f i rmed believer in p lanning would 
become a disciple of Professor 
Hayek. 

According to a recent statement 
of the Communications Minister , 
Shri Jagj ivan Ra in , Government are 
actively considering measures to 
rationalise civi l aviat ion through 
integrat ion of the air lines, No 
details have yet been given. When 
the future shape of die industry is 
thus on the. anvi l , it would be ap
propriate to examine the reasons 
for its present pl ight and consider 
possible solutions thereof. 

It is unfortunate that the Civi l 
Av ia t ion Directorate should pub
lish only statistics of air craft miles 
flown and traffic carried and keep 
the publ ic ignorant of the f inancial 
side, of these operations, although 
the Directorate keeps itself ful ly 
in formed through scores of returns 
f r o m the air lines. One has to 
rely, therefore, on the two-year-old 
report of the A i r Transport Inqu i ry 
Committee ( A T I C ) to assess the 
present state of the Industry's 
affairs. T h e A T I C at t r ibuted the 
f inancial difficulties of the air lines 
to the fo l lowing factors which, as 
it would presently be apparent, were 
largely due to the policy of Govern
ment : (1) too many operators, (2) 
rising costs, and (3) reduct ion in 
fares to uneconomic levels. 

A l though the post-War Recon
struction Plan of Government pub
lished in 1945 envisaged a regulat
ed development of civi l aviat ion 
through not more than four com
panies, twenty-one companies wi th 
an authorized capital of Rs 42 
crores and paid up capital of 
Rs 9.7 crores were allowed to enter 
this industry by the Controller of 
Cap i ta l Issues. To qualify for 

licences to operate Scheduled Ser
vices, these companies equipped 
themselves w i t h many war surplus 
Dakotas and started a scramble for 
the l imited supply of technical per
sonnel by pushing up salaries to 
fantastic levels. The established air 
lines also expanded their organisa
tions in anticipat ion of new routes. 
The A i r Transport Licensing Board 
confronted w i t h so many companies 
clamouring for licences abrogated 
its pr imary funct ion by issuing 
licences indiscriminately, wi thout 
proper assessment of traffic poten
tial on the routes for which licences 
were being issued. New operators 
received permission to operate on 
the routes wh ich other air lines 
were already serving. Licences 
were issued to thirteen companies 
when only four wou ld have been 
adequate. W i th i n 3 yeans many air 
lines came to grief. So far four 
have gone into l iqu idat ion and one 
has shifted to Pakistan. The 
remaining operators, w i th the excep
t ion of one, viz., Airways ( Ind ia ),  
are in a none too happy position. 

Aviat ion is essentially a high cost 
industry but in Ind ia the position is 
worse because of high fuel prices 
and wage scales on the one hand 
and surplus staff and equipment on 
the other. The price of aviat ion 
spirit though already high as com
pared w i th other countries, has been 
going up rapidly in the last 5 years. 
In Bombay, i t has increased f rom 
As 30 in 1946 to As 50 per Impe
r ia l gallon at present. As the fuel 
b i l l represents about 25 per rent of 
the total cost of an air l ine, the 
above increase amounts to an i n 
crease of 16 per cent in the total 
cost. Government, realizing the 
consequences of the fuel price i n 
creases, granted some relief by way 
of a rebate of customs duty on avia
tion spiri t at the rate of AS 9 per 
gallon f rom M a r c h 1, 1949 to 
M a r c h 3 1 , 1952 and at the rate of 
As 8 per gallon thereafter upto the 
end of 1952. This rebate did not 
obviously help to reduce the cost 
of the air lines as it was more than 
offset by fuel price increases after 
the devaluation of the rupee in 
1949. 

Wage bills increased due to the 
rise in salary scales of the scarce 
technical personnel and higher 
clearness allowances as the cost of 
l iv ing had gone up. Surplus staff 
was also responsible for unduly 
h igh labour costs in some compa
nies. L o w aircraft ut i l izat ion 
coupled w i th Government regula
tions requir ing certificate, of air
worthiness overhaul every year in 
creased the cost of aircraft main
tenance. T h e air lines could not 
increase fares to offset higher costs 
part ly due to competition f rom 
those operating parallel routes and 
part ly because of the policy of the 
Licensing Board not to permit i n 
crease in fares in accordance wi th 
the anti- inf lat ionary policy of Gov
ernment. On the contrary, i t 
encouraged a tendency of lowering 
fares by f ixing the passenger fares 
for the Night A i r M a i l Service at 
first class rail fare plus 12½- per cent. 
The air lines were forced to reduce 
their fares for day services so as 
not to become uncompetit ive. The 
A T I C found l ic i t these fares were 
uneconomic even fur the night ser
vices carrying the bulk of the mails 
w i t h a comparatively higher rate 
of payment. The Committee found 
that the air lines had suffered a 
total loss of Rs :58 lakhs in 1940. 
despite the Government assistance in 
the fo rm of petrol rebate of Rs 37.8 
lakhs. 

According to the A T I C four air 
lines would be adequate for the 
existing scale of operations. To 
br ing down the number f rom nine 
to four, it suggested cancellation of 
the provisional licences of three 
operators inc luding Himalayan 
Aviat ion operating the night air 
mai l services. The remaining six, 
hav ing ten-year-term licences, could 
not be deprived of their routes. 
The Committee, therefore, welcom
ed the move for a voluntary merger 
of Deccan and A i r Services and 
hoped, but did not expect, that 
Airways (India) would merge wi th 
Bharat. Its reorganisation propo
sals were framed on the basis of 
five companies. 

The Committee could not recom
mend any rationalization of the 
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route patterns of the air lines as 
term licences had already been 
issued. It merely suggested that 
the Bombay-Nagpur-Calcutta day 
and night services and the Delh i -
Madras night service, the provi
sional licences for which were to he 
cancelled, be allotted to Airways 
(India) and Deccan-Air Services 
merger respectively. 'The m i n i m u m 
fares recommended by the A T l C 
were As 3¼ per passenger mile for 
the t runk routes and As 3¼ per 
mile for others as against only 
As 2½ per mile prescribed for the 
night services by the Licensing 
Board. The Committee also recom
mended an increase in mail rates 
f rom Rs 2-12 to Rs 3-1 per ton mile. 
The air lines were asked to prune 
then organisations and reduce costs 
and (Government were requested to 
help in this by taking over surplus 
aircraft for free maintenance and 
by absorbing surplus technical per
sonnel in the Ind ian A i r Force or 
the Civi l Aviat ion Department. 
The Committee realized that despite 
rationalization the air lines might 
not always break even. It there
fore suggested that the petrol rebate 
at As 9 per gallon be continued 
upto the end of 1951 and at As 6 
per gallon in 1952 by the end of 
which it hoped that the air lines 
would have set their house in order. 
The Committee recommended that 
in October 1952 the position he 

reviewed and if possible a subsidy 
scheme based on the standard costs 
and estimated revenues calculated 
in accordance w i th the formula 
prepared by it be introduced. 

The Government of India accept
ed the recommendations of the 
A T I C with important reservations. 
The provisional licence of H ima
layan Aviat ion was cancelled hut 
the number of scheduled operators 
was not reduced because subse
quently the same company was 
given a licence to operate a service 
from Calcutta to Kabul , The pro
posal for the merger of Deccan A i r 
ways w i th A i r Services was rejected 
as uneconomic. Instead, the con
trol of Deccan was taken over 
from the Hyderabad Government 
and the night services were allotted 
to i t . When Ind ian Overseas A i r 
lines went into l iquidation, the 
Bombay-Nagpur-Calcutta day ser
vice was given to Airways ( I n d i a ) , 
The min imum fares proposed by 
the Committee were not accepted 
on the ground that the air lines 
were prepared to operate at lower 
lares and therefore the public 
should not be made to pay higher-
fares. 

Government accepted the stand
ard costs recommended by the 
Committee but the petrol rebate 
was continued only upto the end of 
1951 as staled previously. Since the 
beginning of 1952 the following 

subsidy scheme is in operation:(1) 
Government w i l l make good the 
short-fall between the actual reve
nue and the actual or standard cost 
whichever is less. (2) If the actual 
cost is less than the standard cost, 
a bonus equal to half the difference 
between the two w i l l be paid. 

Al though two years have rapsed 
since the publication of the Com
mittee's report, the fact that the 
financial position of the air lines has 
not improved materially is evident 
f rom the latest financial results of 
the important air lines which are 
reproduced in the table (page 1075). 

The reasons for the continued 
losses of most of the air lines are 
not difficult to seek as the half-
heartened action taken by Govern
ment in implementing the recom
mendations of the A T I C has not 
removed any of die difficulties of 
the industry. There are still too 
many operators for the present 
l imited market for air transport. 
There are eight scheduled operators 
including two provisional licencces. 
The distribution of routes continues 
to be inequitable and i r ra t ional ; 
revenues of most of the air lines 
are inadequate. W i t h the alloca
tion of the Night Air M a i l services to 
Deccan Airways, the position of this 
company has improved substantially. 
Airways ( I n d i a ) , the only air line 
making profits consistently, has 
made further gains through rapid 
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expansion wi thout undue increase 
in costs, thanks to the grant of 
many addit ional routes by Govern
ment and the enormous increase in 
traffic on the Assam routes due to 
poor land communications between 
Assam and the rest of Ind ia . The 
other. air lines were not so for tu
nate and they lost further ground 
due to fa l l in. traffic and increasing 
costs. Passenger fares have not 
increased because of competi t ion. 
Despite some retrenchment of staff, 
the air lines continue to have sur
plus staff and equipment. 

Government have now been 
forced to take notice of the sad 
pl ight of the air lines for two rea
sons: (1) Any further deterioration 
in the financial position of the 
major air lines w i l l endanger the 
safety of passengers; and (2) It w i l l 
be necessary to replace the present 
obsolete aircraft at least on the 
t runk routes w i th modern aircraft 
in the next few years. The tech
nical experts meeting called by the 
D G C A in January 1952 estimated 
that 15 Vickers Viscount or Con-
vair- l iner 340 wi l l be required, 
invo lv ing an investment of over 
Rs 6 crores at least two- th i rd of 
wh ich w i l l have to be provided by 
Government. As the recent Press 
Note points out, Government can-
not obviously loan such a large 
amount to the companies whose 
paid up capital is only about Rs 5 
crores and one-third of which has 
been lost through losses. It is in 
these circumstances that Govern
ment are contemplating measures 
to rationalize the industry. 

It is a moot point whether the 
implementat ion of the Committee's 
recommendations could have placed 
the industry in a sound position. 
The number of air lines would not 

have been less than six as there 
was no incentive for Airways 
( I nd ia ) making good profits to 
merge voluntar i ly w i th Bharat w i th 
its large accumulated loss, surplus 
equipment and comparatively un
economic routes. Even the merger 
of Deccan w i th A i r Services, taken 
for granted by the Commit tee, was 
not an economic proposition as the 
routes of the two companies would 
have required operations f rom three 
bases, Bombay, Hyderabad and 
Madras ; and besides, the new com
pany would have been faced w i th 
serious problems of disposing off 
surplus staff, equipment and f inding 
work ing capital as a substantial 
por t ion of the capital of both Dec-
can and A i r Services has already 
been lost through losses. 

The problem of rat ionalization of 

the route patterns of the various 
air lines was not at al l touched by 
the Committee because term licen
ces had already been issued, and 
any re-distr ibution would have 
raised the question of compensation 
to the term licence holders. There 
is no doubt that the present allo
cation of routes is both inequitable 
and i r rat ional , e.g., the operation of 
Madras-Tr ivandrum service by A i r 
I n d i a , Bombay-Nagpur-Catcutta 
night service by Deccan Airways 
and Calcutta-Rangoon service by-
Ind ian Nat ional Airways involve 
dupl icat ion of their maintenance 
bases, thereby increasing costs. It 
would be more economical for 
Deccan to operate Madras-Tr ivan-
drurn service and for A i r India to 
operate Bombay-Nagpur-Calcutta 
service. Again the operation of the 
night and day services on the latter 
route by two operators, Deccan and 
Airways ( I n d i a ) , require, four air
craft—instead of only two, which 
would be enough if the same ope
rator were to operate both the ser
vices. In fact, considerable economy 
can be achieved if the duplication 
of operators on the same route is 
el iminated and the routes are so 
distributed that an air line can 
secure max imum uti l izat ion of its 
aircraft and ground facilities. 

The implementat ion of the Com
mittee's recommendations regarding 
fares and petrol subsidy could have 
afforded some relief to the hard 
pressed air lines. A i r transport is 
a luxury and unt i l the standard of 
l iv ing of the people is raised very 
substantially, it w i l l remain so. It 
is, therefore, meaningless to enforce 
fares lower than first class air-condi
tioned railway fares on the air lines 
especially when the cost conditions 
of the Industry do not justify. The 
night service experiment is not a 
financial success despite the carriage 
of the bulk of the mails fetching a 
higher rate of payment. 

it is thus evident that the pro
posals of the A T I C , if implement

ed, could have only alleviated the 
difficulties of the industry. To 
achieve a lasting solution a drastic 
reorganisation and rationalization 
of the industry is inevitable. 

At present the scheduled domes
tic air lines perform about 120,000 
Hying hours. When the new planes 
are introduced, the scale of opera
tions in terms of flying hours w i l l 
be reduced substantially in view of 
their higher speed and larger carry
ing capacity. Thus a Convair can 
carry twice the number of passen
gers in two- th i rd of the time as 
compared w i th a Dakota. Further
more, owing to their high cost the 
annual aircraft ut i l ization w i l l have 
to be over 2,500 flying hours per 
aircraft in order to be economic. 
This can be achieved only when the 
size of the fleet is sufficiently large 
to ensure, f lexibi l i ty in maintenance 
and overhaul schedules and conse
quently the scale of operations must 
also be large. The number of ope
rators required wi l l therefore be 
even smaller than four recom
mended by the Committee. T w o 
companies based at Bombay and 
Calcutta wi th subsidiary bases at 
Madras and Delhi to operate ser
vices originating there would be 
more than adequate for the exist
ing s i de of operations. In Austra
lia there are only two air lines to 
cater for a much larger traffic and 
they operate the services so effi-
cienlly that despite relatively low-
fares they are making profits. 

The international services to the 
West and to the South-East of 
India can be entrusted to the two 
domestic air lines in view of their 
small scale of operations. At pre
sent they are being operated by 
demies tic air lines as A i r Ind ia 
International is only a legal entity 
for which the entire work is done 
by Ai r Ind ia. The competit ion in 
international air transport is so 
keen that there is not much scope 
for substantial expansion of Indian 
services abroad unless (Government 
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are prepared to subsidise such ser
v i c e heavily For pol i t ical reasons. 

W i t h the merger of tin- air lines 
into two companies, the question of 
rat ional distr ibution of routes would 
be automatically solved as each 
company would be given only those 
routes which can be operated by it 
at a comparative advantage. Thus 
the Bombay company can operate 
services f rom Bombay to Madras, 
De lh i . Calcutta, Karach i and Sau-
rashtra and f rom Delh i to West 
Pakistan and Kashmir . The Cal
cutta company can operate services 
f r om Calcutta, to Rangoon. Assam, 
Madras and Delhi besides services 
to Colombo, T r i vandrum and Delhi 
f rom Madras. For international 
services Bombay would obviously he 
the base for services to Europe. and 
Af r ica and Calcutta for services to 
the Far East and South-East Asia. 

Wi l l the existing eight domestic 
and one international air lines be 
persuaded to merge voluntar i ly into 
two companies? This is a diff icult 
question to answer, but Govern
ment can easily eliminate two ope
rators, Himalayan and Kal inga, 
who have only provisional licences. 
It may also be possible to secure a 
voluntary merger of A i r Ind ia , A i r 
Services of Ind ia , Deccan Airways 
and Ai r India Internat ional in view 

of the poor financial praspects of 
the first two and the substantial 
Government interest in the last two 
companies. The prospects of a 
voluntary merger of Airways, Bha-
ral and I N A are rather remote as 
Airways has nothing to gain f rom 
a merger and the question of the 
control of the new company may 
prove a serious obstacle. In the 
event of voluntary mergers, the dis
posal of surplus staff and equip
ment w i l l also be a problem unless 
Government undertake, to take over 
the sin plus equipment and absorb 
surplus staff in the. A i r Force or 
the Civi l Av iat ion Department as 
recommended by the A T l C . I f the 
air lines fai l to merge voluntar i ly. 
Government wi l l have no alterna
tive left but to nationalize the 
entire industry because under the 
Constitution it is very doubtful 
whether Government can force an 
unwi l l ing air l ine to merge into 
another private air line through 
legislation. 

Indeed there is a very good case 
for the nationalization of the air 
transport industry in the country 
When road and rail transport are 
being nationalized why air trans
port , wh ich in many advanced 
countries is State-owned, should 
remain in private bands in India? 

the industry, i f nationalized, w i l l 
not be able to keep pace w i t h the 
rapid technological progress in air 
transport or provide personal ser-
vire to passengers is BOAC, Quan-
tas and other State-owned air lines 
have been able to hold their own 
in competi t ion w i t h the most effi
ciently managed air lines of the 
wor ld . T h e industry, i f left in p r i 
vate hands, w i l l have to he subsi
dized as a second l ine of defence, 
when losses are incurred but when 
it makes prof i t only shareholders 
benefit. If nationalised, Govern
ment, w i l l have a free hand in 
effecting rationalisation and it 
would be possible to have more 
effective co-ordination between the 
industry and the Ind ian A i r Force. 

Even if air transport is reorgan
ised through voluntary mergers, the 
State w i l l have to assist by taking 
over surplus equipment and advanc
ing loans for the purchase of new 
aircraft. Government obviously 
cannot provide huge sums for these 
purposes wi thout effective pa r t i 
cipation in the control of these 
companies, ft is thus inevitable 
that Government w i l l become an 
active part icipant in the reorganis
ed industry, whether it is nat ion
alized or not. 
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