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EXECUTIVE SUMMARY

On June 23,1987 the Transportation Center of Northwestern University convened a
three day conference on the implications for safety of the Airline Deregulation Act of
1978 and the Motor Carrier Act of 1980. These Acts were passed because it was felt
that increased competition and freedom for carriers to quote individual rates would
lead to lower real rates and benefits to consumers, while not denigrating the quality of
service, particularly its safety component. It was commonly believed that the
environment of strict economic controls by regulatory bodies, and the practice of legal
collusion between carriers within rate bureaus had led to excessive reliance on some
forms of costly quality competition. In addition, the tendency of the regulatory
bodies to treat cost increases as pass throughs in granting rate increases had, it was
believed, resulted in wage rates that were out of line with productivity. It is clear that
changes in the regulatory situation have greatly slowed the rate of increase in real
wages in the two industries.

There is still debate as to how large the benefits to consumers and shippers from
increased competition and reduced rates have been, though few dispute the fact that
they are positive and substantial. However, serious questons have been raised about
the impact of regulatory reform on the quality of service in the two industries, safety
bemg the major issue.

THE AIRLINE INDUSTRY

3.

No one disputes the fact that increased rate competition in airlines has led to
increased: travel delays; travel time for many travellers; and the incidence of lost
baggage. Taken alone such disbenefits would not have been enough to create the
growing sense that deregulation may have been permitted to go too far. Many
travellers and members of Congress are uneasy because they believe that safety has
been compromised _

. Airline acmdent statistics for the commcrmal sector do not support the position that

safety has been denigrated. The forty year downward trend in the number and rate of
accidents, fatal accidents, and fatalities has not been reversed under deregulation.

Supporters of regulatory reform rest their case that safety has not been compromised
with these numbers. However, there is serious debate about what the future is likely
to be in safety terms. Some serious scholars of the airline industry hold that the
margin of safety, which they tend to think of as a type of stock, investments in safety
built up in the days of economic regulation, is being worn away. Therefore, it is
argued, past experience is not a good predictor of the future. :

Adherents of the safety stock theory hold that increased competition and financial
pressure on firms leads them to skimp on majntenance and training. Even some large
firms have been found to fall below minimum Federal Aviation Administration
standards. At the same time, the federal government has been involved in
contradictory policies. The policy of deregulation held rates down and resulted ina |
significant increase in travel. However, the effective maximum capacity of the air
traffic control system has been reduced. Physical facilities have not been expanded
and improved. In addition, the number of Full Performance Level controllers is
smaller than it was in the past. The result is increased congestion at major hub
airports, and increases in runway incursions and near midair collisions.
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It is not clear that such increases will necessarily result in a higher accident rate in the
future. Nevertheless, prudence and a rational consideration of efficiency issues call
for the adoption of a set of policies to deal with congestion and the quality and.

- quantity of the infrastructure of the industry. The policies include: the adoption of a
system of congestion prices at the major hub airports during peak times of travel;

landing fees based on the usage of airport capacity rather than the weight of aircraft;

mandatory use of altitude indicating transponders in private aircraft which use air

space in the vicinity of major airports; a more rapid increase in the number of .

- controllers, perhaps by the rehiring of those fired controllers who are willing to

accept positions with loss of seniority; full utilization of the Aviation Trust Fund for
purposes of more rapid adoption of advanced collision avoidance systems and the
reequipping of the national airspace system; and increased number of airports. The
latter will require more than funding, it will requlre that society cope with the
environmental problems that airports involve.

THE MOTOR CARRIER INDUSTRY

7.

10.

Concerning the motor carrier industry, there is clear evidence that open entry and a
reduction in the power of rate bureaus have led to rates that are lower than they would
otherwise have been. Moreover, when it comes to the impact of regulatory reform on
quality of service, there is a very clear difference between the airline and motor carrier
industries. Complaints by shippers that the quality of service has deteriorated are
largely absent. One can read as widely as one wishes in the professional literature on
logistics, physical distribution and materials management and fail to find evidence of
the kind of user unrest that characterizes airline passenger travel.

There is a commonly held belief that the motor carrier industry now poses a more
serious threat to highway safety than it did in the era of economic regulation. There
are many new entrants, and it has been found that their initial accident record is
inferior to that of established carriers. Operating margins have been depressed by
increased competition, and there is evidence, though it is weak, that financially
stressed carriers invest less in safety measures. The quality of the labor force also
appears to have declined somewhat, at least as a short run phenomenon, because of
the significant increase in the number of operators as a result of deregulation.

Despite the evidence on new entrants and financially stressed firms, the index of truck
accidents per truck mile fell by 12 percent between 1978 and 1985. The decline is 30
percent if obvious deficiencies in the index are eliminated. Much of the concern about
the impact of trucks on safety comes from auntomobile drivers and their
representatives. There is serious reason to question the perception of an increased
risk to highway safety from trucks. Automobile fatalities in truck related accidents
(per mile of auto travel) actually fell by 21 percent in the deregulated period. Of
course no claim is made that all of this decline is the result of deregulation.

The essential conclusion is that there is no objective evidence to support a.position
that economic deregulation has so far caused a degradation in highway safety.
Participants at the Northwestern University Conference strongly supported the
position that where safety difficulties are identified they should be be addressed by
safety measures not economic regulation. There was general agreement that the
program of road inspection and safety audits should be expanded; that there should be

- continued emphasis on driver licensing and training; and that there should be an

expanded system of data gathering on accidents and violations, including those of
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intrastate and commercial zone operators, which would be available to énforcement
personnel. To the writers of this report it seems that the availability of such data to
shippers would also serve to put pressure on some carriers to operate more safely.
Additionally, the commercial zones of cities no longer appear to serve the function for
which they were created. They should be done away with and the firms who operate
within them granted regular certificates.

CONCLUSION

11.

In conclusion, up to this point in time, there is no evidence that regulatory reform has
denigrated safety in the motor carrier and airline industries. However, it is clear, and
broadly understood by economic and other experts, that changes in economic,
including regulatory, conditions can lead to decisions that change safety conditions.
The role of the government, the amount and nature of safety surveillance, and the
quality and quantity of physical infrastructure should adjust accordingly. An
important lesson learned from the United States' experience is that changes in the
environment of economic regulation that achieve their economic goals also require
that there be a careful and timely reevaluation of the role of government in overseeing
safety and providing infrastructure.




Table of Contents

EXECULIVE SUMIMATY ooocverciiniri rerreevorrrsssssasstssaosrasinassresonssasssansbasssses st sosses aves serass s bbsmmst robbob betnid bomnsbues bneebvansassansnsnssis st conses TN v
Introduction ... oo oo eee eS8 reeses e 7443045450454 2 AR P 4444142045421 et et xiii

Arnold R. Weber (President, Northwestern University)
Welcoming Address : 3

Part I._Setting the Perspective -

Senator Brock Adams (Democrat, Washington)
“Contemporary Issues in Surface Transportation: Economic Pressures and Safety Priorities” ......... ; rnrevines ; 7

Senator John C. Danforth (Republican, Missouri) _
“Transportation Deregulation and Transportation Safety: Comtemporary Issues” ..., . R brvestreasasersantseren O 15

Thomas Gale Moore (Council of Economic Advisors) )
“Deregulation and Safety” ettt db bt ram e v SRR, 29

Part II. The Theori

John C. Panzar and Ian Savage (Northwestemn University) )
“Regulation, Deregulation and Safety: An Economic Analysis” ......... ey R AL 11 e AT P e R e AT rad et b7 et easan b 35

Severin Borenstein and Martin B. Zimmerman (University of Michigan) : o :
“Market Incentives for Safe Commercial Airline Operation™ ......... Lo bt iAben b A A bbbt e e s AR ans e e et s bt se e hemrs snbanth braeks 75

Clifford Winston (Brookings Institution} :
“The Incorporation of Safety and Govermnment Poi.lcy in the Cost-Benefit Analysis of Deregulation™ ... 93

Robert P. Neuschel (Northwestem University) - . .
“Managing Safety Under Deregulation” [ 99

Ezra Hauver (University of Toronto) - .
“The Reign of Ignorance in Road Safety: A Case for Separating Evaluataon from Implementauon ............................................................ 113

W. Kip Viseusi (Northwestern University) : .
“The Effect of Transportation Deregulation on Worker Safety™ .. s 141

Part TII. The Airlines _
A n n |

Jerome F. Lederer and John H. Enders (President Emeritus and President, Flight Safeiy Foundaﬁon)
“Aviation Safety: The Global Conditions and ProSpeCIS™ . oo s et st en s sl pamese st ot de s s st shm s et st semraesesanac 183

B, Evidence

John K. Lavber (Board Member, National Transportation Safety Board)
“Assessing the Impact of Deregulation: The Benchmarks of Airline Safety” OO SN 223

Adiby Kanafani and Theodore E. Keeler (University of California, Berkeley) o .
“New Entrants and Safety: Some Statistical Evidence on the Effects of Airline Deregulation” Lt une i iieisiinenssnn s e etusni s 237

David R. Hinson {Chaimman and Chief Executive Officer, Midway Airlines) )
“Dereguiation and Air Safety: An Expanding Airiine's VHEW™ ©rsereeusneressns i sssesserssrssorsus rsssaresenssesareevasa aresases s st snsesssssssssssas snesstenrassensreserns 209

Clinton V, QOster, jr. and C. Kurt Zorn (T.ndlana Umversny) ) .
*Airline Deregulation: Ts it SHL SaE 10 FIYT" ottt ars s sas v s st s sas b s s s sttt asssss st sessnssssssvess st onss 200

Nancy L, Rose (Massachusetts Institute of Technology) _
“Financial INflUences o AUTINE SAFELY™ oo iiiiiriinie e sersiasss ersaaass sestosams et sias st o ss s st st ses sesbasmss s reaes s rantsmsee s een s seesereneat srbnsans et srsmsner seseseass SHD

James Guyette (Executive Vice President, Operations, United Airlines, Inc.)
"Deregulation and Safety: A Large Carrier's VIeW" e

Michael E. Levine (Yale University)

“Discussant’s Observations on the Evidence of Lmkages Between Economic Deregulation and Safery . S 331




John J. Nance (Author, Attomey, former airline pilot)

“Economic Deregulation’s Unintended but Inevitable Impact on Aifine SaFety™ ... voecemerrmecrsercascrmeressecrmereesarenscsmsasconees 335

John E. O'Brien (Director, Engineering and Air Safety, Air Line Pilots’ Association)

“Deregulation and Safety: An Airline Pilot's Perspective™ ...... 3353

Geoffrey Lipman (Executive Direcior, International Foundation of Airline Passenger Associations)
“Deregulation and Safery: A Passenger Perspective’™ ...t i corcerecreensconaress caeaes smeaaveanmrarssrensesss e sassessasssssesssaseassserass s ssresssrtensssrsars 390

C. Infrastructure
Elizabeth E. Bailey (Dean Camegie Mellon Umversuy) and David M. Kirstein (Beckman & Kirstein)

IO I SCREAUINE™ <reirrsiesesirstraisstreimsersanmst sasnassrssesssaatasssssess sebssoassssss e sbssessbn Fos o ba a1 5448 0 0t S Sms brmbrsmeereas ot sen st s0s At Sratss sranes semstessassassesrasessennsnes 395
Joseph E. Stiglitz (Princeton University) and Rlchard J. Arnott (Queens University)

“Safety, User Fees, and Public Infrastructure™ 411
Witilam F. Bolger (President, Air Transport Association of America) :

“Dereguiation: Past or Prologue? (Whither the Infrastructure?}” 441
Robert L. Crandail (Chairman, President and Chief Executive Officer, American Airiines)

LNChEOn AUIBSS it it crrcaresararrersisasasissssssnssrsassss ssssvesssses sss ussvs nns sesmissssstsmsssnns esns boness 128800288418 40888880t bheb bbmmmmnsmeems fe s eeceeeet peaemaememn satamn rece 453
James J. Hartigan (Chairman, United AJ:lmes) R
LUNCREOM AGQGIEES iivriniiinirsianiis st sttt et armacs seness e sessoraresss avasesarersass re s ressasesosssaasroasasas osasesErere s rasss bos ars veaan bresserssessensrssserarasssaseans shsnne s 461
D. Surveillance

Herbert R. MeLure (Senior Associate Director, Transportation Issues and Planning, General Accounting Office)

“The Need for Additional Surveillance in the AIrENE INAUSIY™ ...c.vcamrrorcrcrscrrrssseorecrsmeseasseneressassaars sosare snsssssssesas sassasesasssnssesssssessrssssssssssrssen 467
Robert W. Baker (Senior Vice President—-Operations, American Airfines)

“Surveillance Requirements 0f The LUBOS" ... e ivrrree s sassrsasseressransrearsssssrsssssrnsss sos sensessenessrassas snessssrssssenssss sensssnsnsasst sbsms sesse 473
Steven J. Brown (Vice President, Aviation Policy, Aircraft Owners and Pilots Association} .
“The Impact of Airline Deregulation on General Aviation” . rrarre s et anaraben s a e 481

John 8. Kern (Deputy Associate Administrator for Aviation Standards, Federal Aviation Administration)
“Eifect of Deregulation on the Federal Aviation Administration’s Inspection and Surveillance Efforis” ..o 487

C. O. Miller (System Safety, Inc.)

“[Discussant's Observations on Aviation Surveillance and INFIASITUCIUIE™ ....ooiccierereicmecvesessanveamesienseesronsssesrssersas ravsesserersssesrasssssassssorsassarssesns 501
John M. Albertine (Vice Chairman, Farley Industries; Chair, President's Commission on Air Safety)
“Overall Review of Air Safery [ssues™ OOV RRIUOOOR. | |
E. Summary
Devra L. Golbe (City University of New Yori) and Monte Lazarus (United Airtines)
“Summary and Policy IMPLCAHONS FOr AUL™ ...uviirisssss s srssmssresssessssssssassasssssssssns ssmmsssssssssss ssbstessmsenton ssases semsen seassmsssmsnsasssssessessom teenensmsmsosanser 513
Ronaid R. Braeutigam (Northwestem University)
"Airline Deregulation and Safety: A COMIMENL" ........cvviverrevenrrrrrseesercersns sessranns L SR R 4 b 14 Shn A b 400 Sab et s sran 319
Part IV, Motor Carrier
ing th n

Paul P. Jovanis (Northwestern University)
“A Perspective on Motor Carrier Safety Issues in the 19BOS™ .ot cirepr s eeemmeerermser s s srrssstss srasrabssssssasrenssssspsstssanss e 529 .
B._Evidence
Barry M. Sweedler {Director, Bureau of Safety Programs, National Transportation Safety Board) and Patricia A. Loach (NTSB)
“Truck Accidents: What We Don't KIIOW™ ... iermisemssinsrmsrsemsrs osssessimnsssnss sassissrs ssasss sasssssssssesss satasbsss s bebas bonets sansus sessrmsstssmasssenssssmssesare 353
Thomas M. Corsi (University of Maryland) and Phlllp Fanara, Jr. (Howard Umverszty)

“Effects of New Entrants on Motor Carrier Safety™ .o ioreeeceiceecuncrneeeseeennee OO T YOy TPOIOOs 11 |
James J. Johnston (President, Owner Operators Independent Driver Association of America)
“Deteriorating Motor Carmier Safety: A NOI-ISSUE" ..vvioeni e ieinisess st sssess st sesacasis st sessrssstsebasssess s ssssssssssesasesss essensseraspesssssosprasesseneravessenrets 593
Kenneth D. Boyer (Michipan State University)
“The Safety Effects of Mode Shifting FOUOWING DEregulALiOn" .mivrermereirsssresrsimses iertssas ssasssssssasassssstasssssscos bosses boessmstenriebesas s ses s et s sseassense 603




xi

Garland Chow (University of British Columbia)
“Deregulation, Financial Condition and Safety in the General Freight Trucking Industry” ...l

Russel] B. Capelle, Jr. (Director of Research and Statistics, Regular Common Carrier Conference) and
Richard Beilock (University of Florida)
“Deteriorating Safety Conditions and the Results of Reduced Economic Regulation of the Motor Carrier Industry:

The General Freight/[.T], Trucking INdustry PErSPECHVE™ i..iiviiitimsismesierrsssrsssacesienae s srosss srssrtemt s nine s s it 445 s 48 3 s S0

Richard F. Papai (Director of Safety, Ruan Transporation)
“Deregulation and Safety: A Truck Load Camier's View” .ovue

Richard P. Schweitzer (Legislative Counsel, Private Track Council of America)

“The Myth of Economic Deregulation and Safety in the U.S. Motor Carrier Industry™ e siesiscminssciranmiosnns

R. V. Burham (Director, Safety and Health) and
Norman A. Weintraub (Chief Economist, Intemational Brotherhood of Teamsters)
“Motor Carrier Deregulation and Safety: A Labor Perspective™

Charles H. Woolard (Materials and Logistics Department, E.L du Pont, dz Nemouss and Company,
representing the Naticnal Industrial Transportation League)
“Motor Carrier Deregulation and Safety”

Forrest Baker (Consultant to American Automobile Association Foundation on Track Safety)

“Safety [mplications of Structural Changes Occurring in the U.S. Motor Carrier INGUSHY” evrenemssrmmsnisnssssesissnimssssiassis sees

Thomas J. Donohue {President and Chief Executive Officer, American Trucking Associations}
Luncheon AdAIBSS . e imisiieniissismt i ssrs i s tsses e seamarssnens sesssassnetssst st ers ahs sennse

C, Suyrveillance

James E. Daust (President, Commercial Vehicle Safety Alliance) and David L. Cobb (Michigan State Police)

“The Relationship Between Economic Deregulation of the Motor Carrier Industry and its Effects on Safety” .o

Jack V., Currie (Director of Safety, American Trucking Associations)
*Improved Compliance: Greater Expectations and More InSpection” ....cwimiriommrmne st cesstistsssssvonane

Robert E. Farris (Deputy Administrator, Federal Highway Administration)
“Motor Carrier Program Responsibilities of the Federal Highway Administration”

Joseph M. Clapp (President and Chief Executive Officer, Roadway Services)
Luncheon Address......... SRS

D._Summary

Paul P. Jovanis (Northwestem University} and Kenneth A, Thompson (Vice President, Safety, Yellow Freight System)
“Summary and Policy Implications for Motor Carmiers” ... i s e

Part V. Th Vi

Philip W. Haseltine (Deputy Assistant Secretary for Policy and International Affairs, U.S. Department of Transportation)

“Economic DeregulaLion and Transporation SALELY™ ... sirersmis i erenss st asersaser st ares seasr s sss essens sonses sonsossmessearssrmsses

James H. Burnley, 1A (Depur.y Secretary, U.S. Department of Transportation)
Keynote Address .. essesserasesseteamessereiesesesatessresseebt tneaEsaL se R RO RTA RS oY R Re e SeEREe R sb et sra bt bebmbeant et bnt

Par The International Per iy

Martin S. Albu (Head of Freight Policy and Road Haulage) and
Michael H. Glover {Principal Scientific Officer, UK Depantment of Transport)
“The Regulation of Road Freight Transport in Britain”

Ramsey M. Withers (Deputy Minister, Transport Canada)

“Transportation Safety and Economic Regulatory Reform: The Canadian Perspective’ .ottt ssnssinsons

Par I, Th n¢lysion

Leon N. Moses and lan Savage (Northwestern University)

“Transportation Deregulation and Safety: Summary Repoit on @ COnference” . i s i s

Background Information

.. 669

689

.......... 693

711

737

745

T

785

... 795

801

809

.. 817

845

.. 899 -




INTRODUCTION

- Inthe fall of 1985 a group of the faculty at the Transportation Center at Northwestern
University perceived mounting public concern about transportation safety. Some commen-
tators contended that the root cause of this concern was the competition that emerged
following the economic deregulation of the air and motor carrier industries.

The rationale of the people who argued that way goes as follows. The regulatory
environment in which industries function, and changes in that environment can have very
important impacts on the economic structure, performance and competititve strategies
adopted by the firms in these industries. Thus in the case of the airline and motor carrier
industries, significant reductions in barriers to entry and exit, and the loosening of controls
on price adjustments have led to such changes as: (1) expansion in the number of firms in
each of the industries; (2) reduction in the average size of firm; and (3) a significant relative
shift from service to price competition. The changes in industry structure, performance, and
competitive posture that result from regulatory changes may in turn have very important
implications for the safety policies adopted by firms. Government safety regulations and
oversight policies may also have to be modified to achieve whatever levels of safety that
society decides it is appropriate to have in the different transportation industries.

The Transportation Center therefore decided to sponsor a scientific conference to
explore these inter-relationships and linkages between economic regulation, industry struc-
ture, and safety. The goal that was set for the Conference was to identify the linkages and
clarify their implications for the kinds and amounts of resources that society must devote to
safety regulation.

In the suceeding eighteen months up to the Conference the public disquiet over the
issue did not abate. This level of concern was reflected by the wide interestin the Conference.
Not only were we able to assemble over 50 speakers representing government, industry,
academia, labor and consumer groups; but additionally we were financially supported by
government, labor, and industry. The wide spectrum of support indicating the determination
by all sections of the transportation community to exchange information, ideas and experi-
ences in order to access current knowledge on the subject.

Over 300 delegates from the United States, Canada, Europe and Australia attended
the two-and-a-half day Conference held in Evanston on June 23-25, 1987. Additionally, over
25 representatives of the media were in attendence and news of the Conference was carried
across the wires and in papers and trade journals around the country.

A pre-determined feature of the Conference was that all shades of informed opinion
were represented on the podium. Full papers from each of our speakers are included in this
volume. The Conference organizers, ably assisted by Devra Golbe and Monte Lazarus in the
aviation sessions and Paul Jovanis and Kenneth Thompson in the motor carrier sessions, had
the difficult job of summarizing the main findings, and the areas of agreement and
disagreement. Their reports are found at the end of the volume, and at the end of the papers
on aviation and motor carriers respectively.

A second pre-determined feature was the wide dissemination of our deliberations.
We received extensive media coverage at the time of the Conference. In addition to the
distribution of these proceedings, we have produced a small booklet containing the executive
summary and concluding papers which we will circulate to those in key positions to influence
policy discussion. Finally, a scholarly book is in the process of preparation and will contain
the “edited highlights™ of the Conference. This will be handled by a major publishing house
w1th an anticipated press date of late 1988.
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