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STUDY OF ESSENTIAL RAILROAD PASSENGER SERVICE

WEDNESDAY, JULY 24, 1968

U.S. SENATE,
COMMITTEE ON COMMERCE,

TRANSPORTATION SUBCOMMITTEE,
Washington, D.0 .

10:05 a.m., in room 1202, New Senate
B. Pearson presiding.

SURFACE

The subcommittee met at
Office Building, Hon. James

OPENING STATEMENT BY THE CHAIRMAN
Senator PEARSON. The committee will come to order.
Senator Lausche is at the Foreign Relations Committee meeting.

He will be over as soon as he can. I am going to open these hearings
at his request and make a short statement, which is the chairman's
statement.
The hearings today and tomorrow are on the June 25, 1968, recom-

mendations of the Interstate Commerce Commission proposing that
(1) for 2 years following enactment a special test of public conven-
ience and necessity and financial burden should be imposed on all pas-
senger trains which represent the last remaining interstate service
in either direction between two points provided by a rail carrier and
(2) the Secretary of Transportation, acting in cooperation with the
Interstate Commerce Commission and other Federal agencies, should
undertake and submit within 1 year following enactment a study of
the existing and future potential for intercity railroad passenger
service in the United States.
These recommendations of the ICC are contained in a bill, S. 3861,

introduced on July 19, 1968, by request of the Commission. S. 3861
also includes proposed amendments to section 13a contained in the
ICC's June 25, 1968, recommendations.
The Surface Transportation Subcommittee last year held a series

of hearings (May 24, 25, July 31, August 1, 2, 3, and 25, 1967) on a
number of passenger train service bills, including proposed amend-
ments to section 13a of the Interstate Commerce Act recommended
by the ICC S. 512, introduced by Senator Williams of New Jersey,
and S. 168,5, introduced by Senator Case, to amend section 13a and
Senate Joint Resolution 52, introduced by Senator Moss and Senate
Concurrent Resolution 25, introduced by Senator Alloti for himself
and 25 other Senators, to provide for moratoriums and studies of pas-
senger train service and related matters.
The Commerce Committee, at its July 18, 1968, executive session,

voted to hold these additional hearings on the new June 25, 1968, ICC

Staff member assigned to this hearing: Stanton P. Sender.

(1)
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proposals for a special test applicable to "last trains," and for a study
of railway passenger service potential. The bill and agency comments
will be placed in the record at this point.
(The information referred to follows:)

[S. 38431, 90th Cong., second sess.]

A BILL To amend section 13a of the Interstate Commerce Act, to authorize a study of
essential railroad passenger service by the Secretary of Transportation, and for other
purposes

Be it enacted by the Senate and House of Representatives of the United
States of America in Congress assembled, That section 13a of part I of the
Interstate Commerce Act (49 U.S.C. 13a) is amended to read as follows:
"13a. (1) A carrier or carriers subject to this part, if their rights with respect

to the discontinuance or change, in whole or in part, of the operation or service
of any passenger train or ferry operating between a point in one State, the
District of Columbia, or a foreign country and a point in any other State or
in the District of Columbia, are subject to any provision of the constitution or
statutes of any 'State or any regulation or order of (or are the subject of
any proceeding pending before) any court or an administrative or regulatory
agency of any State, may, but shall not be required to, file with the 000711-
mission, and upon such filing shall mail to the Governor of each State in
which such train or ferry is operated, and post in every station, depot, or
other facility served thereby, including stations, depots, or facilites on the
property of other carriers which share in the operation of said train, notice
at least sixty days in advance of any such proposed discontinuance or change.
The carrier or carriers filing such notice may, upon the expiration of, but
not during, the notice period, discontinue or change any such operation or
service pursuant to such notice except as otherwise ordered by the Commis-
sion pursuant to this paragraph, the laws or constitution of any State, or the
decision or order of, or the pendency of any proceeding before, any court or
State 'authority to the contrary notwithstanding. Upon the filing of such notice
the Commission shall have authority during said sixty days' notice period,
either upon complaint or upon its own initiative without complaint, to enter upon
an investigation of the proposed discontinuance or change. Upon the institution
of such investigation, the Commission, by its investigation order served upon the
carrier or carriers affected thereby at least twenty days prior to the day on which
such discontinuance or change would otherwise become effective, may require
Such train or ferry to be continued in operation or service, in whole or in part,
pending hearing and decision in such investigation, but not for a longer period
than seven months beyond the date when such discontinuance or change would
otherwise have become effective: Provided, That the Commission may further re-
quire such train or ferry to be continued in operation or service, in whole or in
part, for a period of no longer than two months beyond the date specified in its in-
vestigation order, pending completion of the investigation or the Commission's
determination of any petition or petitions for reconsideration of its decision and
order in such investigation. However, if during the notice period, the carrier or
carriers discontinue or change, in whole or in part, the operation or service of any
train or ferry, the Commission shall retain jurisdiction to enter upon an inves-
tigation of the change or discontinuance and may require the immediate restora-
tion or continuance of operation or service of such train or ferry until the
expiration of the notice period. When an investigation by the Commission is
instituted under this section, the carrier or carriers filing such notice shall
have the burden of establishing that public convenience and necessity permit
the proposed discontinuance or change, in whole or in part, and that the
continued operation or service of such train or ferry without discontinuance
or change, in whole or in part, will unduly burden interstate or foreign com-
merce. If, after hearing in such investigation, whether concluded before or
after such discontinuance or change has become effective, the Commission
finds that the public convenience and necessity permits the proposed discon-
tinuance or change, in whole or in part, and that the continued operation
or service of such train or ferry without discontinuance or change, in whole
or in part, will unduly burden interstate or foreign commerce, the Commis-
sion shall by order permit discontinuance of operation or service of such train
or ferry, in whole or in part. If, however, the 'Commission finds that the opera-
tion or service of such train or ferry is required by public cOnvenience and
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necessity and will not unduly burden interstate or foreign commerce, the Com-
mission may by order require the continuance or restoration of operation or
service of such train or ferry, in whole or in part, for a period not to exceed
one year from the date of such order: Provided, however, That, for two years
following the enactment of this proviso, where any trains or ferry proposed
to be discontinued represents the last remaining passenger train or ferry
operated in either direction by the carrier or carriers proposing such dis-
continuance, between a point in one ,State and to a point in another State,
the District of Columbia, or a foreign country or from a point in the District
of Columbia to a point in any State or a foreign country, the Commission shall
require the continuance of the operation or service in question for one year
from the date of its order unless it finds that (1) the public convenience
and necessity do not require its continuance, or (2) that it finds that contin-
uance of the service or operation in question will impair the ability of carrier
or carriers proposing such changes or discontinuance to meet its common
carrier responsibilities, considering the overall financial condition of the car-
rier or carriers in question: Provided further, That in the ease of operations
and service covered by the first proviso of this sentence, the Commission
may attach such conditions to its order, requiring the continuance of the
operations or service in question, as are just and reasonable to assure the
preservation of a reasonable level of service for the passenger trains or ferries
required to be continued: And provided further, That the jurisdiction of the
Commission over operations and service subject to the first and second provisos
of this sentence shall be exclusive and the carrier or carriers proposing to
discontinue or change any operation or service covered by these provisos shall
file a notice with the Commission as provided in this paragraph, the laws or
constitution of any State, or the decision or order of, or the pendency of any
proceeding before, any court or State authority to the contrary notwithstand-
ing. The provisions of this paragraph shall not supersede the laws of any
State or the orders or regulations of any administrative or regulatory body
of any State applicable to such discontinuance or change unless notice as in
this paragraph provided is filed with the Commission. On the expiration of an
order by the Commission, after such investigation requiring the continuance
or restoration of operation or service, the jurisdiction of any State as to such
discontinuance or change *mil no longer be superseded unless the procedure
provided by this paragraph shall again be invoked by the carrier or carriers.
"(2) Where the discontinuance or change, in whole or in part, by a carrier

or carriers subject to this part, of the operation or service of any train or ferry

operated wholly within the boundaries of a single State is prohibited by the
constitution or statutes of any State or where the State authority having juris-
diction thereof shall have denied an application or petition duly filed with it
by said carrier or carriers for authority to discontinue or change, in whole or
in part, the operation or service of any such train or ferry or shall not have acted
finally on such an application or petition within seven months from the presenta-
tion thereof, such carrier or carriers may petition the Commission for authority
to effect such discontinuance or change. Upon the filing of such a petition, such
discontinuance or change shall be subject to all of the provisions of paragraph
(1) of this section to the same extent as if the subject train or ferry operated
as described in the first sentence of paragraph (1) of this section: Provided, That
the first, second, and third provisos of the eighth sentence in paragraph (1) of
this section shall not apply to petitions filed with the Commission under this para-
graph. When any petition shall be filed with the Commission under the provisions
of this paragraph the Commission shall notify the Governor of the State in
which such train or ferry is operated at least thirty days in advance of the
hearing provided for in this paragraph, and such hearing shall be held by the
Commission in the State in which such train or ferry is operated; and the
Commission is authorized to avail itself of the cooperation, services, records,
and facilities of the authorities in such State in the performance of its functions
under this paragraph.
"(3) Any State, administrative or regulatory agency of a State, or person,

adversely affected or aggrieved by an order of the Commission entered pursuant
to paragraph (1) or (2) of this section, may bring suit to obtain judicial review
thereof under those provisions of law applicable in the case of suits to enjoin,
suspend, or set aside orders of the Commission."

SEC. 2. The Secretary of Transportation, acting in cooperation with the Inter-
state Commerce Commission and other interested Federal agencies and de-
partments, is authorized and directed to undertake and submit, within one
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year after the date of enactment of this Act, a study of the existing and future
potential for intercity railroad passenger service in the United States to the
Committee on Commerce of the Senate and the Committee on Interstate and
Foreign Commerce of the House of Representatives. In making this study, the
Secretary shall consider, among other things:

(1) Existing resources of all types for meeting the Nation's present pas-
senger transportation needs.
(2) Anticipated expansion of those resources by 1975 on the basis of cur-

rent governmental or private activities (such as the interstate highway pro-
gram, by Government, and auto production increased, by industry).
(3) The Nation's expected passenger transportation needs, including busi-

ness, private, and defense movement, in the years 1975 and 1985.
(4) The ability of the existing resources, or resources as expanded by

current governmental or private programs, to meet these anticipated needs
adequately, efficiently, economically, expeditiously, safely, and comfortably,
at least as far ahead as 1975.
(5) The ability of improved railroad passenger service to meet these

anticipated needs.
(6) The proper role of the carriers and governmental bodies in developing

the required quality and quantity of service, including methods of financing
operations which are necessary but not economically viable.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C., July 31, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.S. Senate.
DEAR Mn. CHAIRMAN: Reference is made to your letter of July 22, 1968, re-

questing our comments on S. 3861, which would amend section 13a of the Inter-
state Commerce Act, 49 U.S.C. 13a, and authorize a study of essential railroad
passenger service by the Secretary of Transportation.

Section 13a was added to the Interstate Commerce Act in 1958 (Pub. L. 85-625,
72 Stat. 568, 571), at the instigation of rail carriers which urged that the several
states, by denial or by refusal to act, prevented the cessation of passenger train
operations and ferries no longer required or used by the public. It provides a
method and procedures to make it possible for carriers by railroad subject to
the Interstate Commerce Act to discontinue or change, in whole or in part, the
interstate or intrastate operation or service of trains or ferries operated by them,
notwithstanding otherwise applicable state laws.

S. 3861 is intended to impose on the railroads and on the Interstate Commerce
Commission new criteria for the change or discontinuance of certain interstate
and intrastate passenger train and ferry operations; also, it would authorize
a study by the Secretary of Transportation, in cooperation with the Interstate
Commerce Commission and other interested Federal agencies, of the existing
and future potential for intercity railroad passenger service in the United States.
The enactment of S. 3861 would not directly affect the functions or operations

of our Office, nor would it adversely affect the interest of the United States as a
user of transportation. While we are aware of the need for viable solutions to the
existing passenger transportation problems created in part by the increasing
urbanization of sections of our country, we have no specialized knowledge of
these problems and make no recommendation as to the action to be taken on the
bill by your committee.

Sincerely yours,
FRANK H. WEITZEL,

Assistant Comptroller General of the United States.

HOE. WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.S. Senate, Washington, D.C.
DEAR MR. CHAIRMAN: This refers to your request of July 22, 1968, for the views

of the Federal Maritime Commission with respect to S. 3861, a bill to amend

FEDERAL MARITIME COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., August 2, 1968.

•
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section 13a of the Interstate Commerce Act, to authorize a study of essential

railroad passenger service by the Secretary of Transportation, and for other

purposes.
Inasmuch as the bill does not affect the responsibilities or jurisdiction of the

Commission, we express no views as to its enactment.
The Bureau of the Budget has advised that there would be no objection to the

submission of this letter from the standpoint of the Administration's program.

Sincerely yours,
JOHN HARLLEE,

Rear Admiral, U.S. Navy (Retired) , Cha/irman.

OFFICE OF THE SECRETARY OF TRANSPORTATION,
Washington, D.C., July 10, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.S. Senate,
Washington, D.C.
DEAR Mn. CHAIRMAN: In the Department's letter to you dated June 27, 1968,

we presented our preliminary views on the Interstate Commerce Commission's
Report concerning intercity rail passenger service and proposed amendments
to Section 13(a) of the Interstate Commerce Act. We indicated that we would
welcome the responsibility for conducting a study of the existing and future
potential for intercity passenger service of the type proposed, provided sufficient
funds and the power to compel the appearance of witnesses and the production
of documents were authorized. We further indicated that views on the other
recommendations of the Commission would be provided within the near future.
Your Committee has since requested our views on S. 1175 (Committee Print #1).
We are pleased at this time to offer our further views on the Commission's re-
quest and recommendations and on S. 1175 (Committee Print #1) . The Depart-
ment has posed no strong objections, and poses none now, to the various technical
changes to Section 13(a) set forth in S. 1175 (Committee Print #1). For the most
part they are either technical or limited in scope.
The Department supports the Commission's recommendation for a thorough

study of the intercity passenger problem to assist in the creation of a more
positive public policy. The general guidelines suggested by the Commission in its
report are good ones. In particular, we would emphasize the Commission's ad-
monition that any study of this problem should consider the overall intercity
passenger transportation requirements of the country and should look at inter-
city railroad passenger service within this larger context.
At the same time, it should be understood that any such study will encounter

substantial difficulties. The extensive investigation of intercity railroad passenger
service conducted by the Interstate Commerce Commission in 1959 (306 I.C.C.
417) and the exhaustive study conducted by the Senate Committee on Commerce
which culminated in the publication in 1961 of the so-called Doyle Report
similarly concluded that by any usual tests the need for intercity railroad
passenger service had largely disappeared.
Thus, any new study of this problem must develop some concept of public

need different from that indicated by market preferences, or its conclusions will
simply be a restatement of those already reached by two previous studies. We do
not believe it will be enough merely to develop a new means of measuring need.
We must also find a way to determine how much public or private money we are
justified in spending to meet any identifiable extra-market need. There are no
existing studies which provide satisfactory answers for either of these problems.
Another problem associated with any thorough study of intercity passenger

transportation is that existing data on intercity passenger travel is at best
fragmentary and incomplete. The information which we are collecting in connec-
tion with the Northeast Corridor Transportation Planning Study and the
Northeast Corridor Passenger Train Demonstration projects will constitute the
first reasonably complete profile of intercity passenger travel yet compiled.
Compiling data complete for the country as a whole will require more years
and more funds beyond those funds now available for such purposes.
If it is the judgment of the Congress that the Department of Transportation

should assume responsibility for such a study, then we must respectfully urge
that the expediture of additional funds must be authorized beyond those presently
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at our disposal. The Department must also be given the power to compel the
appearance of witnesses and the production of relevant data and documents.
Finally, we advise the Committee that at least two years would be required for
us to produce any meaningful and constructive study results.
While the Department supports the need for a study and technical amendments

to Section 13(a), we do oppose that section of the Commission's proposed
legislation which would direct the Commission to require the continuance of any
"last remaining passenger train . . . between a point in one state and to a point
in another state . . . for one year from the date of its order" throughout a period
of two years following the enactment of the legislation. In our judgment, this
proviso could constitute an implicit moratorium on the discontinuance of some-
thing in excess of 40 percent of the presently remaining intercity railroad
passenger service. Since alternative forms of transportation are available to the
would-be traveler between virtually any and all points in this country, we can
find no logic in the suggestion that the last unpatronized railroad passenger train
between two points should be subjected to any different tests of public necessity
than the first such unpatronized train.
In all of this, the Committee must be aware that the financial condition of the

nation's privately-owned railroads is a cause for increasing public alarm. When
the Congress enacted Section 13(a), the railroads were suffering from depressed
earnings in deteriorating financial condition, and a shrinking market. We find
that the situation today is, if anything, less comforting than it was then.

In 1958 the Class I railroads had net income of $602 million, down from the
previous five-year average of $825 million. In 1967 their net income was $555
million, down from an average of $728 million for the previous five years. The
railroads have experienced an accelerating rate of financial deterioration since
the early 1950's. The ratio of debt to total capitalization is 36 percent. Addi-
tionally, the industry's share of the intercity freight market also has declined
steadily. In 1958 the railroads' share in ton-miles was 46 percent. In 1967 their
share had dropped •to 42 percent. The decline of the railroads' dollar share,
however, has been much more dramatic. In 1958 the railroads' share of the
United States intercity freight bill was approximately 32 percent; by last year
this figure had dropped to 24 percent, and it is still going down.
It should be noted that virtually all railroads in the Western world run a

fiscal deficit on their passenger operations. This passenger deficit has in all
cases been a principal contributor to the deepening overall financial problems of
railroads everywhere. In fact, since the Dutch and Swiss national railways first
went into the red in 1966, the only major railroads in the Western world which
do not now run an overall operating fiscal deficit are the privately owned, tax-
paying railroads of the U.S. and Canada.
With regard to the recommendation that the Post Office may curtail any addi-

tional reductions in mail contracts involving passenger trains for two years, we
defer to the views of that Department. However, as we have stated previously
to the Committee, we believe that the Post Office should be free to provide service
to the public in the manner it deems most appropriate and efficient. We see no
overriding reason for the Post Office to be burdened with the subsidization of any
uneconomic service. Stated somewhat differently, the burdens and problems of
rail passenger service, having arisen in part from more favored Federal treat-
ment of other modes, should not be placed on the shoulders of the postal service
any more than they should on hard-pressed railroad companies.
In summary, the Department poses no objections to the technical amendments

to Section 13(a) as embodied in S. 1175 (Committee Print #1) and as recom-
mended by the Interstate Commerce Commission. The Department does not favor
that proviso in the Commission's proposed bill which would subject "last trains"
to special criteria in a discontinuance proceeding. The Department would accept
responsibility for a study of the type proposed by the Commission but urges addi-
tional funding for the study as well as extension of the time period to two years,
with the right to subpoena witnesses and records.
The Bureau of the Budget advises that from the standpoint of the Administra-

tion's programs there is no objection to the submission of this report for the con-
sideration of the Committee.

Sincerely yours,
JOHN L. SWEENEY,

Assistant Secretcvry for Public Affairs.
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Senator PEARSON. The first witness this 
morning is Chairman Paul

J. Tierney of the Interstate Commerce
 Commission.

We are very pleased to have you here, sir,
 and ask you to proceed as

you desire.

STATEMENT OF PAUL J. TIERNEY, CHAIRMAN, INTERSTAT
E

COMMERCE COMMISSION, ACCOMPANIED B
Y MRS. VIRGINIA 1VIAE

BROWN, VICE CHAIRMAN; RICHARD BRI
GGS, SPECIAL ASSISTANT

TO CHAIRMAN; ROBERT CALHOUN, LE
GISLATIVE COUNSEL;

THADDEUS FORBES, DEPUTY DIRECTOR,
 BUREAU OF PROCEED,-

INGS ; AND FRITZ KAHN, DEPUTY GENERA
L COUNSEL

Mr. TIERNEY. Thank you, Mr. Chairman.

Before I read my statement, Mr. Chairman,
 I would like to announce

that with me at the hearing is the Vice Ch
airman, Mrs. Virginia Mae

Brown.
I would also like to identify the gentlemen h

ere at the witness table

with me.
On my far right is Mr. Richard E. Briggs,

 Special Assistant to the

Chairman.
On my immediate right, Mr. Robert L. Calh

oun, Legislative Counsel.

On my immediate left, Thaddeus Forbes,
 Deputy Director of the

Bureau of Proceedings.
To his left, Mr. Fritz Kahn, Deputy General Co

unsel.

Senator PEARSON. We are pleased that you are al
l here. I know you

will help make a good contribution to the heari
ngs on the subject.

Mr. Chairman, proceed if you will.
Mr. TIERNEY. On behalf of the Commission, I

 want to express to

you our sincere appreciation for the opportuni
ty to come before you

on this most serious and important matter. We at
 the Commission fully

appreciate the committee's setting aside time t
o hear, consider, and.,

hopefully, act on the Commission's recommendat
ions in this area.

Since each member of the committee has been
 provided with our

"Report on Intercity Rail Passenger Service 
in 1968" and its ap-

pendixes, my remarks will basically summariz
e the provisions of

S. 3861 which implement the legislative recommen
dations made in the

report.
I have brought along a map which shows graphi

cally the extent to

which various communities have lost regular
 intercity railroad pas-

senger services since August 1958. The purple
 tracing of railroad

routes shows areas with regular intercity passe
nger service in both

August 1958 and May 1968.
The red dotted lines trace the routes of regul

ar passenger service

which have been abandoned over the near 10-yea
r period.

The red hashmark lines paralleling certain o
f the purple lines

show routes of services for which applications
 for discontinuance of

the last remaining regular services are now 
pending before the

Commission.
The map quite clearly highlights the drastic dec

line in the points

served by regular intercity rail passenger operat
ions during the last

10 years.
In New England, north of Albany, N.Y., and 

Boston, all non-

commuter service has been discontinued, with on
e minor exception.
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While many passenger routes have been discontinued in the Middle andSouth Atlantic States, the basic route structure has remained essentiallythe same.
The greatest number of discontinued routes appears in the greatmidwestern section of the country. These are predominantly serviceroutes which radiated from the population centers, and the routesconnecting the Great Lakes region to the South.For example, Memphis, which in 1958 had service routes radiatingin 10 directions, now is served only by one north-south route. Sub-stantial reductions in service also appear for such cities as Little Rockand Louisville.
The western transcontinental route structure remains essentiallyintact, although there has been a significant reduction in the frequencyof service, which, of course, is not shown by the map. The future oflong-haul intercity rail passengers is by no means assured, in view ofthe heavy increase in discontinuance notices during the past year.Changes in Federal policy are urgently needed, and a comprehen-sive governmental review of the present and future need for intercityrail service should be undertaken at once. The northeast corridorproject involves only a limited part of the problem. Beyond that, theexisting governmental environment does little more than weakly sup-port that level of service which the railroads themselves can afford.The quality and quantity of that service are deteriorating.Senator PEARSON. Mr. Chairman, may I interrupt you for aquestion?
Mr. TIERNEY. Yes, sir.
Senator PEARSON. During this same 10-year period—and I want tomake this map a part of our record here—I notice the decrease inpassenger train service. What has been the increase or decrease infreight over these same lines? Do you have that? In a very generalway, could you 
Mr. TIERNEY. I don't have that figure readily available, Mr.Chairman.
Senator PEARSON. It appears to me that from a half to a third ofthe passenger trains have been discontinued in the last 10 years, justgenerally. What has been the increase in freight? A third, perhaps?Mr. TIERNEY. I hesitate to give you a precise figure on it, but therehas been a modest increase in freight revenues and a substantialgrowth of traffic measured in revenue ton-miles. The relative propor-tion of the intercity freight that the railroads are handling is around43 or 42 percent.
Their relative share of the freight transported in the United Stateshas decreased.
Senator PEARSON. Decreased?
Mr. TIERNEY. Decreased, until—I think around 1967 it began tostabilize around 43 percent.
Senator PEARSON. Go ahead.
Mr. TIERNEY. The forces underlying this trend are growingstronger. Present programs—public and private—cannot reverse thisdecline. And we do not believe that any significant action will be takenuntil a consensus is developed on whether a national intercity railsystem is needed.
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The national ambivalence toward the problem not o
nly fosters inac-

tion and inconsistency in governmental policy, but it
 encourages rail-

roads to continue the present trends.
Our report and the legislative recommendations re

flected in S. 3861

represent an effort to draw attention to the need to 
carefully examine

and resolve these problems.
Turning now to the specific provisions of S. 3861, I

 will outline in

numerical order what the bill before you will do a
nd why we who

bear the responsibility for the public interest feel t
hat it is imperative

that this bill receive prompt attention by the Cong
ress this session.

S. 3861 is composed of two sections. Section 1 
contains in modified

form the recommendations ,first made by the Com
mission over a year

ago to amend section 13a, which were incorporated i
n S. 1175. It also

contains our suggested alternative to Senate-passed S. 2
711, which was

contained in my testimony before the House Subcommi
ttee on Trans-

portation and Aeronautics on February 20, 1968, and tw
o additional

amendments to section 13a which we believe are desirabl
e as a result

of our study of railroad passenger service.
Section 2 of this bill sets forth our proposal for a study of

 the po-

tential for intercity rail passenger service to be conducted 
by the De-

partment of Transportation in cooperation with the Commissi
on.

The provisions of this bill are essentially the same as the dra
ft bill

contained in appendix L of our report. The committee may, t
herefore,

find it helpful to refer to the draft bill, since all of the changes in
 exist-

ing law are underlined for ease in reading. These provisions a
re also

described and explained on pages 59-65 of our report. I am refer
ring

to the appendix of the report, Mr. Chairman, appendix F.

As I have previously noted, many of these changes are derived from

S. 1175, which, in a somewhat modified form, was reported f
avorably

to the committee by the Subcommittee on Surface Transportation on

June 27, 1968.
Following my brief summary of the basic provisions of S. 3861, it

may be helpful to the committee for me to refer back to certain pro-

visions in this bill, particularly the so-called "last train" provision,

which differ from the subcommittee version of S. 1175.
In essence, the changes made in section 13a by section 1 of this bill

fall into six major categories. First, there are a number of procedural

and minor jurisdictional changes in present section 13a (1) , such as

changing the notice from the present 30 days to 60 days; changing the

time within which the Commission must complete its investigation and

issue an order from 4 to 7 months, with provision for an additional 2

months if required to dispose of a petition for reconsideration • and

clarifying the Commission's jurisdiction over trains operated Physi-

cally between points in two or more States or a point in a State and a

point in a foreign country.
Second, S. 3861 also imposes the burden of proving that a train

or trains is not required by the public convenience and necessity and
that its continuance will unduly burden interstate and foreign com-

merce on the carriers.
In response to the objections to this provision made in the earlier

hearings by the carriers, and others, we have included a new sentence
on lines 5-12 of page 4 of S. 3861 which requires the Commission to
make specific findings in terms of the burden of proof and issue an
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order permitting discontinuance where it determines that carriershave met their burden of proof.
Third, S. 3861 incorporates our previous suggestions to deal withthe problem of a carrier discontinuing a train before the expirationof the notice period, which we believe are more workable and efficientthan Senate-passed S. 2711 on the same subject. These suggestionsinclude the insertion of the words "but not during" in line 12 of page 2and the addition of the sentence beginning with "However" in lines13-19 of page 3.
Fourth, it contains a new proposal for special handling of section13a(1) cases which involve the last interstate train between twopoints. This provision is set forth in lines 19-25 of page 4, and lines1-24 of page 5 of S. 3861. This provision of S. 3861 would establishreasonable means to preserve the last rail service by a particularcarrier between a community now served by an interstate train andany other point served by that train where there is a real public needfor that service. Any carrier proposing to eliminate its last remaininginterstate service to a community would have to apply for such reliefunder section 13a and could not seek State relief as under the presentlaw.
Although some questions could arise as to what constitutes the"last train" between any two cities, these are essentially questionsof fact which necessarily must be resolved in context of each par-ticular proceeding.
This bill would also grant the Commission jurisdiction to imposeminimum standards for the quality of service provided by the "lasttrain"—in particular intercity services. In requesting this authority,we are seeking clarification of our authority in this area as discussedat page 42 in our recent report to the Congress. Our authority toimpose minimum service standards for passenger trains has neverbeen tested. A court test would take 1 year, perhaps a year and one-half. We do not believe the public should await the outcome of thistest. Perhaps we do not have the necessary jurisdiction. At least inthis limited area, this bill would dispel these doubts and make clearwhat is now, at best, unclear.
Minimum standards refer to appropriate schedules, food services,sleeper and seating facilities, train consist, and other characteristicsof a standard passenger service. We are not proposing hard and fastservice standards at this time. What we do propose is that Congressstate clearly that it desires us to exercise such jurisdiction. What is rea-sonable service for any train is a question of fact and must be decidedas a matter of our discretion based on the public need and support forsuch services and the costs of operation to the carrier.We do not intend to use this power to require all carriers to providepremium first-class services or to make exorbitant expenditures. Inthe past, we have even suggested the elimination of such services inorder to maintain essential passenger operations. (Seaboard Air LineRailroad Co., Discontinuance of Trains Nos. 17 and 18 between Ports-mouth, V a., and Raleigh, N/ I., 330 ICC 171 (1966) .)On the other hand, we believe that continuation of the last serviceshould be accompanied by minimum safeguards to assure that the pub-lic receives adequate service.
Fifth, lines 8-10 page 2 of S. 3861 provide for more adequate noticeto all rail patrons of a particular train.
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Sixth, S. 3861 makes a number of minor changes in 
section 13a(2)

so as to make that section dealing with intrastate 
service conform to

section 13a(1) in essential respects. Thus, for example,
 the present pro-

visions of section 13a(2) require that the appropriate Stat
e commission

or agency be given 180 days within which to act favora
bly on an intra-

state train discontinuance which S. 3861 changes to 7 m
onths.

This bill also changes section 13a(2) by subjecting p
etitions filed

under that section to all of the procedural requirements s
uch as burden

of proof, judicial review, et cetera, of section 13a(1) exc
ept those pro-

visions dealing with the "last train" which are intended 
to apply only

to "interstate" passenger service.
Seventh, this bill contains the substance of our original re

commenda-

tion to specifically provide for judicial review of all of th
e Commis-

sion's orders issued under either section 13a(1) or section
 13a(2).

As I have previously noted, the committee has before it an
 amended

version of S. 1175 which was reported out by the subcommi
ttee. With

five exceptions, S. 1175, as amended, is substantially the sam
e as S. 3861.

Since the majority of these are technical, they are set fort
h on a com-

parative basis in an appendix attached to my prepared stat
ement.

The two most important differences between the amended v
ersion of

S. 1175 and S. 3861 is the lack in S. 1175 of any special pr
ovision for

dealing with the last interstate train between two points and t
he lack

of a provision for a study of the role of railroad passenger se
rvice in

meeting the Nation's needs for adequate surface transportat
ion facil-

ities. Both of these closely related provisions are in S. 3861.

With respect to our proposal for a study of the railroad p
assenger

service, we understand that the committee has before it two resolu
tions,

Senate Concurrent Resolution 25 and Senate Joint Resolution 5
2, both

of which, in differing forms, call for a study of this area.

With the exception of those parts of these resolutions which im
pose

a flat moratorium on either discontinuances of passenger train
s or ap-

proval of railroad mergers, we have supported these bills, and, in
 fact,

used them to model the study proposed in section 2 of S. 3861.

In this regard, we understand that the Department of Transporta
-

tion may propose certain additional amendments to this section to
 ex-

tend the study for 2 years, to authorize the Department to inspect re
c-

ords of the carriers, and so forth, as outlined in the testimony of F
ed-

eral Railroad Administrator Lang before the House subcomm
ittee

hearing on a bill similar to S. 3861, H.R. 18212.
Although we have been in contact with the Department on theses

amendments, we have not seen any specific amendments as yet. Sub-

ject to such additional evaluation of the exact form of these amend-

ments, as may be required, we see nothing objectionable in the

Department's suggestions.
Although we are strongly opposed to a complete moratorium on

railroad passenger train discontinuances during the pendency of any

study of this subject, we nevertheless recognize that under present

section 13a it is very likely that vital segments of the present network

of rail passenger service may be eliminated before the conclusion of

the proposed study. It is for these reasons that we have proposed the

so-called last-train amendment.
I have previously described the essential aspects of the so-called

last-train provisions. As set forth in more detail on pages 63-65 of
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our report, it is our belief that for 2 years, during the preparation ofthe study and its submission to the Congress, special procedures areneeded to govern the discontinuance of the last intercity train betweenany two interstate points.
- Although, in his testimony before the House subcommittee on H.R.18212, the Federal Railroad Administrator did not oppose any of theother amendments to section 13a, he did oppose this provision statingamong other things that it appeared to constitute an "implicitmoratorium."
A similar view was expressed by a spokesman for the railroadindustry in opposing this provision and all other changes made insection 13a by H.R. 18212.
By definition, a "moratorium," whether implicit or explicit, impliesthe preservation of the status quo. In our judgment, a careful readingof this provision will show that no moratorium on passenger traindiscontinuance is implied or intended.
This provision clearly permits the discontinuance of passenger serv-ice for which there is no public need or, even where there is a publicneed, where the continuance of the service in question will generatelosses of such a magnitude so as to place the carrier's ability to meetits other common carrier duties in jeopardy.Rather than uncritically preserving the status quo, this provisionis simply intended to insure in a meaningful way that vital segmentsof our intercity passenger service which are now patronized will notdisappear during the completion of the study except in specialcircumstances.
Defining the future role of the intercity passenger train and themeans to obtain that level of service will not be an easy task. Noproposal will be popular to both the carriers and the traveling public.The hour is late, Mr. Chairman. This may well be our last oppor-tunity to begin the necessary redefinition of our Federal policies onintercity rail service before significant segments of that 'service areabandoned.
This Nation's future transportation needs are too great and ourexisting resources too limited to allow rail passenger trains to dis-appear without a thorough review of their potential.(The appendix to the prepared statement follows:)

APPENDIX

MAJOR DIFFERENCES BETWEEN S. 1175, SUBCOMMITTEE PRINT NO. 1 AND S. 8861
1. Notice provisions.—As with present section 13a, S. 1175 requires the Com-mission to notify the carriers of its decision to investigate a proposed discon-tinuance within 10 days of the effective date of the discontinuance. S. 3861changes this to 20 days.
2. Time for investigation.—Both S. 3861 and S. 1175 change the time withinwhich the Commission can suspend a discontinuance from taking effect from4 months to 7 months. S. 3861 also provides for an additional two months todispose of a petition for reconsideration of a Commission decision. Such a pro-vision is omitted from S. 1175.
3. Conditioning authority.—S. 1175 gives the Commission general authorityto attach conditions to an order requiring continuance of an interstate trainor discontinuance of an intrastate train "to assure the preservation of a rea-sonable level of serYice". No comparable provision in S. 3861 except as to thelast interstate train (see item 4 below).
4. Last interstate train.—S. 3861 provides the Commission with (a) exclusiveJurisdiction for two years over the last interstate train service provided by a
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particular carrier between two interstate points; (b) imposes a special test of

public need for such trains and financial burden of continued operation of such

trains on the proponent carrier, and (c) authorizes the Commission to impose

such conditions as "are just and reasonable to assure the preservation of a rea-

sonable level of service" for the trains or ferries ordered to be continued. No

comparable provision in S. 1175.
5. Study of rail passenger service.—Section 2 of S. 3861 provides for a one

year study of rail passenger service and related areas to be conducted by the

Department of Transportation in cooperation with the Commission. No com-

parable provision in S. 1175.

Mr. TIERNEY. That concludes my prepared statement, Mr. Chair-
man. I will be delighted to answer any questions that I can.
Senator PEARSON. It is the Commission's position that you have

great reservations on moratoriums on just a blanket basis?
Mr. TIERNEY. Yes.
Senator PEARSON. And to alleviate that proposition, you propose the

"last train" concept?
Mr. TIERNEY. That is correct, sir.
Senator PEARSON. I take it by the provisions of this bill, S. 3861,

that the "last train" concept even then would only be acceptable in your
view as concerns the public interest if you had jurisdiction to provide
some sort of minimum standards of service as you have indicated.
Mr. TIERNEY. That is correct.
Senator PEARSON. You think the "last train" concept is essential to

this further jurisdiction to provide minimum standards of service?
Mr. TIERNEY. That is right. We feel that that jurisdiction would

make it much more effective and meaningful.
Senator PEARSON. At least to hold on to some service until we find

out a little better where we are?
Mr. TIERNEY. That is essentially it, sir. Yes, sir.
Senator PEARSON. In the rush for discontinuances, do you believe

that the acceptance of the "last train" provision in this act would lead
a lot of the carriers to accelerate their discontinuances down to a "last
train" concept?
I don't know if I made my question clear, but sometimes in the effort

to slow up, we accelerate that very action that we are trying to stop.
Mr. TIERNEY. Well, that could be, sir. I would hesitate to make a

prediction. But I would say that certainly as to those particular trains
which were not the last, the same provisions of 13(a) as now exist
would be applied.

Senator PEARSON. So all the procedures are still there?
Mr. TIERNEY. That is correct, sir.
Senator PEARSON. If we pass this entire act, you will have a con-

siderable number of others.
Mr. TIERNEY. Yes, sir.
Senator PEARSON. I wish you would justify for the record, although

I am sure you have done so, these jurisdictional or procedural points
which constitute the first part of this particular bill.
The first point you addressed yourself to is a change of notice from

30 to 60 days; a change in the time for the Commission to complete its
investigation and complete its report; and an additional 2 months to
dispose of petition for reconsideration.
Do you want to go into further justification of those at this partic-

ular time?
Mr. TIERNEY. Yes, sir.

98-319-68--2
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Senator PEARSON. They may be in the record in some other place.
Mr. TIERNEY. In effect, those procedural changes, Mr. Chairman,

have been proposed by the Commission last year and are incorporated
in S. 1175. In effect, what we are seeking here is more time to con-
sider these cases.
Under the present procedure, a notice filed by a carrier for dis-

continuance under 13(a) (1) is effective within 30 days. The Commis-
sion is required to make a determination at least 10 days prior to that
30 days as to whether or not they will investigate it.
Now, we have requested an extension of that time to provide us

more time. The cases today have become more complex and require
more time.
Senator PEARSON. Go ahead.
Mr. TIERNEY. As to the second period, where the Commission de-

cides to conduct its investigation, under the 13(a) provision as now
constituted, we must complete our investigation and issue a report
as to whether or not we will permit discontinuance within 4 months.
If we do not complete that report in 4 months and do not issue an
order, under the terms of the statute the carrier may discontinue
the train, although on a later report and later order on our part
we can require them to put it back in service again.
The justification is essentially the same. As the cases become more

complex and more difficult, we feel we can do a much more credit-
able job on them with more time.
Senator PEARSON. Has there ever been a case where a railroad

continued service after the time for issuing a report had passed?
Mr. TIERNEY. You mean after the investigation period?
Senator PEARSON. Yes.
Mr. TIERNEY. On most occasions, the railroads have volunteered

to maintain service until a report has been issued.
In other words, we advise them and solicit their cooperation: "We

can't complete this investigation. Would you continue the train for
another month until we complete it?"
Yes; we can generally get the cooperation of the carriers in that

way.
Senator PEARSON. Now, on the burden of proof, as a matter of

practice, really, the railroads have always had the burden of proof,
have they not?
Mr. TIERNEY. That is correct, Mr. Chairman.
Senator PEARSON. You want to make it a procedural requirement?
Mr. TIERNEY. That is right. In effect, it is a clarification of the

practice that has been carried on in the past. In addition to that,
it would require the Commission to specifically issue an order with
findings supporting the decision.

Senator PEARSON. Mr. Sender, you go ahead with these questions.
I am going to ask Mr. Sender to put the questions to you prepared

by our staff.
Mr. SENDER. Do you have an estimate, Mr. Chairman, of how many

trains and what percentage of railroad passenger service would be
subject to the "last train" special test?
Mr. TIERNEY. I don't think so. The Department of Transportation

has estimated that it is in the neighborhood of 40 percent.
Mr. BRIGGS. It would be very difficult to determine precisely how

many intercity trains would be subject to the last train provision.
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We do know, for instance, of the 590 remaining intercity trains, over
100 of them are intrastate. They would not be subject to the pro-
visions.
Approximately 200 of them, as a minimum, duplicate other trains

,operating over the same routes. For instance, the New Haven runs
approximately 50 trains over two routes—Springfield-New York and
Boston-New York. Obviously, all 50 couldn't be subject to the last
train provisions.
Beyond that you run into problems in estimating the precise num-

ber of trains. For instance, between New York and Chicago, over the
former New York Central route, there are trains which run only be-
tween New York and Albany, Albany and Buffalo, and Buffalo and
Chicago, and a through train between New York and Chicago.
Now, if they maintain the through train between New York and

Chicago, while eliminating the shorter operations, there would. be
only one train on that route subject to the "last train" provision,
with some minor exceptions for points that might not be served.
If they cut out the through trains first, then there might be four

subject to the provision. In other words, the sequence of trains pro-
posed for discontinuance would substantially affect how many inter-
city trains that could be termed the last train.
We know as a minimum that approximately 60 percent could not

fall under that provision. A significant part of the remaining trains
.could also be exempt from the provision.

Mr. SENDER. Under present law, Mr. Chairman, does the Commis-
sion apply the same test where a notice of discontinuance involves
removal of the last train as it applies in cases where the notice of
discontinuance does not involve the last train?
Mr. TIERNEY. I would say the fact that it is the last train, Mr.

Sender, would certainly be a factor to be taken into consideration.
In other words, it is an additional factor, particularly in the area of
public need. On the other hand, the costs to be saved by eliminating
the last train are also greater in most instances.
So from that standpoint I would say the last train would have an

impact on our decision.
Senator PEARSON. This is really the pressure point, and it is one

of the reasons why you want minimum service requirements, is it not?
When you get down to the last train, then all the problems are accentu-
ated more than ever.
Very frankly speaking, I assume you want these minimum service

requirements because on the last train running between two points
a railroad could very easily just put on any old contraption, run it
back and forth, and, no matter how great the public needs, they may
not be able to tolerate it.
Mr. TIERNEY. That's correct, sir. We think under the circumstances

a minimum amount of service on the last train should be available to
the public.
Mr. SENDER. With regard to the proposed study of the potential of

railroad passenger service, would the Commission have any objection
to the National Association of Regulatory and Utility Commissioners
joining in making the study?
Mr. TIERNEY. Offhand, I wouldn't know of any objection. The in-

tention was, of course, in this study, to cooperate to the fullest with
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State agencies as well as the industry, labor, and other Federal agencies
who may be interested in this.
Mr. SENDER. At last year's hearings, Chairman Tucker testified that

the Legislative Committee of the Interstate Commerce Commission
had written to the Department of Transportation suggesting the De-
partment investigate the operations and service of all rail passenger
carriers with a view toward designating certain trains as part of a
national rail passenger system.
Would you advise what has happened to that proposal?
Mr. TIERNEY. Well, we haven't received a report, Mr. Sender, on

that. I know they have done some preliminary work. They have some
problems, I am sure.
But I think perhaps Mr. Lang could best answer that question.
Senator PF.ARSON. Mr. Chairman, you indicated some concern about
the definition of a "last train." Does this bill provide a good enough

definition for the purposes of this act at the present time?
Mr. TIERNEY. We think it does.
Senator PEARSON. Do you need more work on that?
Mr. TIERNEY. In effect, what we are asking is for some flexibility. I

think it would be better to permit the regulatory agency to make that
determination on the facts.
Senator PEARSON. Well, I thank you. I appreciate your appearance,

all of you here this morning. This is a very able statement. It will be a
great help to the committee.
I have no further questions. Thank you.
Mr. TIERNEY. Thank you very much, Mr. Chairman.
Senator PEARSON. Mr. Lang.
Mr. Lang is also a regular customer here. He is Administrator of

the Federal Railroad Administration of the Department of
Transportation.

STATEMENT OF A. SCHEFFER LANG, ADMINISTRATOR, FEDERAL
RAILROAD ADMINISTRATION

Senator PEARSON. Did you hear the counsel's question, Mr. Lang,
put to Mr. Tierney regarding this report?
I wondered if you would give us some help on that particular ques-

tion at this time.
Perhaps counsel can restate it.
Mr. SENDER. When former Chairman Tucker testified a year ago,

he advised that the Interstate Commerce Commission Legislative Com-
mittee had written to Assistant Secretary Mackey of the Department
of Transportation suggesting that the Department investigate the
operations and service of all rail passenger carriers with a view toward
designating certain trains as part of a national rail passenger system.
And the question is: What is the status of that proposal?
Mr. LANG. Well, Mr. Chairman, of course I am familiar with the

letter. We gave the letter at the time a great deal of thought and con-
cluded that we were not at that point in time clear on how we should
go about making such a study.
We since that time have devoted a good deal of staff effort to what

might be termed a preliminary or pilot plant kind of a study of the
questions which Chairman Tucker raised in his memorandum, and con-
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eluded after several months of work—and I might add at this point
that the matter took on additional complexity the more we got into
it, so we kept delaying any direct response to the Chairman's request.
But we concluded on the basis of this preliminary work that any

meaningful study would have to be conducted on a significantly larger
scale than was possible with our existing staff resources.
I think I would have to say that we should not have lost sight of

the fact, that we owe the Interstate Commerce Commission some kind
of an answer in writing.
We have, of course, discussed the matter with them informally a

number of times and informed them what we were trying to do and the
difficulties we were encountering in trying to come to grips with this
problem on just a limited staff basis.
Senator PEARSON. All right. Thank you, Mr. Lang. You may pro-

ceed with your statement.
Mr. LANG. Thank you, Mr. Chairman.
On behalf of the Department, I wish to thank the committee for this

opportunity to present our views on the study of essential railroad pas-
senger service by the Secretary of Transportation proposed by the
Interstate Commerce Commission, and on related matters.
The facts and circumstances underlying the study and proposals

to amend section 13a of the Interstate Commerce Act are discussed
in the report of the Interstate Commerce Commission transmitted to
this committee under date of June 25, 1968, a report which paints a
dismal picture of the future for intercity rail passenger service. We can
only agree with the Commission that if there is in fact a need for
intercity rail passenger service, then we must identify that need more
clearly •and fashion a new and more positive public policy toward
meeting it as soon as possible.
Accordingly, the Department of Transportation supports the Com-

mission's recommendation for a thorough study of this problem to as-
sist in the creation of such a policy. We think, moreover, that the gen-
eral guidelines for such a study which have been suggested by the
Commission in its report are good ones.
In particular, we would emphasize the Commission's admonition

that any study of this problem should consider the overall intercity
passenger transportation requirements of the country and should look
at intercity railroad passenger service in this larger context.
At the same time, we must advise the committee that a thorough

study of this problem will be neither easy to accomplish nor certain
in its outcome.
Over the past year we have devoted much thought to this problem

and have satisfied ourselves that any such study will encounter sub-
stantial difficulties.
The extensive investigation of intercity railroad passenger service

conducted by the Interstate Commerce Commission in 1959-306 ICC
417—and the exhaustive study of transportation problems conducted
by your committee which culminated in the publication in 1961 of the
so-called Doyle report concluded that by any usual tests the need for
intercity railroad passenger service had largely disappeared.
Thus, any new study of this problem must develop some concept of

public need different from that indicated by market preferences, or its
conclusions will simply be a restatement of those already reached by
the two studies just mentioned.
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It should be understood, moreover, that it will not be enough merely
to develop some new means of measuring need; we must also find a
way to determine how much public or private money we are justified
in spending to meet these extra-market needs. There are no previous
studies which provide satisfactory answers for either of these problems.
Nor are these the only problems to be encountered in any thorough

study of intercity passenger transportation. As this committee is well
aware, data on intercity passenger travel are at best fragmentary and
incomplete. The information which we are collecting in connection
with our "Northeast corridor transportation planning study" and our
high speed ground transportation demonstration projects will consti-
tute the first reasonably complete profile of intercity passenger travel
yet compiled.
Compiling complete data such as this for the country as a whole

will require many more years and many millions of dollars beyond
those funds now available for such purposes.
Without data that describe completely the character of the demand

for intercity travel, it is impossible to specify with precision the full
spectrum of transportation services which ought ideally to be made
available to the public.
The study we are discussing here will have to be made without

complete data.
I am not suggesting that a meaningful study of the kind proposed

by the Interstate Commerce Commission in its report is impossible.
I am saying only that it will take time, it will be difficult of accom-
plishment ; and it may well produce conclusions at variance with
present public hopes and expectations.
Furthermore, if it is the judgment of the Congress that the Depart-

ment of Transportation should assume responsibility for such a study,.
then we must respectfully urge that the expenditure of additional
funds be authorized beyond those presently at our disposal.
The Department must also be given the power to compel the appear-

ance of witnesses and the production of relevant data and documents._
In this connection, I want to assure the committee that while we'

believe the subpena power to be necessary, we would expect to use it
with great discretion and only as a last resort.
Finally, we would advise the committee that at least 2 years would

be required for us to produce any meaningful and constructive study
results. We have drafted legislative language incorporating these
changes which is attached as an appendix to my statement and which
we respectfully urge the committee to adopt.
In the meanwhile, I should like to direct the committee's particular

attention to one of the important statements made in the June 25
report of the Interstate Commerce Commission, where on page 54 it
says, "The development of a rail system adequate for future needs of
the Nation cannot be attained simply by preserving those trains which
operate today; the service must be extensively modernized."
In our judgment, the traveling public has made the validity of that

statement regrettably clear.
The Department of Transportation believes that the time has not yet

come to abandon the fundamental objectives of section 13a of the
Interstate Commerce Act set forth by the Congress in 1958 namely,.
that when the cost of providing intercity passenger service reaches
a point where it is unreasonably high considering the public use of this
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eluded after several months of work—and I might add at this point
that the matter took on additional complexity the more we got into
it, so we kept delaying any direct response to the Chairman's request.
But we concluded on the basis of this preliminary work that any

meaningful study would have to be conducted on a significantly larger
scale than was possible with our existing staff resources.
I think I would have to say that we should not have lost sight of

the fact, that we owe the Interstate Commerce Commission some kind
of an answer in writing.
We have, of course, discussed the matter with them informally a

number of times and informed them what we were trying to do and the
difficulties we were encountering in trying to come to grips with this
problem on just a limited staff basis.
Senator PEARSON. All right. Thank you, Mr. Lang. You may pro-

ceed with your statement.
Mr. LANG. Thank you, Mr. Chairman.
On behalf of the Department, I wish to thank the committee for this

opportunity to present our views on the study of essential railroad pas-
senger service by the Secretary of Transportation proposed by the
Interstate Commerce Commission, and on related matters.
The facts and circumstances underlying the study and proposals

to amend section 13a of the Interstate Commerce Act are discussed
in the report of the Interstate Commerce Commission transmitted to
this committee under date of June 25, 1968, a report which paints a
dismal picture of the future for intercity rail passenger service. We can
only agree with the Commission that if there is in fact a need for
intercity rail passenger service, then we must identify that need more
clearly and fashion a new and more positive public policy toward
meeting it as soon as possible.
Accordingly, the Department of Transportation supports the Com-

mission's recommendation for a thorough study of this problem to as-
sist in the creation of such a policy. We think, moreover, that the gen-
eral guidelines for such a study which have been suggested by the
Commission in its report are good ones.
In particular, we would emphasize the Commission's admonition

that any study of this problem should consider the overall intercity
passenger transportation requirements of the country and should look
at intercity railroad passenger service in this larger context.
At the same time, we must advise the committee that a thorough

•study of this problem will be neither easy to accomplish nor certain
in its outcome.
Over the past year we have devoted much thought to this problem

and have satisfied ourselves that any such study will encounter sub-
stantial difficulties.
The extensive investigation of intercity railroad passenger service

conducted by the Interstate Commerce Commission in 1959-306 ICC
417—and the exhaustive study of transportation problems conducted
by your committee which culminated in the publication in 1961 of the
so-called Doyle report concluded that by any usual tests the need for
intercity railroad passenger service had largely disappeared.
Thus, any new study of this problem must develop some concept of

public need different from that indicated by market preferences, or its
conclusions will simply be a restatement of those already reached by
the two studies just mentioned.
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It should be understood, moreover, that it will not be enough merely
to develop some new means of measuring need; we must also find a
way to determine how much public or private money we are justified
in spending to meet these extra-market needs. There are no previous
studies which provide satisfactory answers for either of these problems.
Nor are these the only problems to be encountered in any thorough

study of intercity passenger transportation. As this committee is well
aware, data on intercity passenger travel are at best fragmentary and
incomplete. The information which we are collecting in connection
with our "Northeast corridor transportation planning study" and our
high speed ground transportation demonstration projects will consti-
tute the first reasonably complete profile of intercity passenger travel
yet compiled.
Compiling complete data such as this for the country as a whole

will require many more years and many millions of dollars beyond
those funds now available for such purposes.
Without data that describe completely the character of the demand

for intercity travel, it is impossible to specify with precision the full
spectrum of transportation services which ought ideally to be made
available to the public.
The study we are discussing here will have to be made without

complete data.
I am not suggesting that a meaningful study of the kind proposed

by the Interstate Commerce Commission in its report is impossible.
I am saying only that it will take time, it will be difficult of accom-
plishment; and it may well produce conclusions at variance with
present public hopes and expectations.
Furthermore, if it is the judgment of the Congress that the Depart-

ment of Transportation should assume responsibility for such a study„
then we must respectfully urge that the expenditure of additional
funds be authorized beyond those presently at our disposal.
The Department must also be given the power to compel the appear-

ance of witnesses and the production of relevant data and documents.
In this connection, I want to assure the committee that while we

believe the subpena power to be necessary, we would expect to use it
with great discretion and only as a last resort.

Finally, we would advise the committee that at least 2 years would
be required for us to produce any meaningful and constructive study
results. We have drafted legislative language incorporating these
changes which is attached as an appendix to my statement and which
we respectfully urge the committee to adopt.
In the meanwhile, I should like to direct the committee's particular

attention to one of the important statements made in the June 25
report of the Interstate Commerce Commission, where on page 54 it
says, "The development of a rail system adequate for future needs of
the Nation cannot be attained simply by preserving those trains which
operate today the service must be extensively modernized."
In our judgment, the traveling public has made the validity of that

statement regrettably clear.
The Department of Transportation believes that the time has not yet

come to abandon the fundamental objectives of section 13a of the
Interstate Commerce Act set forth by the Congress in 1958 namely,.
that when the cost of providing intercity passenger service reaches
a point where it is unreasonably high considering the public use of this
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service, the carrier's financial position, and the availability of alterna-
tive forms of transportation, prompt discontinuance should be
permitted.
Thus, while the Department has posed no strong objections, and

poses none now, to the various technical changes to section 13a set
forth in S. 1175 (Committee Print No. 1) , we would oppose the imposi-
tion of any explicit or implicit moratorium on the further discontinu-
ance of existing services.

Therefore, we must oppose that section of the ICC's proposal which
would require the continuance of any "last remaining passenger
train * * * between a point in one State and to a point in another
State * * * for one year from the date of its order," which requirement
would be in force throughout a period of 2 years following the enact-
ment of the legislation.
In our judgment, this proviso could constitute an implicit mora-

torium on the discontinuance of something in excess of 40 percent of
the presently remaining intercity railroad passenger service. Since
alternative forms of transportation are in virtually every case avail-
able to the would-be traveler between any and all points in this coun-
try, we can find no logic in the suggestions that the last unpatronized
railroad passenger train between two points should be subjected
to any different tests of public necessity than the first such unpatro-
nized train.
This committee is already aware that the financial condition of our

privately owned railroads is a cause for increasing concern. When the
Congress enacted section 13a of the Interstate Commerce Act in 1958,
the railroads were suffering from depressed earnings, a deteriorating
financial condition, and a shrinking market. The situation today, if
anything, is less comforting than it was in 1958.
In 1958 the class I railroads had net income of $602 million, down

from a previous 5-year average of $825 million.
In 1967 their net income was $555 million, down from a previous

5-year average of $728 million.
It is also important to note that the industry's share of the inter-

city freight market has declined steadily throughout this period. In
1958 the railroad's share of the U.S. intercity freight bill was approxi-
mately 32 percent by last year this figure had dropped to 24 percent,
and it is still going down.

Despite some modest increase in revenue ton-miles and the benefit
of two recent freight-rate increases, moreover, net income for 1968
will still remain close to that of 1967.
In view of our Department's responsibility for the development of

an efficient and economically viable transportation system, we can
only be concerned about this situation. In fact, we cannot escape the
conviction that, if the railroads are to continue doing their job for
the public, they must begin to attack some of their own problems with
a new sense of purpose and we in Government must take their cir-
cumstances and their problems seriously.
It should be noted that virtually all the railroads in the Western

World run a fiscal deficit on their passenger operations. This passenger
deficit has in all cases been an important contributing factor in the
deepening, overall financial problems of railroads everywhere.
In fact, since the Dutch and Swiss national railways first went into

the red in 1966, the only major railroads in the Western World which
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do not now run an overall fiscal deficit are the privately owned, tax-
paying railroads of the United States and Canada.
In summary, the Department poses no strong objections to the tech-

nical amendments to section 13a embodied by S. 1175 (Committee
Print No. 1) and recommended by the Interstate Commerce
Commission.
The Department does not favor that proviso in the Commission's

presently proposed bill which would subject "last trains" to special
criteria in a discontinuance proceeding. The Department would ac-
cept responsibility for a study of the type proposed by the Commis-
sion, but urges additional funding for the study, as well as exten-
sion of the time period to 2 years and the right to subpena wit-
nesses and records.
That concludes my statement, Mr. Chairman. I would be glad to

answer any questions which the committee may have.
(The appendix to the prepared statement follows:)

APPENDIX

Section 2. The Secretary of Transportation, acting in cooperation with the

Interstate Commerce Commission and other interested Federal agencies and

departments, is authorized and directed to undertake and submit, within two

years after the date of enactment of this Act, a study of the existing and future

potential for intercity railroad passenger service in the United States to the

Committee on Commerce of the Senate and the Committee on Interstate and

Foreign Commerce of the House of Representatives. In making this study, the
Secretary shall consider, among other things:

(1) Existing resources of all types for meeting the Nation's present
passenger transportation needs.
(2) Anticipated expansion of those resources by 1975 on the basis of

current governmental or private activities (such as the interstate highway
program, by Government, and auto production increased, by industry.)
(3) The Nation's expected passenger transportation needs, including

business, private, and defense movements, in the years 1975 and 1985.
(4) The ability of the existing resources, or resources as expanded by

current governmental or private programs, to meet these anticipated needs
adequately, efficiently, economically, expeditiously, safely and comfortably,
at least as far ahead as 1975.
(5) The ability of improved railroad passenger service to meet these

anticipated needs.
(6) The proper role of the carriers and governmental bodies in develop-

ing the required quality and quantity of service, including methods of
financing operations which are necessary but not economically viable.

Section 3. (a) For the purpose of carrying out the provisions of Section 2 of
this Act the Secretary or on the authorization of the Secretary any officer or
employee of the Department of Transportation, may hold such hearings, take
such testimony, sit and act at such times and places, administer such oaths, and
require, by subpena or otherwise, the attendance and testimony of such wit-
nesses and the production of such books, papers, correspondence, memorandums,
contracts, agreements, or other records as the Secretary, or such officer or
employee deems advisable.
(b) In order to carry out the provisions of Section 2 of this Act, the Secretary

or his duly authorized agent shall at all reasonable times have access to, and
for the purposes of examination the right to copy, any documentary evidence of
any corporation, business firm, institution, or individual, having materials or
information relevant to the study authorized by this joint resolution.
(c) The Secretary is authorized to require, by general or special orders, any

corporation, business firm, or individual or any class of such corporation, firms,
or individuals to file, in such form as the Secretary may prescribe, reports or
answers in writing to specific questions relating to the study authorized by
Section 2 of this Act. Such reports and answers shall be made under oath or
otherwise, and shall be filed with the Secretary within such reasonable period
as the Secretary may prescribe.
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(d) Any of the district courts of the United States within the jurisdiction
of which an inquiry is carried on may, in case of contumacy or refusal to obey
a subpena or order of the Secretary or such officer or employee issued under
subsection (a) or subsection (c) of this section, issue an order requiring com-
pliance therewith; and any failure to obey such order of the court may be
punished by such court as a contempt thereof.
(e) Witnesses summoned pursuant to this section shall be paid the same

fees and mileage that are paid witnesses in the courts of the United States.
(f) Any information which is reported to or otherwise obtained by the

Secretary or such officer or employee under this section and which contains or
relates to a trade secret or other matter referred to in section 1905 of title 18
of the United States Code, shall not be disclosed except to other officers or
employees of the Federal Government for their use in carrying out Section 2
of this Act. Nothing in the preceding sentence shall authorize the withholding
of information by the Secretary ( or any officer or employee under his control)
from the duly authorized committees of the Congress.

Section 4. There are hereby authorized to be appropriated, without fiscal year
limitation, such sums, not to exceed $2,000,000, as may be necessary to carry
out the provisions of Section 2 of this Act.

Senator PEARSON. Mr. Lang, first, I agree with you that if we are
going to have this study, as complex as it will be, and do it on a crash
basis, even on the basis of 2 years, you are going to have to have the
power to make the investigation, which would include all of those pow-
ers of subpena and appearance and otherwise, if you are going to get
the job done.
Is one of the difficulties in such a study that you just can't really

relate it only to railroads, that you are going to have to talk about
buses and airlines and all other modes of transportation?
Mr. LANG. This is the greatest single problem that one faces in try-

ing to address this specific issue.
It really makes no sense at all to talk in terms of looking at some-

thing which you call a "need" for intercity railroad passenger service.
without considering at the same time and to the same extent the kind
of service alternatives that are available to the traveler and the extent
to which they may in fact serve his needs better than something you
call an intercity passenger train.
I might point out in connection with this problem of subpena power,

while we do not expect that it will be necessary, we can foresee difficul-
ties in getting some of the kinds of data from other modes of trans-
portation which we feel are necessary in order to get a sensible overall
picture of the requirements for transportation and the extent to which
different modes can meet them.
We certainly have no expectation that we would get anything other

than cooperation out of the railroad industry in such a study, but we
could visualize a situation where some of its competitors might prefer
not to give us data which we consider important simply because they
didn't want to get involved in the act.
Senator PEARSON. I think the other great problem is the question of

whether or not you are staffed up to do this, even if you had the funds.
Have you got the technical expertise available in your Department to
undertake a job like this?
Mr. LANG. Well, we have a cadre of staff people who are knowledge-

able about work of this sort. They are certainly fully occupied on
other things.
But between those people and some of the contractors that we are

using in our other studies—most importantly, the "Northeast Corridor
Planning Study"—with whom we have developed a very close work-



22

jug relationship—these are private research organizations and uni-
versities—we feel that we ought to be able to put together the kind
of team, the kind of expertise that could do a sensible job on this.
But getting organized would certainly take us several months, and a

study that lasted for only a year I'm afraid would not produce very
much.
Senator PEARSON. Do you have any idea as to the amount of addi-

tional funds that you think would be necessary?
Mr. LANG. Our estimate is that we should have an authorization of

$2 million. Whether we would actually have to ask for that much in
appropriations would depend upon some further preliminary staffwork
on structuring the study.
Senator PEARSON. I take it that your position on the moratorium

on the last train is simply that in relation to the last train you either
can justify a service or you can't justify a service, and you would
rest it on that basis.
Mr. LANG. Yes, sir. We have given this a great deal of thought and

have concluded, on the basis of the way in which the Commission has
handled past train discontinuances under the present statute, that there
really is no need for any special kind of test for something that you
call last train, that the lack of patronage, the steady increase in costs
relative to fare levels are things that are no different in connection
with the last train than they are with the first one, and we think that
the present statute provides adequately for this situation.
We are concerned with any kind of move to try to impose, even

indirectly, a moratorium on discontinuances, because our study of
this matter—and again I would refer back particularly to the work
that we are doing in our high speed ground transportation demon-
strations and in the "Northeast Corridor Planning Study"—indicates
to us quite clearly that the present type of long-distance and even
intermediate-distance intercity railroad passengers service is simply
not competitive and never can be, that it will only be with some new
form of service with new technology, new marketing concepts and
service concepts that the public is going to get something that they
want and what they need.
So we are very skeptical about the efficacy of merely preserving any

of the present service once the patronage has dropped off to a point
that by the tests that are presently applied under section 13a it can no
longer justify operation of the train.

Senator PEARSON. I'm impressed by the point that you make that
merely continuing present service isn't going to prove anything. And
yet we are so far away from the new rail transportation systems,
high-speed system, and the Northeast corridor, and so forth. There
is a great deal of slippage. It is a very complex technical undertaking.
In the Armed Services Committee we see these new weapons systems

come along. It's the same thing everywhere when we get into something
as complex as this .
In this statement in relation to the last train, you say, "in our judg-

ment, this proviso could constitute an implicit moratorium on the
discontinuance of something in excess of 40 percent * *
You indicate that the "last train" concept if documented would

actually affect 40 percent of the passenger trains today?
Mr. LANG. Our estimate is that it could, but that would depend upon
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the sequence in which service was discontinued, as I think Mr. Briggs
outlined very well.

It might turn out to be considerably less than that, or it could turn
out to be somewhat more than that, depending upon how long this
kind of statutory provision remained in effect.

Senator PEARSON. Go ahead, Mr. Sender.
Mr. SENDER. Mr. Lang, the Department of Agriculture, commenting

to the committee in support of the high-speed ground transportation
bill, said:
There is need to facilitate access and provide better commuting systems be-

tween town and country, between rural and suburban areas, even between the
cities. Improved transportation facilities are needed to stimulate economic devel-
opment and to make the movement of people and goods easier among towns and
small cities. Three out of 10 rural residents cannot now conveniently commute
to a city of 25,000 population. Additional public transportation is needed to pro-

• vide easy access to education, training and jobs.

Is this one of the matters that would be considered in the proposed
:study?

Mr. LANG. I think certanly this aspect of the use of existing service
'would have to be carefully considered, although in our thinking we
have increasingly tended to separate the commuter transportation re-
quirements from the intercity transportation requirements.
However, I should go on to point out that while this may be a use-

ful concept for purposes of structuring studies and even programs, as
-a practical matter what constitutes commuter transportation on one
hand and intercity transportation on the other hand often fuse into

• each other in ways that at the present time we don't clearly under-
stand. Such phenomena have clearly begun to develop in this country
as intercity transportation has improved in its quality. Here I am
thinking of the improvement in highway transportation that has re-
sulted from the construction of the Interstate System and of the im-
provement in air transportation. As these improvements have taken
place, we find an increasing pattern of what is essentially commuter
traffic moving between origins and destinations which even a few years
ago would be adjudged simply and solely an intercity type of move-
ment.
Improved transportation, in fact, widens the commuting range out

• of the metropolitan area, so that you have a situation today, for in-
stance, where there are many, many, many people who are regular
commuters between Washington and New York, Boston and New
York, Philadelphia and New York, Hartford and New York, and.
similar patterns evolving in other major metropolitan areas around the
country.
So when you look at something that you call intercity transporta-

tion, you can't really ignore the fact that this transportation is also
being used to an increasing extent by people who are in fact com-
muting to and from work.
Mr. SENDER. Is it a correct summary of your statement, Mr. Lang,

that your only opposition to the bill, S. 3861, is as to the "last train"
provision with a modification that the funds and other amendments
you suggested

ts
be added to the study?

Mr. LANG. That's correct.
Senator PEARSON. Thank you very much, Mr. Lang.
Mr. LANG. Thank you, Mr. Chairman.
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Senator PEARSON. We appreciate your coming in.
Our next witness this morning is Mr. Donald Beattie. Will you:

come up, Mr. Beattie?
Mr. Beattie is the executive secretary of the Railroad Labor Ex-

ecutives' Association with offices here in Washington. We are pleased
to have you, Mr. Beattie, and pleased to have your statement on this
particular subject.

STATEMENT OF DONALD S. BEATTIE, EXECUTIVE SECRETARY,
RAILWAY LABOR EXECUTIVES' ASSOCIATION

Mr. BEATTIE. Thank you, Mr. Chairman.
I have a list of the member organizations of the Railway Labor

Executives' Association attached to my statement.
On behalf of the railroad workers whom we represent, I want to

urge you to act promptly and favorably on the Interstate Commerce
Commission's bill, S. 3861, with the addition of two strengthening
amendments.
Our general views are summarized in a resolution approved unani-

mously by the RLEA on June 27, 1968, and with your permission I
should like to read you that resolution.

Senator PEARSON. Yes, of course, Mr. Beattie. Go right ahead. We
have a copy of it here, and in addition to your statement, we will
include, this in the record.
Mr. BEATTIE. Thank you, sir. [Reading:]
Whereas the railroads, making use of section 13a of the Interstate Commerce

Act, and other means, have killed off nearly 900 intercity passenger trains since
1958, leaving less than 600 in existence today, and
Whereas this drive by most of America's railroads to destroy their intercity

passenger trains is a gross disservice to the nation, and
Whereas the attitude of most American railroads toward passenger service

offers a shocking and shameful contrast to that of the European railways, which
run Trans European Express (TEE) trains linking over 100 cities in fast, clean,
comfortable service, and to the Japanese Railways whose new Tokaido Line
is a model for the world, and
Whereas this Association has protested for years against the "public be

damned" attitude of most American railroad corporations toward their passenger
service and we have pleaded with Congress to halt the slaughter of passenger
trains, and
Whereas public concern over this problem is steadily mounting, as shown for

example by these developments:
On March 7, 1968, Interstate Commerce Commission Chairman Paul J. Tierney

warned as follows: "Highway construction has not kept pace with the growth of
traffic congestion. Air corridors in many metropolitan areas are rapidly developing
their own congestion problems, and terminal facilities are becoming more difficult
to reach. Yet the public's urge to travel is not abating. By 1984 we will have to
provide the means to move twice the passenger traffic that moves today. Certainly,
a viable rail network could make a major contribution in carrying that traffic
without the huge investment, safety hazards, loss of valuable land and social
dislocation inherent in providing alternative means of service. Rail passenger
service will be transformed into an efficient national system only if there is a
complete reversal of the traditional attitudes and policies of the industry, the
public and government toward passenger service."
On April 22, 1968 ICC examiner John S. Messer, after finding that the Southern

Pacific and other railroads have downgraded their passenger service, that "this
has contributed materially to the decline in patronage," and that "the need for
passenger rail transportation at present and especially in the future is clear,"
recommended that the ICC require the railroads to observe "certain minimal
standards" in their passenger service and that "a National Rail Passenger Sys-
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tern should be created capable of meeting present and future intercity rail trans-
portation requirements."
On May 13, 1968 the New York Times in a lead editorial declared among other

things: "Railroad companies have developed the propaganda myth that main-
tenance of passenger service is a matter of interest only to a dwindling number
of train buffs. In reality, 98 million passengers, not counting daily commuters,
traveled on intercity trains last year. Rather than dwindling the number of rail
passengers is likely to rise in the coming decade as highway and airline con-
gestion worsens. If highway traffic triples in the near future, as experts expect,
the immensely expensive interstate highway system now being built will not be
able to sustain the burden. A functioning network of passenger railroads con-
necting major points in this nation is not a matter of nostalgia and romance; it
is a practical necessity." and

Whereas in contrast to the negative attitude of most of the railroad corpora-
tions, Mr. Stuart Saunders, chairman of Penn Central Company, on June 6, 1968
declared: "I would like to propose, either as a corollary or an alternative to
Congressional review, that a National Railroad Passenger Council be created by
appropriate governmental action to expedite solution of this (passenger service)
problem. This council should be a group representative of the public, the rail-
roads, and the governmental agencies concerned with transportation policy. It
should move promptly, in as brief a time as possible, to study the problem and
issue a report as a basis for formulating a railroad passenger service program
within the larger context of the national transportation policy. Such a study is
fundamental in determining the extent to which the Federal government must
support rail passenger service. In addition to investigating the requirements of
Federal participation in commuter, intercity and long-haul passenger service,
it should analyze the need for Federal sponsorship of railroad research and
development," and
Whereas the Interstate Commerce Commission on June 25, 1968 after warning

that "changes in Federal policy are urgently needed," recommended: "(1) that a
Federal study of the need and means for preserving a National Rail Passenger
System be initiated as soon as possible; (2) that section 12a be amended to
provide more effective and efficient regulation geared to present conditions, in-
cluding a provision to preserve a minimum level of service while the study is in
progress; and (3) that the Post Office Department temporarily redirect its
policies on mail contracts to support the present level of passenger train service
during this study.": Now, therefore, be it
Resolved, That the Railway Labor Executives Association:
1. Reiterates its previous appeals for suspension of section 13a of the Inter-

state Commerce Act under which the railroads have slaughtered their passenger
trains,

2. Wholeheartedly supports the recommendations by Mr. John S. Messer fof
minimal standards for rail passenger service and for creation of a National
_Rail Passenger System, and

3. Strongly endorses the proposal by Mr. Stuart Saunders for a National Rail-
road Passenger Council, offers the full participation of railway labor in such a
council, urges prompt creation of this council by the Federal government, and
suggests that the Council should file its report and recommendations no later
than March 31, 1969, and

4. Urges prompt action by Congress and the Post Office Department to imple-
ment the above-cited ICC recommendations of June 25, 1968 including enactment
of a strong bill on the subject providing among other things for protective con-
ditions for railroad employees adversely affected by passenger train abandon-
ments and for a National Railroad Passenger Council along the general lines
suggested by Mr. Stuart Saunders.

The two amendments to S. 3861 that we urge are (1) insertion of
protective conditions for employees adversely affected by passenger
train abandonments similar to those provided by law for employees
adversely affected by abandonment of other railroad operations; and
(2) creation of a National Railroad Passenger Council, with represent-
atives from the Congress, the executive branch, the public, the rail-
roads, and railroad labor, to make a study and recommendations re-
garding the future of rail passenger service.
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We feel this council should make its report by next March 31. We
also feel that the Council should not depend on a new appropriation of
funds from Congress, but it should draw on whatever funds are al-
ready available for such a purpose in the executive branch plus private
contributions.
One reason for suggesting such a National Railroad Passenger

Council rather than a study by the Department of Transportation alone
is that there will be a change of administration next year, which might
involve some delay and confusion in pushing ahead this very urgent
matter.
I am constrained to add that testimony by Mr. A. Scheffer Lang, the

Federal Railroad Administrator, before the House Interstate and For-
eign Commerce Committee, July 8, 1968, makes us feel even more
strongly that Mr. Stuart Saunders' basic proposal for a National Rail-
road Passenger Council is a more fruitful approach than a study by
the DOT.
The mandate of Congress to the Department of Transportation was

to lead in the creation of a well-balanced, fully integrated and efficient
transportation system to meet the needs of this and the next generation
of Americans. By all of the standard productive criteria employed in
the 'transportation field, the need for transportation will double in the
next 12 years.
The evidence is all too apparent that we will not meet the challenge•

to provide the facilities for a doubled need if we proceed at our present
rate. Indeed, the evidence is all too clear that we have failed to a signifi-
cant degree to provide for today's needs. No competent observer now
contends that our highways are adequate for transportation, nor that
the passenger car is in itself the ideal vehicle for a great amount of
transportation.
The charge of Congress to the DOT to embark upon a $2 million

study into auto insurance because of the questionable practices of the
industry is indicative of only a small part of the problems which beset
this country in relation to the automobile.
Air transportation, only a decade ago thought to be the wave of the

future, has reached a saturation point at many city airports, a Time
magazine article of June 14, 1968, cites Los Angeles Airport, designed
to handle 15 million passengers a year with its seven highly automated
"satellite terminals," as already obsolete. The article also reports that
O'Hare Airport of Chicago has almost reached the saturation point.
In short, as put by New York Port Authority Aviation Director John
R. Wiley, "What we have is an air transportation crisis."
Yet, in the face of the present crisis in transporting our Nation's

people safely and efficiently, what has the DOT proposed? Has it
given us a broad outline for action to create the capacity that we need
or to point out where innovation must be had because of present
saturation? The simple answer is no. Instead, we have Mr. Lang com-
menting as follows: "Preserving today's outmoded intercity passenger
service is and can be of little benefit to the public."
Yet in 1967, this outmoded passenger service carried 100 million

passengers distances of 75 miles or farther. One can appreciate that
the DOT would prefer to enter rail passenger service with a new
slate. It is of course, much less trouble to be involved in those programs
like the 

is,
corridor project because it is possible to deal with

a new technology, and a new market.
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Moreover, one can also sympathize with the Department's reluctance
to become involved in trying to force an industry to perform a task
when that industry has demonstrated such a uniform unwillingness
to do so.
However, the DOT is supposed to operate in the interest of the

public even though it means incurring the wrath of the various trans-
portation industries from time to time.
This is the situation we have here. It is indeed ironic that the DOT,

which has the responsibility for making highways and automobiles
safer, would encourage the Congress to place another 100 million
passenger Americans onto a highway system when that system has
such an enormous record of destruction. For a department in which
so much public trust has been placed, this is a very inauspicious
performance.
We in railway labor feel very strongly that today's intercity pas-

senger service should not be destroyed. It should be built upon to
create the truly modern, comfortable, efficient service that is needed
and wanted and that will be even more needed and wanted in the
future.
The charge is made that America's railroads can't afford to continue

running passenger trains. As to that, I refer you to appendix H of
the ICC's report to you of June 25, 1968. This report shows the "deficit
related solely to passenger and allied services" amounted to only
$30.9 million in 1966, the latest year available. The eastern railroads,
on this basis, actually showed a passenger profit of $16.8 million in
1966, with the southern roads showing a deficit of $23.8 million and
the western roads a deficit of $23.9 million.
The "solely related" passenger deficit of $30.9 million compares

with a total railway net operating income of $1,046 million in 1966.
In 1967 the ICC suggested the railroads' "solely related" passenger
deficit rose "significantly" from 1966. But it was undoubtedly still
only a small fraction of their total 1967 net operating income of $677
million.

Solely related expenses are relatively easy to identify. They consist
of those expenses which are generated by or incurred on behalf of the
passenger service only and have no relationship to other services per-
formed by the railroad. Examples of this type of expense are repairs
to passenger train cars, fuel consumed by locomotives in passenger
trains, wages of ticket agents, and maintenance of passenger stations.

Maintenance and depreciation of the roadway used exclusively by
passenger trains, including such items as replacement of rails, ties,
ballast and other track material, repairs to bridges, trestles, culverts
and other elevated structures, maintenance and depreciation of power
transmission systems, the expenses of the entire passenger traffic
departthent, wages of enginemen, trainmen, such as conductors and
ticket takers and the wages of certain general office clerks are still
further examples of solely related passenger expenses.

Clearly the railroads can afford present passenger service, even if
they can't afford the desirable new equipment.
As to the future need for passenger service, the ICC report said:
Clearly, all levels of government will face extremely heavy burdens in order

to enlarge the present highway and air systems to accommodate public and
private transportation to the future expansion of intercity travel.
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Therefore, it is imperative that a comprehensive review be initiated of the

future contribution which a modernized rail passenger system could make before

some vital services are abandoned.

Even in terms of present needs, the ICC said:

rail travel still provides a real service to those who fear flying. For those who do

not own automobiles or prefer not to drive, the railroad has a distinct value.

Students, servicemen, the less affluent and senior citizens are the most fre-

quent groups who use rail service. Some rail routes provide excellent service for

tourists who want to view the country during their vacations rather than speed

to and from a single destination.
Railroads also furnish passenger service that is less subject to cancellation

because of weather conditions. Although its ability to prevent a near breakdown

in intercity travel when the highways and airways are closed is tapped only

infrequently, it is a very vital service during those periods.
Peak travel demands of holiday and vacation traffic are also substantially

eased by rail service. Unfortunately for the carriers, a large part of the public

uses the railroads only when they are crowded over the holidays or when the

weather is bad.
The reserve capacity of railroads to transport large masses of people during

periods of national emergency is another asset of an intercity rail passenger

system.

Gentlemen, I predict that if Congress does nothing—if you let
present intercity rail passenger service be destroyed—it will not be
more than a few years before such a public demand will arise that
you will see the Government paying the entire bill to create a wholly
new rail passenger system. The time to begin a rescue operation is
immediately at hand. The cost of corrective action now would be
minimal; the cost of delayed action will mount exorbitantly.
(The list of the membership of the Railway Labor Executives'

Association follows:)
The Railway Labor Executives' Association is an organization of the chief

executives of the national and international railway labor unions which repre-
sent virtually all employees in the railroad industry. The chief executives of
the following rail unions are affiliated with our Association:

American Railway Supervisors' Association.
American Train Dispatchers' Association.
Brotherhood of Locomotive Firemen and Enginemen.
Brotherhood of Maintenance of Way Employees.
Brotherhood of Railroad Signalmen.
Brotherhood of Railroad Trainmen.
Brotherhood of Railway. Airline and Steamship Clerks, Freight Handlers,

Express and Station Employes.
Brotherhood Railway Carmen of America.
Brotherhood of Sleeping Car Porters.
Hotel and Restaurant Employees and Bartenders' International Union.
International Association of Machinists and Aerospace Workers.
International Brotherhood of Boilermakers, Iron Ship Bunilders, Black-

smiths, Forgers and Helpers.
International Brotherhood of Electrical Workers,
International Brotherhood of Firemen and Oilers.
International Organization Masters, Mates and Pilots of America.
National Marine Engineers' Beneficial Association.
Order of Railway Conductors and Brakemen.
Railroad Yardmasters of America.
Railway Employes' Department, AFL—CIO.
Seafarers' International Union of North America.
Sheet Metal Workers' International Association.
Switchmen's Union of North America.
Transportation-Communication Employees Union.

Mr. BEATITE. That concludes my statement.
Senator PEARSON. Thank you, Mr. Beattie.
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It is no exaggeration to say that you lack confidence in ihe Depart-
ment of Transportation to do an objective job on this study.
Let me ask you: Do you think that the proposed Council here can

deal with this problem and make a report by March 31 of 1969? The
Department of Transportation indicates 2 years. We are talking about
what? Nine months?
Mr. BEATTIE. It would be something like 8 months. We have a

great number of people in the country who are experts in the field,
and the experts have a pretty good idea of what to look for, where
to look, and our people are confident that they could complete such
a study easily within that period of time and that we should have
such a report as early as possible, March 31 of next year.

Senator PEARSON. In relation to the cost, the Department estimates,
as you pointed out in your statement, $2 million. Do you think we
can finance this? I note the President's contingency fund gets called
on for a lot of things. And then you make reference to private con-
tributions. Perhaps studying in this particular manner would cost
the same amount of money.
Mr. BEATTIE. A study of this type would not cost that kind of

imoney I am sure. It would be funded n part by the contributions of
private organizations and individuals.
Senator PEARSON. I note that most of your statement was in refer-

ence to the study. Do you have any recommendations as to the other
provisions of S. 3861, with particular reference to the "last train"
concept?
Mr. BEATTIE. I certainly agree with the ICC that the last train

should be preserved. We have seen in recent years many of the larger
cities of this country losing its last train, and until such time as we
can develop a policy, a national policy, that would be a rational
policy, I think that the industry should be required to maintain
the last train, and the social cost involved is something to be con-
sidered as compared with the economic costs from the industry's
standpoint.

Senator PEARSON. Any comments with reference to the procedural
and jurisdictional changes?
Mr. BEAIME. I think that the procedural changes suggested here

are badly needed. During the past several months I have maintained
a check of the number of applications pending at any given time,
and all you need do is take a look at the number.
I think right now we have about 22 or 23 applications pending

involving 50-some trains. And the ICC staff is completely over-
burdened endeavoring to meet its responsibilities under the law with
such a large number of applications pending at any given time.
It has been this way now for several months. They need more time.
Senator PEARSON. We take special note of those amendments that

you propose.
Mr. Beattie, I don't have any further questions. Counsel, do you

have any?
Mr. SENDER. No questions.
Senator PEARSON. Well, I thank you very much, Mr. Beattie, for

your contribution here today. I want to make an announcement that
we will continue the hearings on this particular bill and start tomor-

98-319 68 3
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row morning at 9 a.m. in room 5110. That is our normal hearing room
on the fifth floor of this building.
Mr. BEATTIE. Thank you, Mr. Chairman.
Senator PEARSON. Thank you.
(Whereupon, at 11:27 a.m., the subcommittee recessed, to reconvene
at 9 a.m., Thursday, July 25, 1968.)



STUDY OF ESSENTIAL RAILROAD PASSENGER SERVICE

THURSDAY, JULY 25, 1968

U.S. SENATE,
COMMITTEE ON COMMERCE,

SURFACE TRANSPORTATION SUBCOMMITTEE,
Washington, D .0 .

The subcommittee met at 9 :05 a.m., in room 5110, New Senate Office
Building, Hon. Frank J. Lausche (chairman of the subcommittee)
presiding.
Present: Senators Lausche, Moss, Pearson, and Cotton.
'Senator LAUSCHE. The meeting will come to order.
This morning we will have a continuation of the hearing on S. 3861,

the purpose, to amend section 13a of the Interstate Commerce Act, to
authorize a study of essential railroad passenger service by the Sec-
retary of Transportation, and for other purposes.
The Commerce Committee at its July 18, 1968, executive session

voted to hold these additional hearings on the June 25, 1968, ICC pro-
posals incorporated in S. 3861, (1) proposing a special test applicable
to "last trains," and (2) proposing a study of railway passenger serv-
ice potential.
The first witness this morning will be Hon. Lee Metcalf, U.S. Senator

from Montana.

STATEMENT OF HON. LEE METCALF, U.S. SENATOR FROM THE
STATE OF MONTANA

Senator METCALF. Mr. Chairman.
Senator LAUSCHE. Yes, sir, Mr. Metcalf.
Senator METCALF. I am delighted to be here before this committee,

and I appreciate your courtesy in giving me time to tell you some of
my views on S. 3861 which you have described as a bill, among other
things, authorizing the study of essential rail passenger service.
Senator Mansfield, the majority leader and my distinguished col-

league, has read my remarks and asks that they also be considered
his.
Mr. Chairman, the importance of such a study and a halt, if only

temporary, in the present trend of discontinuances cannot be exag-
gerated if we are to meet with equal force the velocity of the rail in-
dustry's dash toward ever-diminishing public service.
I understand there was some discussion at yesterday's hearing re-

garding the length of the study, and whether there should be a mora-
torium on further discontinuances of passenger train service until
the results of the study are in. I would like to point out that final ac-
tion on two proposed discontinuances affecting my State—the North-
ern Pacific Mainstreeter case and Union Pacific service from Salt
Lake City to Butte, Mont.—were postponed by the ICC this year.

(31)
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They will be considered again next spring. If we are going to pro-

vide for a real study of passenger service, as we should, then it, is

obvious that the information produced by the study should be avail-

able to the Congress, the Commission and the public when these dis-

continuances are again considered. It would be most inept to permit

more discontinuances—then come out a year later with a scholarly

report filled with statistics which would have been useful in making the

case for continuance.
So I trust that the timetables are arranged to delay action on these

proposed discontinuances until after the study is completed.
Also, I have grave reservations about the proposal made yesterday

to finance and produce the study by a combination of private and
Government resources. We are dealing here urgently with a public
policy and the study should be funded promptly by the public gen-
erally, through congressional appropriation, not by any special-
interest groups.
I am a cosponsor of Senate Concurrent Resolution 25, along with

Senator Mansfield, and we testified last year on this bill.
And from now on as I have a rather long statement, I will sum-

marize it, if I may, and submit the statement for the record.
Senator LAITSCHE. The statement will be fully printed in the record.
Senator METCALF. Mr. Chairman, we have been talking about de-

teriorating rail passenger service for a long time. I recall that when
Senator Mansfield and I spoke out against the Milwaukee discon-
tinuance in 1963 we were joined by mayors and chamber of commerce
officials and other leading citizens of town after town who told similar
stories. The trains weren't on time, the food was cold, the sleeper was
unhooked, the railroad did not encourage passenger service. Some
prospective passengers had great difficulty getting hold of a ticket
agent in order to purchase a ticket.
In the Milwaukee case the railroad pointed to the availability of air

transportation, at about the same time the airline was trying to re-
duce local service in the Northwest pointing to the availability of rail-
road service which the public was about to lose.
Early this year, after Christmas vacation, hundreds of Montana

University students were left stranded in towns in eastern Montana
because the railroads simply did not put on enough cars to take care
of them.
Meanwhile the railroad—this is the Northern Pacific I am talking

about now, a corporation with vast nonrailroad interests—was letting
the phone ring unanswered in the Minneapolis depot, had unhooked
the sleeper of the Mainstreeter ; and within the past week, Mr. Chair-
man, the principal public alternative to rail passenger service, the
airlines reached their saturation point.
In a story about the weekend airport stackup, the Washington Post

said a reservations clerk employed by a major airline advised her
customer, "I am sorry, sir, but if you really need to get to New York
take the train from Washington. Our flights are runninc, 4 hours
behind schedule." The passenger followed the airline's advice.
Now, Mr. Chairman, I have touched in detail in the rest of my state-

ment on some of the reasons why there should be in this study a
public interest and a public convenience and necessity test rather than
the present test.
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In a conference in my office relative to the merger of the Northern
Pacific and the Great Northern, Mr. Menk of the Northern Pacific
said that there are no longer going to be railroads; they are taking
the name "railroad" out of the title of the company. They are large
industrial, commercial, conglomerates. The Northern Pacific with the 

iholdings n oil in the Williston Basin, its development of pipelines
and oil products, and spreading out into meatpacking and sawmill
industries, is no longer a railroad. Nor is the Santa Fe. Frankly, an
article in Forbes recently said that the Santa Fe was becoming one of
the huge conglomerates of the country.
Now millions of acres in our country at least were given to these

railroads. The basis for these grants was to develop passenger and
freight service in those areas. And even in those days when the Great
Northern was accepting millions of square miles of Montana and
North Dakota and parts of Washington and Idaho, Jim Hill said
that passenger service is like teats on a male, not very attractive and
not very useful.
Now that was the attitude in those days, that is the attitude today—

that they would like to accept all of these benefactions, all these gifts
that the country has given them, but fail to carry out the essential
passenger services that are necessary.
Now I voted, as many of the members of this committee and this

Senate voted, for the relief of the railroads when it seemed that there
was an undue burden placed upon them, and I am not sorry I voted
for it. I think it was necessary. But at the same time they have a public
responsibility.
And so I urge this committee to go forward with the study, to find

out about these extra outside activities other than passenger and
freight transportation activities, to find out how they affect the whole
rail operations, to find out what the total effect is, to make a determina-
tion of the public responsibility of the railroads to take care of the
public through not only a fast corridor such as Senator Pell would
have us work out here on the eastern seaboard, and something I cer-
tainly support, but through the isolated and sparsely populated areas
such as central Montana which has lost its passenger service and
hasn't any airline service and has only infrequent bus service.
In fact, we have less service in central Montana as far as passengers

are concerned, unless you have a car to travel interstate, than we had
at the turn of the century. And so in my statement I have developed
this in greater detail, but this is an area of great importance to all
of the United States, to have a policy of passenger transportation.
The Interstate Commerce Commission is coming around to seeing

the importance of a special policy of service to the public, and the
greatest service we can offer the development of our transportation
in all lines, airlines, railway lines, buslines, is to go into a uniforiri
policy, Mr. Chairman.
Thank you very much for this opportunity.
Senator LATTSCHE. Senator, what would be your judgment in a

matter where the proof shows that the proportion of passenger service
in the railroad is extraordinarily large compared to the proportion of
freight service and that that railroad is constantly losing money?
Take the New Haven. We pumped $50 million into it, and it contends
that its losses have been primarily as a consequence of hauling pas-
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sengers. Would you order the railroad to continue hauling the passen-
gers if it is evident that a loss results?

Senator METCALF. Well, Mr. Chairman, I would have to agree that
every such case would have to be determined upon the basis of the
facts and the evidence submitted to the Commission, and certainly
if the overall losses—and I know very little about the New Haven,
I know more about the railroads in my area, in sparsely populated
areas—but, if the case was that they were consistently losing money
for the stockholders and that the only solution was abandonment or
curtailment of passenger service, of course, I would concur with the
Commission that a curtailment would have to take place, or perhaps
a complete abandonment.
Senator LAITSCHE. The same answer, I suppose, would be given in

instances where passenger service is provided and there are no pas-
sengers available?

Senator METCALF. Well, now this was a question in the Milwaukee
case Mr. Chairman, and as I say, time after time the railroad kept
on telling us that the passengers weren't there to ride the Milwaukee;
but you couldn't buy a ticket on the Milwaukee in Minneapolis or
St. Paul. And finally they cut the service off only as far as Butte, so
they didn't have any coast-to-coast service

' 
and they kept telling us

that the trains were dirty, they would forget to make the reservations
that are necessary, and so they deliberately drove away those pas-
sengers. Now those matters should be taken into consideration, too,
when they come in and tell us, "Well, we don't have the passengers,
and they are not riding the trains." We would ride those trains.
There are no better trains anywhere than the North Coast Limited

and the Great Northern Empire Builder. And people fill those trains
up. Sometimes you have to get reservations days in advance. At other
times, during the slack tourist season, you don't. But they provide
service and they provide food on the train, and good food, and they
provide a car so you can see the magnificent scenery out there.
So all those have to be taken into consideration, Mr. Chairman.
Senator LAITSCHE. Now then, you are urging the committee to ap-

prove the bill that is now being discussed and now pending immedi-
ately before this committee?
Senator METCALF. I am urging the committee to pass this bill and

have this study instituted and implemented immediately, and I am
urging the committee to have a congressional study financed by con-
gressional appropriation rather than by either the Railroad Brother-
hoods, the railroad corporations, or any other—this should be an inde-
pendent study on our part to take into consideration all these matters
that I have briefly touched on today and outlined for part of the study.

Senator LATISCHE. Page 7 of the bill, line 23, section 2 reads as
follows:
The Secretary of Transportation acting in cooperation with the Interstate

Commerce Commission and other interested federal agencies and departments
is authorized and directed to undertake and submit within one year after the
date of enactment of this Act a study of the existing and future potential for
intercity railroad passenger service in the United States to the Committee on
Commerce of the Senate and the Committee on Interstate and Foreign Com-
merce of the House of Representatives. In making this study the Secretary shall
consider among other things existing resources of all types for meeting the
nation's present passenger transportation needs.
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Well, I think these are guidelines. I was not here yesterday, Senator
Metcalf. Was there a suggestion made that the study be made by
private individuals?
Senator METCALF. Yes, by a combination of private and Govern-

ment resources. I wasn't here either. It was reported to me by a staff
member who was here monitoring and auditing the hearing.
Senator LAUSCHE. Well, I understand that the witness representing

the railroad labor unions suggested two amendments to S. 3861, one,
that we urge insertion of protective conditions for employees two,
creation of a national railroad passenger council.
Mr. Donald S. Beattie further testified: "We also feel that the coun-

cil should not depend on a new appropriation for funds from Congress,
but should draw on whatever funds are already available for such
purpose in the executive branch plus private contributions."
Well, any questions?
Senator PEARSON. NO.
Senator Moss. No.
Senator LAUSCHE. Thanks very much.
Senator METCALF. Thank you very much, Mr. Chairman.
(Prepared statement of Senator Metcalf follows:)

STATEMENT BY HON. LEE METCALF, U.S. SENATOR FROM THE STATE OF MONTANA

Mr. Chairman, I very much appreciate your courtesy in giving me time this
morning to offer some views in support of S. 3861, a bill authorizing a study
of essential rail passenger service. Senator Mansfield has read these remarks and
asks that they also be considered his.
The importance of such a study and a halt, if only temporary, in the present

trend of discontinuances cannot be exaggerated if we are to meet with equal
force the velocity of the rail industry's dash toward ever diminishing public
service.
I understand there was some discussion at yesterday's hearing regarding the

length of the study, and whether there should be a moratorium on further dis-
continuances of passenger train service until the results of the study are in. I
would like to point out that final action on two proposed discontinuances affecting
my State in my region—the North Pacific Mainstreeter case and Union Pacific
service from Salt Lake City to Butte, Mont.—were postponed by the ICC this
year. They will be considered again next spring. If we are going to provide for a
real study of passenger service, as we should, then it is obvious that the informa-
tion produced by the study should be available to the Congress, the commission
and the public when these discontinuances are again considered. It would be
most inept to permit more discontinuances—then come out a year later with a
scholarly report filled with statistics which would have been useful in making
the case for continuance.
So I trust that the timetables are arranged to delay action on proposed dis-

continuances until after the study is completed.
Also, I have grave reservations about the proposal made yesterday to finance

and produce the study by a combination of private and government resources.
We are dealing here urgently with a public policy and the study should be funded
promptly by. the public generally, through Congressional appropriation, not by
any special interest groups.
I am a co-sponsor of S. Con. Res. 25, which called for a study of rail trans-

portation and a moratorium on curtailments of railway post office service. I
testified before this committee last year in behalf of the bill. Senator Mansfield
and I, with other Senators, introduced S. 2822, which is pending in your com-
mittee and which would provide that railroad mergers whether or not approved
by the Interstate Commerce Commission, should be subject to the operation of
the antitrust laws unless the Department of Justice determines that such merger
shall not be prosecuted because of the public interest. In numerous statements
over a period of years before this committee, and on the Senate floor and in
proceedings before the Interstate Commerce Commission, I have joined with
others in protesting the trend of reduced rail service.
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Mr. Chairman, we have been talking about deteriorating rail passenger serv-
ice for a long time. I recall that when Senator Mansfield and I spoke out against
the Milwaukee discontinuance in 1963 we were joined by mayors and Chambers
of Commerce officials and other leading citizens of town after town, who told
similar stories. The trains weren't on time, the food was cold, the sleeper was
unhooked and the railroad did not encourage passenger service. Some prospec-
tive passengers had great difficulty getting hold of a ticket agent, in order to
purchase a ticket. In the Milwaukee case the railroad pointed to the availability
of air transportation. At about the same time the airline was trying to reduce
local service in the Northwest, pointing to the availability of railroad service
which the public was about to lose. Early this year, after Christmas vacation,
hundreds of Montana University students were left stranded in towns in eastern
Montana because the railroad simply did not put on enough cars to take care
of them. Meanwhile the railroad—this is the Northern Pacific I am talking about,
a corporation with vast non-railroad interests—was letting the phone ring un-
answered in the Minneapolis depot, had unhooked the sleeper of the Main-
streeter and rationed the pillows. And within the past week, Mr. Chairman, the
principal public alternative to rail passenger service, the airlines, reached their
saturation point. In a story about the weekend airport stackup, the Washington
Post said: "A reservations clerk employed by a major airline advises her cus-
tomers: 'I'm sorry, sir, but if you really need to get to New York, take the
train from Washington. Our flights are running four hours behind schedule.' The
passenger follows the airline's advice."
So now we have, on a national scale, what we had in Montana five years ago.

Both the railroads and airlines are trying to push passengers to their competitor!
Obviously the industries alone have not come up with long-range plans. It is
our responsibility to do so.
In the West, declining and deteriorating passenger service, increased freight

rates and maddeningly slow mail delivery leave no citizen without his com-
plaint against the railroads. He does not understand why so essential a service,
established with the unparalleled incentives offered by a benevolent government,
should continue to deteriorate in the face of public need.

It appears to him that passenger service is the arm that offends railroads
and they would therefore cut it off.

Since 1958 the "undue burden" procedures, together with a formula for com-
puting expenses, have been used by the industry to prove how very unprofitable
passenger service is. However, the Association of Western Railways states in
the 1968 Yearbook of Railroad Facts that "the stated deficit does not neces-
sarily represent an amount which could be saved by elimination of passenger
service."
Under the provisions of Section 13a a carrier is permitted to discontinue its

passenger train service unless the Oonamission, after hearing, ,finds that the
operation or service of such train is required by public convenience and necessity
and will not unduly burden interstate and foreign commerce. Instead of such a
test, the burden should be placed on the railroad to prove that present or
future public convenience or necessity permits such abandonment. Further, the
railroads should be required to obtain a certificate from the Commission before
they are allowed to discontinue passenger service.
There are indications that the formula for computing expenses may be al-

tered but the fact remains that it has been used by the industry to justify
discontinuances.
More perhaps than most other Americans, the westerner has tangible evi-

dence of railroad wealth and he is therefore baffled by the industry's claims of
poverty that require reduction of service. The westerner knows well the value
of the timber and the mineral deposits including oil and gas which the rail-
roads have developed on the lands given them by a generous government and from
which they derive a vast annual income.
He may know that the Union Pacific system reported a non-operating income

in excess of $46 million in 1966, representing nearly half of its total net income
for the year. Or that the 1967 Annual Report of the Southern Pacific Company
and Subsidiary Companies states: "Non-rail income from trucking, pipeline, and
other operations, and from interest, property rentals and sales contributed
measurably to the net income gain. Earnings from such sources, before income
taxes, rose 50%, from $38.2 million for 1960 to $57.3 million in 1967." This
was well over half their income before taxes from railway operations last year.
In 1966, when Southern Pacific's total income before taxes was over $136

million, nearly half from non-railway operations, the Interstate Commerce
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Commission required the continued operation of two SP trains in a finding
which reads in part:
"The evidence in this proceeding makes it abundantly clear that Southern

Pacific has continued to discourage use of these trains by passengers. In fact,
it has intensified its efforts in that direction. Whenever it appears, as it does
in this proceeding, that a carrier has deliberately downgraded its service in
order to justify discontinuance of a train irrespective of the actual or po-
tential needs of the traveling public, the Commission will order the service
to be continued * * *. The Commission will not find burdens on interstate
commerce within the meaning of section 13a of the act to be 'undue' if those
burdens are voluntarily created by carriers for the purpose of obtaining a
favorable decision from the Commission."
In view of this finding, in the face of the extent of railroad non-operating income

and in the face of the conglomerates being fostered by mergers, it is not strange
that the public should be asking what, exactly, is the extent of the railroad's
responsibility to provide service for the public? How were findings of undue
burden made if supported by a fromula which the industry itself admitted did not
necessarily represent the amount to be saved by elimination of passenger service?
What part of railroad assets may •be exactly assigned for use in the public
interest?
We do not believe that the Congress ever contemplated the number of dis-

continuances that would flow from the "undue burden". Indeed, the report of
the Subcommittee on Surface Transportation (30 April 1958) as approved by
the Committee on Interstate and Foreign Commerce, chaired, then as now, by
my distinguished friend Senator Magnuson, stated:
"The railroads are attempting to eliminate a great deal of this unprofitable

passenger service. The Subcommittee believes, however, that the railroads
should retain a certain amount of passenger service whether profitable or not,
as part of the railroads' obligation to serve the public and to provide for the
national defense."
We hope that the study of rail passenger service contemplated in S. 3861 may

be broadened to include an examination in depth of the financial operations
of the conglomerates and the carriers with whom they are associated, particu-
larly as the bill calls for examination of "the proper role of the carriers and
governmental bodies in developing the required quality and quantity of service,
including methods of financing operations which are necessary but not economi-
cally viable."

If only operating income (and assets) are to be considered, as under existing
formula, clearly the government's contribution to financing necessary operations
that may not be economically "sound" would necessarily be heavier than if total
income is considered. But if this study is to be the basis for a rail policy, and we
hope it will, nothing less than the whole picture will be enough. As Chairman
Magnuson said in his vigorous dissenting statement on S. 757, ". . . if railroads
are permitted to become conglomerates, what controls should be imposed to
prevent rail revenues and earnings from being drained out of the rail industry
to the disadvantage of the public ?" Senator Magnuson quite properly pointed
also to the related problem of the tax treatment accorded these giants which
provides a tax dodge for the manufacturing arm.

Logically, the study of essential rail passenger service should be undertaken
by the agency which can take the broad view that gives a place to air, motor
and rail travel.
With our airports growing ever more congested we do not look sensibly for our

answers in more airports, even more distantly located from the urban centers.
The bill says that the Secretary of Transportation shall consider "existing re-
sources of all types for meeting the Nation's present passenger transportation
needs." We are confident that the study will bear not only on how existing
rail service might be improved, but how it might supplant or supplement other
types of service that may have grown obsolete or will, shortly do so.
Maybe the public would be better served by fast trains on short hauls than

by fast planes which cannot land because there is no room at the airport.
That there is need for expanded passenger service by rail we have no doubt.

That there is room for improvement of existing service there is equally no doubt.
It may be a very different service. Certainly there is great popular interest in
the fast corridor concept and the commuters by automobile would welcome respite
from constant driving that is both more dangerous and not nearly as pleasant
as train travel can be. With imagination and promotion (travel by train, let
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us carry your camping equipment), rail travel to recreation areas could no
doubt be increased.
The needs, the resources, the growth to be expected and the role of the carriers

and government are all to be examined. But we think we will not have all that
is necessary unless we scrutinize the other operations of what are truly no longer
railroads; with diversification they call themselves companies and industries
instead of railroads. Their assets, their income from other than rail operations
and the effect on rail operations of these other interests, all should be investi-
gated. We should like to see this Committee form an ad hoc group with the
responsibility of making an investigation in conjunction with the study by the
Secretary of Transportation. It may be that the Congress will find that the
present formula for determining expenses should be changed. It may be that the
additional activities of the carriers should be reported and used by the ICC
in determining rates and in requiring service. It may be that government assist-
ance to maintain rail service in a given area should be provided, or perhaps there
should be competitive bidding for a franchise to operate a given service at a
given level.
But these judgments cannot be made unless we have before us all of the

information that might bear on the intelligent transportation policy, which will
come, we all hope, from the study authorized under the bill. We believe the pur-
poses of S. 3861 would be well served if this Committee would undertake an
additional area of study, along the lines we have suggested.

Senator LAUSCHE. The next witness is W. Ashley Gray, President
of General Steel Industries, Inc., St. Louis, Mo., and chairman of
Railway Progress Institute of Washington, D.C.
Mr. Gray.

STATEMENT OF W. ASHLEY GRAY, JR., PRESIDENT, GENERAL
STEEL INDUSTRIES, INC., AND CHAIRMAN, THE RAILWAY
PROGRESS INSTITUTE; ACCOMPANIED BY NILS A. LENNARTSON,
PRESIDENT, THE RAILWAY PROGRESS INSTITUTE

Mr. GRAY. Mr. Chairman, members of the committee, I am W.
Ashley Gray, Jr., president of General Steel Industries of St. Louis,
and chairman of the Railway Progress Institute, the national trade
association of the railway supply industry based in Washington. With
me is Nils A. Lennartson, who is president of RPI.
We appreciate having the opportunity to appear here today on

behalf of the railway supply industry in opposition to S. 3861 and all
similar legislation pending before Congress.
I would like to explain that the Railway Progress Institute, lmown

as RPI, is made up of 190 railway supply companies of all sizes,
located throughout the United States. We provide the railroads with
rolling stock, locomotives, components, and other equipment and serv-
ices of all kinds.
Our industry normally employs approximately 600,000 people in

over 900 plants in 45 States. As supplies we have a tremendous stake in
the economic health and well-being of the railroad industry. At the
present time we have some serious problems because of the railroad
economic plight. I will speak a little later on about this situation.

Railroads are important, not only to the railway supply business but
to the whole Nation. Their strength and future success must be of
concern to every responsible member of all our business and economic
community. Other industries—farmers, miners, wholesalers, retailers,
housewives, in fact, producers and consumers of all kinds—depend,
whether they are immediately aware of it or not, on the services of the
railroad industry.
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In our high-volume, price-conscious economy, railroads have an ab-
solutely essential role in this Nation's continuing economic survival.
Railroads are among the oldest of our modern modes of transporta-
tion, but that does not mean they are obsolete or can be looked upon as
having had an important history but a doubtful future. The fact of
the matter is railroads will be called upon in the coming decade to
provide more and better service than at any time in their history.
Last year railroads carried 720 billion revenue ton-miles in intercity

freight hauls, or 42 percent of all intercity freight traffic. In addition
to the key role they already play in our economy, we must recognize
that railroads are the only mode of freight transportation that can
readily be expanded to provide increased service without requiring a,
huge public expenditure. In simple terms, railroads can greatly in-
crease the volume of freight service by simply running more trains
over existing tracks.
So the railroads have great unused potential for service and we be-

lieve this service will be increasingly required in our expanding econ-
omy and by our growing population. Yet railroads today face serious
problems that must be solved. They are in a gigantic economic struggle
for survival. The net return on investment after depreciation last year
for the industry as a whole was only 2.45 percent. Gentlemen, this com-
pares to 10 to 12 percent for the typical unregulated industrial com-
pany.
We oppose any legislation that would reduce the railroads' oppor-

tunity to improve earnings. We feel that S. 3861 would have this effect.
It just does not seem reasonable to enact legislation that would pre-
vent or delay removal of uneconomic rail passenger service. As rail-
way suppliers, we know that following World War II railroads made
a strong effort to make trains popular. In the first 10 years after the war,
they spent more than $1 billion modernizing their passenger fleet, but
the effort to increase traffic failed because the public prefers airplanes,
automobiles, or buses, and has virtually turned its back on rail passen-
ger service.
I would like to comment here that we definitely believe rail service

has an important mission and a strong future as the backbone of bal-
anced transportation systems in heavily populated corridors, such as the
one between Washington, New York, and Boston. Also, rail rapid
transit will be increasingly used in solving urban transportation prob-
lems. But the day of the long-haul passenger train is gone, and we must
recognize this fact of life and live accordingly.
As a railroad supplier, I know what the $485 million lost on passen-

ger service last year would make possible in new and improved freight
equipment to provide a service that the American public does need and
want; $485 million will buy 32,000 freight cars or 2,000 locomotives, for
example. -

Railroads must continually modernize their equipment and maintain
their facilities. They must do more, and have been doing more, to de-
velop specialized freight cars, computerize their operation, and pro-
vide other types of customerized service to save on cost to shippers,
to be able to compete in their marketplace with other modes of trans-
portation.
All of this takes money, but with the railroads' present depressed

earnings they do not have the capital required to meet the public needs
for modernizing the freight car and locomotive fleets. A standard 50-
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foot, general-purpose boxcar costs about $15,000 and there are almost
2 million freight cars, many of them costing more than that, in the
American railroad fleet.
Many of these are obsolete and need replacement. A typical new

diesel freight locomotive costs about $250,000, and the railroads have
nearly 30,000 such locomotives and need more, and some of these need
replacing. Yet, as the Wall Street Journal of this past Monday re-
ported last month—June 1968 orders for freight cars plunged 61
percent below levels of June a year ago, and the Journal saw this as
a result of what they call financial stringency on railroad capital
spending.
I would like to call your attention to the chart that we have on

my right. On July 1, 1968, private freight car builders had a backlog
of orders totaling about 48,000 cars. On July 1, 1967, this backlog
dropped to about 23,000 cars. On July 1 of this year it was only about
11,000 cars. As a result, two freight car builders have gone out of
business and thousands of highly skilled employees in hundreds of
other plants across the country are being laid off or lost to other
industry.

Incidentally, the RPI is conducting a survey of our major com-
panies now to determine just exactly what this backlog means or is
for them individually, and when these figures are available if this
committee would like to have them, we would be glad to submit
them.
The critical railroad financial situation was confirmed by a recent

report from the U.S. Department of Commerce and the Securities and
Exchange Commission on capital spending in 1968. Their research
showed that industry generally plans to spend 7 percent more this year
than in 1967 on capital improvements. In contrast, the railroads will
spend 6 percent less than last year.
The problems facing the railroad and supply industries now are

critical. Unless they are solved, railroads may be permanently crippled
or may ultimately require huge public subsidy. Therefore, the cash
flow that is now being drained off by unwanted and unused passenger
service must be freed up.
It is obvious that the railroads should be allowed to operate as

business enterprises. As such, they are trying to disengage themselves
from providing a product that their customers do not want. This is
no more or less than any responsible business decision would dictate,
regardless of the industry. Please let us remember that railroading
is a business essential to our national economic security. It must be
allowed to function accordingly.
Mr. Chairman, this completes our statement. Thank you very much.
Senator LAUSCHE. Senator Moss.
Senator Moss. Thank you very much. This is a very fine statement,

Mr. Gray, and I compliment you on it.
You can understand one of the dilemmas we face in this committee

when we are asked to authorize and have just authorized additional
Federal funds for research and development and trial of carrying
passengers on railways at high speeds between population areas. But
at the same time we are confronted with a decline, and in some cases
complete elimination of railroad transportation in other areas. Isn't
that a conflict that puts us in a position where we can hardly explain
our action on one side or the other?
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Mr. GRAY. Senator, I think this emphasizes the need for supporting
the position that we take in our statement here. You make reference
to the Northeast corridor. This is really one major city from Wash-
ington to New York to Boston. If it isn't now it is soon going to be.
You can hardly tell when you are in one city and out of another. This
is a major corridor. I think there will be others that will be developing.
I can visualize these between Philadelphia and Harrisburg, perhaps

Pittsburgh and Cleveland, Cleveland-Detroit, et cetera. And I think
in this area the railroads can and will perform a great service.
I think we are late in getting this supplemental work done on the

Northeast corridor, and I think the railroads will have a prominent
part here, and I think passengers will ride this kind of service.
In Japan with the Tokaido line which has been quite successful

there they had a situation very similar to that that we have in our
Northeast corridor with major metropolitan, large numbers of people
living in confined areas. They have proven there that they would
ride the trains, and I hink they will here. I think the railroads'
problem is that they are running trains in areas where there just aren't
enough people.
The previous witness, Senator Metcalf, made reference to the prob-

lems facing him in his State, and certainly we have to be sympathetic
to this. But it covers an area where there just aren't the same numbers
of people, and if these people are driving their own automobiles or
their pickup trucks or using buses or some other mode, they just aren't
using the railroads, and it is this kind of service we feel very strongly
must be eliminated if we are going to increase the earnings of the
railroads and thereby increase their effectiveness to serve our Nation.
Senator Moss. What is your opinion on the criticism that is often

leveled against the railroads that they have permitted their passenger
service to deteriorate and thus contributed to the decline in passenger
use in this manner
Mr. GRAY. Well, Senator Moss, I guess I am like most citizens of the

United States. I am not riding the trains because I find airplanes a
more convenient and quicker way to get about, so I don't have any
firsthand knowledge on this.
I do know that immediately following the war railroads made an

all-out effort to do something about the passenger car business. I am
in this business and it is to my interest that we sell them equipment.
We don't care whether we are selling them mainline, long-haul pas-
senger equipment or whether we are selling them rapid transit or
commuter cars. So we are naturally interested in this, and I hoped that
the long haul or the long runs from New York to St. Louis or St. Louis
to San Francisco would continue. But they just didn't. People didn't
ride them. The service was good, and very good in those days.
I think they just plain can't afford to continue to provide the kind

of accommodations that they used to provide when the riding public
just doesn't want to go that way. And I think most of us in this room,
if we stop and analyze when was the last time any of us rode on a
passenger train, even where there is now equipment available for it—
I commute between here and New York and New York and Boston by
rail because it is pretty tough getting there by air, but I do not do this
between my home in St. Louis and here.
Senator Moss. Thank you, Mr. Gray. I appreciate it.
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Thank you, Mr. Chairman.
Senator LAIISCHE. Senator Pearson.
Senator PEARSON. Mr. Gray, I was interested in your statement in

reference to the financial plight of the railroads today. Do I under-
stand from your statement and directly related to and the primary
reason for it is because of the $480 million loss on passenger service?
Mr. GRAY. No, Senator Pearson. I think this is a part of it, the $480

million loss, of course, and it will be even greater or is anticipated to
be even greater this year. may go to the magnitude of 600 million. I
think every possible thing that can be done for the railroads must be
done to improve their earning capability.
I think the railroads find themselves at a great disadvantage as

they compete with the trucks and the barges and the airlines because,
as all of us know, all of these other modes of transportation are getting
substantial benefits from Government funding, and I hope that some
day we will see this equalized by those other methods of transportation
paying a greater share of the cost of maintaining the highways and
the locks and the dams and the airports.
But I do not mean to convey that this is the only reason for it. I

think it is one of them, and I think that when you have got a business
that is only returning 2.45 percent this is pretty tough. It would be
very difficult for me to face my stockholders with such a record.
Senator PEARSON. Well, I note your chart there, the boxcar shortage

is no longer sectional and it is no longer regional. It exists all over
the United States in reference to almost every industry, and yet the
orders for new freight cars have declined to a considerable extent
as exhibited by your chart there. What is the explanation of that?
Mr. GRAY. Well, Senator, this started with the suspension of the 7..

percent investment credit.
Senator PEARSON. That is about gone now.
Mr. GRAY. Yes, sir. That came back in about June, a year ago. The

railroads have not been buying. They have not been buying because
I feel they are not getting a satisfactory return on their investment,
and the capital funds are not being generated so they can continue the
vast program they had.
They had a 5-year period in which they were spending almost a

billion dollars a year in capital improvement for the 5 years prior
to the slideoff that we started to get in 1966. And I think if the busi-
ness conditions returned to a more normal level that they will be
back as buyers.
Senator PEARSON. I think it is unfair to ask you to make any pre-

cise estimate, but what extent does this passenger train deficit repre-
sent in the economic plight of railroads?
Mr. GRAY. I don't know in percentage, Senator. I do know that

$600 million estimated for this year—we have other witnesses who
will be testifying for the railroads and they are probably better able
to answer that than I am. I do not have those figures available.

Senator PEARSON. Well, you oppose this bill. What is your com-
ment regarding the proposition of the last train concept?
Mr. . GRAY. Well, Senator Pearson, again I think that people more

famihar with the operations of railroads would be better to comment
on this. My personal opinion is that if the last train is as unprofit-
able as the first train it wouldn't make much difference to me—if I
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were the president of these railroads I think they ought to be elim-
inated whether they are the first one or the last one.

Senator PEARSON. Well, the other part of this bill has reference to
procedural changes for the ICC. Do you have any comment about
those?
Mr. GRAY. I think the procedural changes have the effect of delay-

ing the railroad's ability to eliminate the unwanted, really, rail pas-
senger service, and therefore I would oppose them.

Senator PEARSON. Do you know of any railroad today that is mak-
ing a sincere and strong effort similar to that after World War II to
maintain and build passenger traffic?
Mr. GRAY. I believe that the western railroads such as the Santa Fe

and the ones serving the western part of the country are continuing
to make an all-out effort. I just believe they haven't given up on it
yet as the eastern railroads have.
I think the Northwestern made an all-out effort to prove that com-

muter service could work in the Chicago area, and is working quite
successfully.

Senator PEARSON. Thank you, Mr. Gray.
Thank you, Mr. Chairman.
Senator LAITSCHE. Mr. Gray, I would like to ask you a few ques-

tions. You state the net return on investment after depreciation last
year for the industry as a whole as only 2.45 percent. This compares
to 10 to 12 percent for the typical unregulated industrial company.
What is the source of your 2.45 percent figure?
Mr. GRAY. It came from the AAR, Mr. Chairman.
Senator LAITSCHE. AER. What is that?
Mr. GRAY. AAR.
Senator LAITSCHE. Oh, Association of American Railroads?
Mr. GRAY. Yes.
Senator LAITSCHE. I am not challenging the figure. There is, how-

ever, a New York bank that regularly issues reports on the relative
earnings of different types of industry, and I would like the staff to
get a copy of its latest report on that subject and have it placed in the
record.
Mr. GRAY. If I might comment on that, Mr. Chairman, the First

National City Bank of New York
Senator LAITSCHE. That's it.
Mr. GRAY (continuing). Had a monthly letter in April of 1968. The

rate of return on net worth of leading corporations in various trans-
portations for the calendar year 1967 showed air transport at 19 per-
cent common carrier trucking at 16.4 percent; railway equipment at
11.4 percent.
Senator LA-crscHE. I have here the hearings of last year, 1967, and

on page 323 of those hearings is a tabulation of the earnings of leading
nonfinancial corporations for the second quarter and first half of the
year.
Well, anyhow, we will have the First National City Bank letter

placed in the record.
(The information requested follows:)
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Senator LAUSCHE. You state in the first 10 years after the. war
they—that is, the railroads—spent more than $1 billion modernizing
their passenger fleet. Will you elaborate upon that statement if you
can? Who are the leaders in the movement, what was done, what type
of modernized equipment was introduced?
Mr. GRAY. Mr. Chairman, at that particular time many railroads

came out with the so-called bullet trains, the streamlined appearing
trains. To click each one of them off from memory, I don't know that
I can do this. But at that time it was such railroad trains as the
Broadway Limited. I remember a terrific effort was made to make this
one profitable. The Spirit of St. Louis—new equipment was added
to this train that had been in existence for some time prior to then.
The western railroads in the form of one that ran between San Fran-
cisco and Los Angeles, the one that ran from Los Angeles to New
Orleans—the Sunshine Special, I believe. Again my railroad friends
who are following me will probably be able to identify these better.
Senator LAUSCHE. Well, my recollection is that Robert Young was

one of the real leaders in attempting to introduce modernized equip-
ment, believing that the introduction of such equipment would attract
passengers. Many of the railroad industry disagreed with him, but
he went forward on the Chesapeake & Ohio and proceeded to develop
modern high-speed trains, sky views, and other accommodations, and
entertainment, believing that that would bring passengers to the
railroad. Do you know what were the results of his experience? Do you
know? If you don't know, say so.
Mr. GRAY. I do not know, Mr. Chairman.
Senator LAUSCHE. Now you state "I would like to comment here

that we definitely believe rail service has an important mission and
a strong future as the backbone of balanced transportation systems
in heavily populated corridors."
Are you familiar with the Doyle report and the 1958 Smathers

report?
Mr. GRAY. I am not, Mr. Chairman.
Senator LAUSCHE. Well, in both of those reports it was declared

that of the five modes of transportation, pipelines, water carriers, air
carriers, trucking carriers, railroad carriers, the railroad was the most
important to our country, that that was demonstrated in World War
I and World War II, and that without them in existence our problem
would have been very acute, probably destructive.
Now you talk about this chart, that on July 1, 1966, freight car

builders had a backlog of orders totaling about 48,000 cars. In your
association are there members who are freight car builders?
Mr. GRAY. There are, Mr. Chairman, yes, sir.
Senator LAUSCHE. And you state that there was a backlog of 48,000

cars ordered as of July 1, 1966?
Mr. GRAY. Yes, sir.
Senator LAUSCHE. Now on July 1, 1967, this backlog dropped to

about 23,000 cars. Was it because you had filled the orders or because
orders were cancelled, or what was the reason?
Mr. GRAY. The railroad just did not continue to buy. In other words,

we built cars and they were not—the backlog was not built up by the
railroads continuing to buy, sir.
Senator LAUSCHE. Then as of July 1 of this year—that is about

25 days ago—there was a backlog of about 11,000 cars.
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Mr. GRAY. That's right, sir.
Senator LA1OSCHE. Are you familiar with the number of cars that the

system ought to have in order to meet the needs of the times and meet
their needs?
Mr. GRAY. I think my railroad friends following me can better an-

swer that question, Mr. Chairman.
Senator PEARSON. If the chairman will yield, the need has increased

steadily, has it not, without reference to numbers or percentages? The
need for freight and boxcars has increased month by month and year
by year, has it not, for replacement and new cars?
Mr. GRAY. I would think there is a definite need for increased num-

bers of cars on the railroad system.
Senator LAUSCHE. Does your assistant know the answer?
Mr. LENNARTSON. Only in a general sense. I think the railroad

witnesses would be much more competent in this.
Senator LAUSCHE. Now you made some mention about other modes

of transportation being given financial aid by the Government. Are
you familiar with how much subsidy has been provided by the U.S.
taxpayers to the water carriers on the high seas, the subsidy being
used to build ships and to operate ships, statistics showing that for
every passenger that goes both ways across the Atlantic and buys a
ticket the taxpayer contributes $275? Are you familiar with those
figures?
Mr. GRAY. No, Mr. Chairman; I am not familiar with them, but I

wish our railroad friends had the same advantages as they move
their commodities across the country.
Senator LATTSCHE. All right, no further questions.
Mr. GRAY. Thank you, Mr. Chairman.
Senator LA-CISME. The next witness will be Prof. George W. Hilton,

department of economics, University of California.
Mr. Hilton, your statement will be fully transcribed into the record.

Now you can proceed to read it or you may go forward discussing
the highlights of what you want to say knowing that the entire state-
ment will be in the record.

STATEMENT OF PROF. GEORGE W. HILTON, DEPARTMENT OF ECO-
NOMICS, UNIVERSITY OF CALIFORNIA, ACTING CURATOR OF
LAND TRANSPORTATION, SMITHSONIAN INSTITUTION

Mr. HILTON. Yes, I would prefer to summarize it more briefly, thank
you.
I have argued in my statement that the passenger train has been de-

clining relatively since the middle 1890's, absolutely since 1921; that
it has been declining for very good and sufficient reasons; that it is
absolutely hopeless, that it cannot be preserved through measures such
as Congress is considering in the present bill, and therefore that public
policy should either be unchanged or should move in the opposite
direction of providing an explicit market test of profitability in dis-
continuance actions so as to accelerate its extinction, which is, as I
argue, inevitable in any case.
I reach this conclusion on the basis of academic evaluations of the

relative income elasticities of the various means of public and private
passenger transportation.
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Citing the works of three economists, I pointed out that the income
elasticity of demand for the railroad passenger train is estimated, on
page 3 of my statement, to be minus 0.6. The income elasticity of
demand for automobile transportation is estimated to be plus 1.2, and
of airplane transportation of plus 2.5.
Senator LAUSCHE. Before you proceed, do not assume that the mem-

bers of this committee are familiar with this nomenclature.
Mr. HILTON. Yes, I was about to rephrase this. I was about to trans-

late this out of the jargon of economists. It is a fairly simple concept.
That is, the average American family will respond to a 1-percent in-
crease in income through increasing its expenditures on automobile
transportation by 1.2 percent, by increasing its expenditure on airline
tickets by 2.5 percent, and by reducing its demand for railroad passen-
ger tickets by 0.6 of 1 percent.
This is to say that as people get richer they use their automobiles

more fully, they buy larger automobiles, and they buy second or third
automobiles. They buy more airline tickets, and they buy successively
less railroad tickets.
The reason that they behave this way is easy to identify. If you

compare the relative attractions of moving between Chicago and Los
Angeles by air and by rail—and I have chosen an example where the
standard of passenger service is probably the highest in the country
and is not in controversy—no one, so far as I know, has accused the
Santa Fe of discouraging passengers—one can save approximately
$20 at the expenditure of approximately 35 hours in time.
One is likely to take this alternative only under three circumstances:

first, if he is a person of low income so that his time doesn't have a very
high value to him,; second, if he is retired; or third, if he gets a satisfac-
tion and consumption value from rail transportation. The people who
get a consumption value out of it, enthusiasts, are probably only about
100,000 in number. The present generation of elderly is probably the
principal support of rail passenger trains. They have a low evaluation
of time, as retired people usually do, and fear of flying is most highly
concentrated in high age brackets because such people are familiar
with the risks of early aviation.
Senator PEARSON. May I interrupt? You say that under this eco-

nomic theory that with an increase in income of so much percent there
is an increase in airline traffic, and so forth, and a decrease in railroad
use?
Mr. HILTON. Yes, that's right.
Senator PEARSON. In contrast, with a decrease of income is there an

increase in railroad use?
Mr. HILTON. Well, there haven't been any decreases in income since

the 1930's. We naturally hope that there won't be any.
Senator PEARSON. You haven't talked to any Kansas farmers lately.

[Laughter.]
Mr. HILTON. People in rural areas in general have deserted railroad

trains rather thoroughly for the automobile. So I can't say precisely
what the behavior of those specific farmers would be. Local passenger
transportation has already very largely deserted rails. It was the first
thing to go.

Unfortunately, from the point of view of anyone who wants to
preserve railroad passenger transportation one can predict with per-
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feet accuracy that the two major groups who support it will atrophy
continuously in numbers. The present generation of elderly will die,
and low income people get into successively higher income brackets.
The manifestation of what I have been arguing, that people are desert-
ing railroad trains because the value of their time is too high to travel
on them, can be seen in the relative declines of Pullman and coach
service. You would expect from this that the first people to desert rail-
road trains would be businessmen, and so they were, because their time
is relatively valuable. You would expect Pullman travel to decline
more rapidly than coach travel, and it does: approximately, not quite
twice as rapidly, 24 percent as versus 14 percent in 1967.

Consequently railroad trains become successively more competitive
with buses and successively less competitive with airplanes as time
passes. This manifests itself in a reduction in demand for luxury on
passenger trains, and railroads respond to this.
Unfortunately, the people who want to preserve passenger trains

largely interpret this decline in the standards of service not as re-
sponses to the nature of the changing demand conditions, the increas-
ing concentration of passengers in low income brackets, but rather
as efforts to discourage passenger travel. That is, when tablecloths
are taken out of cining cars, then when the dining car is replaced by
a coffee shop or vending machine, when the Pullmans are taken off,
all of which are manifestations of this negative income elasticity that
I have mentioned, people who want to preserve passenger trains take
this as discouragement.
But the industry has not discouraged passengers; industries typi-

cally do not do this. The industry probably made a more concentrated
effort to make something which was absolutely hopeless viable than
any other one, partly because there is in declining industries a char-
acteristic bias that things won't get any worse. In the late 1940's it
was widely felt that the local train may have been hopeless but people
would ride the limiteds forever; partly because there is a lot of capi-
tal irrecoverably committed to railroad passenger service—stations,
and so forth—there is a lot of equipment which was not fully depre-
ciated, and probably most important of all, there was restriction on
exit from the activity. So it was probably pushed more seriously
than any other hopeless activity in the economic history, and it has
run up welfare losses in its decline which are probably worse than
anything else in economic history.
It has run up welfare losses as measured by the ICC's passenger

deficit—which probably grossly understates the actual losses as the
experience of railroads which have given up passenger service seems
to indicate—of over $10 billion since World War II. And as I have
endeavored to argue, this is very severe 
SenatorLAUSCHE. Would you pause for a moment? Are the ICC

figures tabulated in some sort of a bulletin or book?
Mr. HILTON. Well, yes, the ICC issues them annually. It is in the

Statistics of Railways, as it used to be called, or the ICC's Statistics
of Transportation annually, and also the Association of American
Railroads publishes it in its Statistics of Railroads of Class One.

Senator LAUSCHE. I want the staff to get the latest report and have
it included in the record, please.
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(The information referred to, follows:)

RAILWAY PASSENGER DEFICIT BY CLASS I RAILROADS (1958-66)

[Aggregates in thousands]

Year United States
Eastern
district

Southern
district

Western
district

1958 $610,424 $206,391 $92,150 $311,883
1959 543,820 177,716 78,509 287,595
1960 485,170 156,029 70,041 259,100
1961 408,208 137,531 65,843 204,834
1962 394,277 133,643 70,459 190,175
1963 398,875 126,329 77,884 194,662
1964 410,195 130,652 85,371 194,172
1965 420,647 133,162 88,543 198,942
1966 399,645 126,782 87,536 185,327
1967 485,049 162,797 102,877 219,375

RAILWAY PASSENGER DEFICIT RELATED SOLELY TO PASSENGER AND ALLIED SERVICES

Year United States Eastern Southern Western
district district district

1958 $82, 262 ($7, 822) $20, 337 $69, 7471959 37,815 (22, 288) 10,915 49,1881960 10,262 (29, 978) 6,279 33,961
1961 (17, 184) (25, 274) 3,809 4,281
1962 (12, 383) (21, 920) 6,180 3,357
1963 8,787 (24,409) 16,597 16,599
1964 17,938 (18, 047) 18,696 17,289
1965 43,706 (9,480) 22,179 31,007
1966 30,942 (16, 757) 23,837 23,8621967 138,236 25,080 41,411 71,745

Note: Parentheses indicate not a deficit.
Source: Transport Statistics in the United States, pt. I : Railroads.

Mr. HILTON. I have been arguing that the market test of profitability
shows that the public has wanted a large volume of resources which
have in fact been devoted to railroad passenger service devoted to other
activities.
The railroad passenger train has been financed by an implicit tax

through requiring the railroads to operate it unprofitably, equivalent
to operating it under a tax which amounts to about 27 percent of the
net profitability from freight of the railroad industry, as of last year.
It will be worse this year, owing to the withdrawal of the railway post
offices.
One of the reasons that I am opposed to this bill is because the bill

will change the present framework less than superficially it appears
to do. The outcome of the inquiry into passenger service which the ICC
proposes, if I read the last clause in the bill correctly, might be a
decision of the Government to carry on passenger service under sub-
sidy. But it is actually currently being carried on under an implicit
subsidy, but not a very intelligent subsidy. The only difference which
an implicit subsidy would make would be that public authorities could
then provide the passenger service without regard to the profitability
of an individual railroad.
At present the railroads in the arid west are best able to bear this

implicit tax of a passenger deficit, but owing to the light population
there, there is relatively little pressure there for them to do so.
The railroad which has the greatest pressure on them to do so

because of its heavy population density is New York, New Haven &
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Hartford, which partly, but only partly for that reason, is the weakest
American railroad and thus is least able to bear the deficit.
So to that extent an explicit subsidy would be preferable to the

present situation, but it couldn't preserve the passenger train
because 

Senator LAUSCHE. Just stop for a moment. Are you stating that it
may develop that out of this study will come the proposal for a
subsidy?
Mr. HILTON. Yes; I think that is the proper inference from the last

section of the bill, section 6 on page 9. One of the subjects for inquiry
by the proposed commission is "The proper role of carriers and gov-
ernmental bodies developing the required quality and quantity of
service, including methods of financing operations which are neces-
sary but not economically viable." I think that is a correct interpreta-
tion.

Senator LAUSCHE. Well, this is the first time that I have heard that
this is going to be a vehicle of some kind calling upon the taxpayers to
subsidize the railroads. We already have too many subsidies in the
transportation industry.
Mr. HILTON. I agree with you.
Senator LAUSCHE. Achievement should be the elimination of subsi-

dies to competing carriers.
Mr. HILTON. I think you are perfectly correct. But, unfortunately,

I can't make an alternative interpretation of what I have just quoted.
Senator PEARSON. Pardon me. Would you yield?
Senator LAuscHE. Yes.
Senator PEARSON. Would your comments apply in general to the

efforts made in the northeast corridor in the rapid transportation or
high-speed rail work we are doing there now?
Mr. HILTON. Yes; in general they do. However, I agreee that we

should reserve judgment until 
Senator PEARSON. Well, in the northeast corridor the high-speed

train is really sort of a wasted effort in your judgment?
Mr. IELToN. Admittedly it is being put in the place where it is

most likely to be successful, according to the population density,
degree of congestion, and other considerations. So if it can be suc-
cessful at all it would be there.
My guess is that the universality of the pattern of decline of rail

passenger trains, streetcars, interurbans, and so forth will also apply
on this.
The Pennsylvania Railroad has lost a very large percentage of its

passengers between New York and Washington which is, as we have
said, an ideal place to generate demand for rail passenger traffic,
since 1946.
My guess is that introduction of new and faster equipment will

result in a short-run increase in the volume of traffic followed by the
long steady decline in utilization which has characterized every other
form of rail passenger transportation.

Senator PEARSON. So the answer to my question is that it is a wasted
effort in your judgment?
Mr. HILTON. This was my judgment at the time the program was

instituted.
Senator PEARSON. And continues to be so?
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Mr. HILTON. Yes.
Senator LAUSCHE. Well, proceed. You were discussing the implicit

as distinguished from the explicit—
Mr. HILTON. Yes. I argued that an explicit subsidy would be pref-

erable to the present arrangement, but it couldn't arrest the decline
of rail passenger service because the decline has occurred because of
the valuation of people's time. They value their time too highly to
use this form of transportation, and this is essentially something
which a subsidy wouldn't cure. So either requiring a railroad to pro-
vide the service through more stringent requirements for discontinu-
ance or a subsidy would both be devices which would not accomplish
the end of preserving the passenger train.
Further, the passenger train's costs will continue to increase. They

are about double those of either of the alternative means of providing
the service, bus or aircraft. Aircraft are about to be improved so
greatly that the ratio will probably go from 2 to 1 to 4 to 1.
In part this is true because the rules of railroad service are adverse

to fast main line services in which railroad passenger trains have in-
creasingly been concentrated—since the local services went first. But
that is only a part of it, and it is overstated.
More important is that it is a service-intensive activity which has

to compete with manufacturing activities for employees and service
activities, whether they be railroad passenger trains, hospitals, or
whatever, cannot match the increases in productivity in manufacturing
activities, and so they become successively more expensive. It is par-
ticularly characteristic of railroad passenger travel because the demand
is also declining.
So by 1975, as I indicated, it will probably cost four times as much

to move someone by a railroad train as by Boeing 747 or a Lockheed
1011 type of aircraft even though the person will be moving at only
10 percent of the speed he would be on the aircraft.
Senator LAUSCHE. Why will it cost, you say, four times as much

to move him by train than it would to move him by air? Did you say
four times?
Mr. HILTON. I think by the 1970's probably, because the next gen-

eration of aircraft will be able to handle passengers at very much less
than the present generation. You will have very much higher capaci-
ties. They will be much more economical in their use of labor; whereas
passenger trains are essentially incapable of any major improvement.
One of the things which I think the northeast corridor project is

showing is this. The difficulties of adapting them to higher speed serv-
ice is an indication that what they can do is what they have been doing
for decades. The railroad train, owing to the fact that it provides the
service much more slowly than the aircraft, requires an enormous
volume of labor in order to provide the service. This is true only partly
because of the nature of the rules. It would be true even if the rules
weren't so restrictive as they are.
Senator LAUSCHE. Are you familiar with the pilot test that was made

up in the Boston area where Federal subsidies were increased and more
frequent service was provided, passenger tickets were reduced in price,
and all the steps were taken to attract thepassengers? Do you remem-
ber that study?
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Mr. HILTON- Well, there are similar studies. There were Federal
grants in several major cities. There have been efforts especially in.
Philadelphia and Boston which have attracted some volume of com-
muters away from buses and to some degree out of automobiles. These
are largely upper income people who work in the financial community
in Boston and also in Philadelphia. Both of these are cities with rather
well defined central business districts because of a large number of
financial firms and because of water barriers in one or more directions
constricting their growth. As a result they are the sort of places which
create a lot of demand for public transportation for the trip in and
out of the central business district.
These are the same people whose value of time is likely to be ex-

tremely high in intercity passenger service, however.
Senator LAUSCHE. Proceed. We are not talking of the same one. I

am talking of a pilot test in which all accommodations were expanded,
cost of passage was reduced, more frequent services were installed.
I don't remember how many millions we put in, but at the end of the
test it showed that no more rode the system than did before these
superlative services were provided.
Mr. HILTON. I'm sorry, then we are talking about other ones. What

you have said is consistent with what I argue.
If it is desired to retain intercity passenger service the best hope

would be operating trains of the character of the City of New Orleans
that is, with a fairly spartan standard of service, snack bar food serv-
ice, quite high concentrations of people in coaches, to attract people
who would otherwise be on buses—that is to say, people of low valua-
tion of time.
One of the reasons I feel this bill is so undesirable is that it would

try to raise the average standard of service which would have the
effect which you have just mentioned, that it wouldn't attract people
in any large numbers, whereas it would increase the deficit—whoever
was paying the deficit.
Senator LAUSCHE. In the 1958 hearings one professor from North-

western I think testified that tests which he made indicated that to
induce people to use the railroad rather than the automobile you would
have to pay them to take the railroad train rather than have them pay
the railroad for carrying them.
Mr. HILTON. Yes, I think you are referring to testimony by Prof.

Stanley Berge of the Business School of Northwestern University. On
experience of the north-south line of the Chicago Transit Authority
he estimated, as I remember—it is some years since I read this—that
if it were free it would about double the utilization of it, and for a
subsidy of 35 cents, direct payment of 35 cents to the passenger—I
have forgotten exactly what number of people would come out of their
automobiles. But the typical driver would have remained in his auto-
mobile even so.
But here again we are talking about urban transportation.
Senator LAUSCHE. Well, pardon me for interrupting you or breaking

your chain of thought. Will you continue?
Mr. HILTON. Well, I would rather answer questions which the Sen-

ators would put to me.
Senator PEARSO/sT. Well, now in its simplest form your argument is
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based on the fact that all economic indicators show that the passenger
train is a thing of the past?
Mr. HaToN. Yes.
Senator PEARSON. And it is futile to try to pump it up and keep it

going?
Mr. HILTON. That's right.
Senator PEARSON. And that a moratorium would be of little value

and the last train concept of little value, and this is all because of
the economic facts that exist today and because of the public attitude?
Mr. HILTON. Yes. We have already had plenty of moratoriums. The

Interstate Commerce Commission under the present framework, about
which, as I have said in my statement, one chapter of my pending
book on the Transportation Act of 1958 is concerned, the Commission
has had the power to provide moratoriums of 1 year for specific
trains—

Senator PEARSON. Just a moment. Do you have a copy of Lang's
testimony to give to the professor?

All right, go ahead.
Mr. HILTON. Excuse me. Whose testimony?
Senator PEARSON. Did you read Mr. Lang's testimony yesterday?
Mr. HILTON. I didn't. I have read his testimony before the House.
Senator PEARSON. I am going to make reference to a statement on

page 6, and I want it to be before you. But you go ahead.
Mr. HILTON. May I continue?
Senator PEARSON. Yes.
Mr. HILTON. The Commission has required moratoriums for in-

dividual trains for periods of a year. It has done this very arbitrarily.
I think it is impossible to make any conceptualization of what the
Commission has done, to say that it has behaved consistently in its al-
lowing discontinuance on the first application, or requiring mora-
torium and then permititng the train to be taken off. But where it has
required a moratorium of this sort the atrophy has continued.
As I have said, this can be predicted with perfect accuracy on the

basis of the income elasticities. If Congress provides a general mora-
torium you will simply have the same thing.

Senator PEARSON. Well, now if all that you said is true aren't all
the signs likewise existing on the freight revenue, and I am making
reference now to the "Yearbook of Railroad Facts," the AAR, which
indicates in 1967 the freight revenue was down over 1966. Actually it
continued the past decade or about the same.
And then I make reference to page 6 of Mr. Lang's testimony where

it says, if you will look down to the middle of the last paragraph,
professor, there on page 6, "It is also important to note that the in-
dustry's share of the intercity freight market has declined steadily
throughout this period." That is the last decade. "In 1958 the rail-
roads' share of the United States intercity freight bill was approxi-
mately 32 percent by last year this figure had dropped to 24 percent,
and it is still going down."
Mr. HILTON. Yes. I think you are perfectly correct. I think that this

is a judgment which one cannot avoid. This is an industry which has
been in secular decline since approximately 1915-16. Its percentage of
everything with the exception of new automobiles has been declining
secularly. It 15 not a consequence of public policy, as representatives of
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the industry argue. It is a consequence of very real factors in the tech-
nology of the industry.
It is an industry which has a high incidence of damage claims. They

are so great that they amount to a tax on the industry of approxi-
mately 18 percent per year.
It has a great deal of fixed capital which invites the depredations

of unions and also tax collectors. It has a pricing structure tradition-
ally which is not cost based, and so almost the entire economy as of
the time the decline began had an incentive to try to find alternatives to
it, and this doesn't exhaust the industry's shortcomings.

Railroads decline in every country with the exception of those few
such as South Africa which virtually prohibit rival forms of trans-
portation. It has had a very slow decline partly because of restrictions
on exit, partly because it has so much fixed capital committed to it.
Admittedly it is declining at a rate such that it will still be around

through all our lifetimes. But if pressed for a judgment, my guess is it
will probably decline for another 125 to 150 years and then pass out of
existence. A secular decline of a length of this kind is essentially never
reversed.
Senator PEARSON. Do you see the decline in freight revenue as rapidly

as passenger revenue?
Mr. HILTON. I donit see any source of optimism for the industry. It

is a declining industry mainly dependent on two other declining indus-
tries. Its main source of revenue has traditionally been coal, which it-
self is a declining industry, likely to be largely replaced by nuclear
energy. This is likely to bring the coal-hauling railroads, which have
historically been the strongest, to about the level of weakness of the
rest of the industry.
The eastern railroads are mainly dependent on steel inputs. The steel

industry is apparently also a declining industry; we are likely to be in-
creasingly dependent on foreign sources of steel.

Senator PEARSON. Are we at a point now if we are going to continue
passenger service it is going to have to be a Government-operated or
Government subsidy program?
Mr. HILTON. My guess is that the industry will become so weak that

if the decision is not already whether the Government should take over
passenger service from the railroads it shortly will be. As I have said,
I interpret the present bill as an effort to take up this question at the
present time, and my recommendations obviously are in the opposite
direction—that the passenger service be recognized as absolutely hope-
less; and what I didn't discuss in my statement because I felt it was
too broad, that the industry should be organized competitively, given
carte blanche to get out of unprofitable activities and into other activi-
ties, organized as integrated transportation companies and as com-
panies in transportation and other industries so that it is not shackled
to the technology of this industry, which I must say in all honesty I
think is hopeless.

Senator PEARSON. Thank you very much, Professor.
Mr. HILTON. Any further questions, or am I excused?
Senator LAUSCHE. Yes, I have some questions.
You are of the opinion that the transportation of freight will di-

minish in the railroad industry as time goes on. What are the causes
of the lessening of the freight carriage?
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Mr. HILTON. As I mentioned, first because it has a very heavy inci-
dence of damage claims. Intrinsic to the technology at least up to date
is that the locomotive can keep rolling much more than it can start.
As a result it is necessary to build what is called slack into freight
cars, approximately a foot of 
Senator LAUSCHE. Damage claims is one of them. Now how does

that induce the shipper not to use the railroad to carry his freight?
Is it because the cost of carriage is greater and the efficiency less than
in the competing modes?
Mr. HILTON. Well, there are a great variety of such incentives. For

anything perishable or fragile the incentive to avoid using a railroad
is considerable, partly because of these damage claims. Second, rail-
road freight service is relatively slow, not so much because freight
trains have low average speeds as that cars spend a long time when
being interchanged between railroads. Third, railroads are inflexible
in destinations relative to trucks. Trucks essentially can go everywhere.
Trucks have more favorable experience on all three of these grounds.
Further, the establishment of the Interstate Commerce Commission

rather perpetuated the pricing structure of the railroad in the 19th
century whereby they priced according to the value of the service
rather than the cost of service. As a result, cost, based transportation
such as private trucking, private barge lines, and exempt carriage of
all sorts, has been able to attract an enormous volume of freight away
from the railroads and, incidentally, other regulated carriers.

Senator LAIISCHE. Well, then I would construe what you have said,
one, the efficiency of delivery because of flexibility, the speed of de-
livery. Does the cost charged have any 
Mr. HILTON. 'Yes, there is no getting around it, that for a large

number of commodities a railroad is a relatively expensive method of
moving things. There are many other things for which it is still the
lowest cost carrier. For coal, ores of various sorts, at least in inland
areas where there is no barge transportation, it is the cheapest means of
moving things. There are many things which are cheaper to move by
truck in the more populous areas of the East, but which are more eco-
nomic to move by rail for long distances. The railroads have very heavy
terminal expenses, and as a consequence they have a certain advantage
for long-distance movements where those terminal expenses are aver-
aged out over long mileages.
Senator LAUSCHE. If the railroads were spared the losses resulting

from passenger service would they be in a better position to compete
with other modes of transportation in carrying freight?
Mr. HILTON. Yes, there is no question about this, the passenger defi-

cit, as I mentioned, amounts to an implicit tax on the industry of about
27 percent, with every prospect of becoming worse.

Senator LATJSCHE. Did I understand you to say that 27 percent of
the profits made from carrying freight are used to finance the deficit
in carrying passengers?
Mr. HILTON. Yes. It is probably, if anything, even worse than that.
I mentioned just in passing that there have been various interroga-

tions of the presidents of railroads which have given up passenger
service, such as the Colorado & Southern and the Maine Central, to
see what their experience was after they gave it up, whether they
saved more or less than the ICC formula. In general they have found
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that they saved more than the ICC formula indicated. So the tax is
probably worse than 27 percent.
If the deficit is of the order of magnitude of $600 million which the

AAR anticipates this year it will certainly be worse than this. But
this, like any other tax, reduces the profitability of the industry, re-
duces its ability to attract capital for other purposes, and there are
certain other purposes in which the industry might possibly grow:
providing unit and integral trains for certain bulk movements, for
example.

Senator LAUSCHE. Now I want to get into another field of question-
ing. There is now pending in the Congress a bill to allow trucks of
larger size and larger carrying capacity to use the Interstate Highway
System and, incidentally, the intrastate highways. I believe the width
of the truck will be expanded to 102 inches from 96 inches, and the
weight that will be allowed to be carried over a stretched tandem will
be twice the size. What, if any, impact will that have on the railroads?
Mr. HILTON. I don't think there is any question it can only work

to the detriment of the railroads. I should say that I don't honestly
have an opinion on whether this is a good thing or not. It seems to me
a question to put to a highway engineer rather than to a transporta-
tion economist.
But the question you put to me does seem to be an appropriate one

for an economist. I don't think there is any question that this will
result in an increased diversion of traffic from the railroads.
The truck lines have a problem of relatively high labor expenses

for long trips, one man to the equivalent of approximately a boxcar.
However, if this liberalization is passed, this will help them deal with
one of their principal present problems.

Senator LAIISCHE. Now, are you familiar with the subsidies pro-
vided to the high-sea carriers of the United States; that is, the mer-
chant marine?
Mr. HILTON. Yes.
Senator LAIISCHE. The amount of the aggregate subsidies that we

provided for that system
' 
I think, it is about $2 billion since 1936.

We subsidized their shipbuilding, we subsidized the operations of
the system. Have you given any study to whether or not we are
subsidizing the inland water carriers?
Mr. HILTON. I don't think there is any question that we are. They

have the right to use the navigable waterways without any user
charges. There is no question that this enables them to attract quite
a bit of freight which would otherwise move by railroad, and some,
probably not very much, which would otherwise move by truck.
Senator LAUSCHE. Do you construe the deepening of the inland

waterways and the building of locks, and all of the other facilities
that go with that system, as an indirect subsidy to the inland water
carriers?
Mr. HILTON. Yes; it certainly is.
Senator LADSCHE. Now, what about the airlines? Do you see any

elements of subsidy to them at the present time?
Mr. HILTON. Well, much less than there was. The subsidy in the

airline industry at present is almost entirely a subsidy of the so-
called feeder airlines which fly to smaller points.
Senator LAIISCHE. All right; now stop at that point. Do you have

any other phase of it that would seem to have the attributes of subsidy?
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Mr. HILTON. It is becoming increasingly expensive to provide the
services of the FAA for the maintenance of aerial navigation as aerial
traffic congestion increases. It is widely argued at least that the present
user charge in the form of a 5-percent tax on tickets is not adequate
to provide for this.

Senator LAUSCHE. Well, No. 1, we do provide the navigational direc-
tions for them. No. 2, we build the airports for them.
Mr. HILTON. Yes.
Senator LAUSCHE. There was a time while it was in its infancy that

we provided subsidies through direct subsidies. We have turned over
all of the mail service to them. Now we have dealt with the high seas
carriers, the inland water carriers, the truckers, the airline services.
Now taking a look at the railroads, what about the taxation of their

rights-of-way?
Mr. Hilton. Well, it seems to me that this is an inevitable consequence

of the technology of the industry. A railroad can't pick up and leave
as anything else would. The railroads have been inveighing for many
years, though not particularly at present, against the level of taxation
in New Jersey. There was very good reason for this. If anything else
was taxed as heavily as the railroads it would have left New Jersey.
They have to get across that State to get to New York Harbor, so they
have no alternative.
Senator LAITSCHE. Do you think it would be in the interest of our

country for the Government to take over the railroads?
Mr. HILTON. No. I don't. I think it would be thoroughly undesirable.

It would result in either of two circumstances. First, what you have 
Senator LAUSCHE. Just one moment. If it is not desirable to take

over the railroads don't you in effect take them over by making them
render services which are nonprofitable and destructive of their ability
to survive?
Mr. HILTON. Well, it certainly makes them more unprofitable. It

certain increases the likelihood of this coming about.
May I continue with a sentence or so on your previous question? You

asked me whether I thought it was desirable to take over the railroads,
and I felt that it was not, for two reasons. A state-owned railroad
system becomes either of two things on the basis of experience in other
countries. First it becomes a nonmaximizing enterprise like the British
or Italian state railways which don't make any effort to produce a
profit, which are used for a variety of subsidies; or alternatively it
becomes a monopoly like the South African Railway or the state
railways in certain other English-speaking countries that are pro-
tected against rival forms of transportation. They are just monoplies,
open to all of the objection to other monopolies except possibly they
don't create private monopoly gain, but open to an even further objec-
tion that they are usually better buttressed against the market forces
which cause monopolies to decline than private ones are.
. So I think it would be thoroughly undesirable to move toward pub-
licly owned railroads here.

Senator LAUSCHE. Is there anything further you desire to say?
Mr. HILTON. No, I think I have covered all the points I wanted to

raise.
Senator LAUSCHE. We are glad to have you here, Dr. Hilton.
Do you have any further questions? Go ahead.
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Senator PEARSON. I don't think so. But I just come back to the
fundamental judgment you made really that the railroads are going
to go, and that is another reason for the Government not to take them
over, I suppose, because they are going to go on us if they go on
private industry.
I have reference to your article in Trains of January 1967. I

always shudder when I go back and read what I wrote a year later.
I have reference to your comment about the sources of the illness
of railroads, the five reasons you set forth there, the first being the
railroad is a technology that fractures freight; second, that it is an
inflexible form of transportation; third, that it is slow; fourth, the
railroad traditionally has a number of monopoly elements, making it a
sitting duck for competition, as you say, and the investment of rail-
road is irrecoverable.
I think if the chairman would permit it, I would just make that

part of the record, this particular article, and ask you to make any
comments you want on it.

(Article referred to follows on p. 67.)
Mr. HILTON. I continue to be of the opinion I was in that article.

The one remaining thing I would like to say is simply to second what
Senator Lausche said earlier, that he felt the proper course of public
policy was to get away from the existing subsidies and not to add one
additional subsidy to this. I think this is perfectly correct.
The transportation industry inherently at present hasn't any char-

acteristics which particularly differentiate it from other industries.
If the ordinary policy pursued under the Sherman Act toward other
industries had been followed on this one like any other one it wouldn't
require as much of the Senate's time or of academic time as it does.
It would probably be a reasonably competitive industry which
wouldn't present any more problems for public policy than, say, the
motel business does, or retailing does.
The problems essentially derive from perpetuation of the carteliza-

tion of the industry in the 19th century which has been brought down
to us; and I think Senator Lausche is quite correct that we ought to
move in the direction of market allocation of resources away from
subsidies and the other aspects of the present problem.
Senator PEARSON. Well, let me ask you one more thing then. The

purpose of this bill and the purpose of all those resolutions introduced
for moratorium or the last train concept are indeed the work of the
ICC itself, represent some manifestation of the public interest. Would
it be your feeling that this so-called public interest is such that it is
largely exaggerated and that we are trying to really protect something
that doesn't really exist?
Mr. HILTON. Yes, a regulatory commission actually gets a warped

view of the public interest. Only people who have an incentive to
perpetuate passenger trains typically come before it. Even though
only approximately 1y2 percent of intercity trips are made by pas-
senger trains, the people who make the other 981/2 percent have no
incentive to go before a regulatory body to present their views unless
they are, as I am, professionally concerned with this sort of thing.
Consequently, the Commission won't use a market test which really
is the test of public interest.
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Senator PEARSON. That is true with every issue that comes before
the Congress.
Mr. HILTON. That is true. Congress must bear this in mind. I think

in general it does so.
Senator PEARSON. And some of us don't last around here very long.
Senator LAUSCHE. Yes, that's right.
Mr. HILTON. It is a problem, as you point out. I think you identify

it very well.
Senator LAUSCHE. I don't want these questions which I put to you,

Dr. Hilton, about the subsidies provided either directly or indirectly
for the different modes of transportation to mean at all that I am
arguing that we ought to pile another evil upon the other evils.
Mr. HILTON. Yes, you argued very effectively I thought in the op-

posite direction.
Senator LAUSCHE. Well, my position is clear, that the $2 billion in

subsidy, that we have given to the high seas carriers have been an
opiate. They have destroyed the dynamics or the purpose of the indus-
try to develop itself in a competitive market. We have told the car-
riers and we have told the labor leaders you go ahead and do whatever
you want, the taxpayer will give you the money to finance your indif-
ferent attitude toward development of the industry.
Mr. HILTON. And once again it doesn't work. The subsidy isn't

enough. We have no comparative advantage for merchant marine ac-
tivity. We probably have less—not probably—as far as I know, we
have less comparative advantage for the operation of a merchant
marine than any other major country. The market forces for annihila-
tion of the merchant marine are too strong for the policy which we
have followed to be able to undo. We would find the same thing true
in what we are, currently considering concerning the passenger train.
Senator PEARSON. Is the national security argument a very valid one?

We use that in relation to the merchant marine and we use it in rela-
tion to the railroads.
Mr. HILTON. I don't think it is valid with respect to either. I don't

particularly want to go into it with respect to the merchant marine.
But in the case of the railroads, as of the late 1940's and early 1950's
there were some worries about this. Prof. Rdbert Harbeson of the Uni-
versity of Illinois wrote an article in the early 1950s arguing that the
plight of the railroads was presenting a real problem with respect to
national defense. But with respect to passenger trains I don't think
you hear this any longer.
The Defense )Department stockpiled Pullman cars for troop move-

ment in the late forties and early fifties, and has given up this practice.
It now moves troops by air because it is faster and more flexible. So
this argument, as you expect, has lost its force over the years.
Senator PEARSON. I want to say to the chairman that the professor's

testimony has been very helpful to me today. I very much appreciate
his discussion.
Senator LAUSCHE. I want to put into the record the accurate figures

on the subsidy to the merchant marine. Since 1936 the U.S. Govern-
ment has provided for the carriers in the merchant marine as an oper-
ating subsidy the sum of $2,316 million. Secondly, it has provided for
the private operators of the merchant marine sailing on the high seas
$920 million. The total moneys given by the taxpayers of the United
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States to the merchant marine to build their ships in part and to operate
the ships on the seas has been $3,300 million.
In addition, by law we make it obligatory that all military items be

carried in American bottoms. We also provide that 50 percent of the
food shipped under Public Law 480 must be carried in American
bottoms.
The Department of Defense has submitted a bill which would give

to the President the power when he finds that excessive charges are
made under this mandate that all military equipment 'be shipped in
American bottoms, he may use his discretion in hiring foreign bottoms.
It looks as if that bill is not going to get out of this committee. .
I pause in silence. I just want to meditate. When the provision is that

they are making excessive charges, give the President the right to hire
foreign bottoms. The bill is seemingly not going to get out of the com-
mittee. Think of it.
Mr. HILTON. I find it unpleasant to think of. Once again I agree

with you entirely. Flag discrimination is once again an implicit tax.
It tends to be popular because it is not necessary to make an appro-
priation, and thus requiring railroads to provide passenger service
is popular because it doesn't require an appropriation. Even though
these policies are implicit taxes they are still dealing with the prob-
lem of allocation of resources between alternatives. There are alter-
native uses for the resources which we put into the merchant marine
and which we put into the passenger train. The public wants them
used in other purposes. If there are no alternative uses of these re-
sources presumably we wouldn't have to worry about these things.
Senator LAUSCHE. President Kennedy early in his administration

made recommendations about balancing the help that is being given
to various modes of transportation. He recommended that there be usercharges to the inland water carriers. He recommended, I believe, a re-laxation of the regulatory power over the railroads.
Well, we have done none of those things, and the result is insteadof having different modes of transportation dealt with equally and

equitably by the Government we find that they are dealt with in-equitably and unequally.
Mr. HILTON. As I mentioned in my statement, I was chairman ofPresident Johnson's Task Force on Transportation Policy in 1964.We made similar recommendations, though in much greater detail,working toward the same end, and also in the direction of what youhave been arguing, of moving away from subsidies, requiring carriersof various sorts to bear the full cost of their use of public facilities.As is, I think, implicit in your statement, I don't think there is anyalternative to moving toward market allocation of resources in thissort of thing.
As Prof. John Meyer of Harvard pointed out, even economists whoare not particularly laissez-faire oriented in other fields are usuallyvery much in favor of market orientation and market allocation intransportation because they see the consequences of the alternatives.Senator LAUSCHE. Well, if we adopt another subsidy it is just likethose Greeks who wanted to get to heaven and they thought if theyput Mount Parnassus on top of Mount Olympus that that would getthem up close, but that didn't get them up there so they put them ontop another mountain. We are going to put another mountain on top

98-319-6S 5
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of Parnassus, and the more mountains that they piled the worse off

they were. They became shaky, and the inevitable result was a com-

plete collapse.
Mr. HILTON. There is a further problem. When subsidies are initiated

it is extremely difficult to get rid of them because when the resources

are committed to the subsidized field, the owners of those resources do

not want to reallocate them to other fields.
Senator LAUSCHE. With that, Dr. Hilton, thanks very much for your

testimony.
Mr. HILTON. Thank you. I appreciated the opportunity.
(Prepared statement of Mr. Hilton follows :)

STATEMENT OF PROF. GEORGE W. HILTON

I am George W. Hilton, Professor of Economics at the University of California,.

Los Angeles. I am the specialist in transportation of the UCLA economics depart-

ment, and have written extensively on ICC policy. In 1964 I was chairman of

President Johnson's Task Force on Transportation Policy, and subsequently,. I

have written a book, currently pending publication at Indiana University Press,

The Transportation Act of 1958, a chapter of which concerns the Commission's

control of discontinuance of passenger trains under Sections 13a (1) and (2).

My testimony today is based on my research for that book, and on my conclusions

in it. I speak only as an individual, not as a representative of any group. During

the current academic year I am serving as acting curator of land transportation

of the Smithsonian Institution; I would particularly stress that I do not purport

to speak for the Smithsonian Institution, which does not concern itself with

policy problems of this character.
If I read the bill correctly, it embodies eight major changes in policy toward

discontinuance of passenger trains:
1. It provides a more lengthy period of suspension and investigation of dis-

continuances, notably extending the time for investigation from four months

to seven, with an additional two months if needed.
2. It grants the- Commission power to order restoration of trains discontinued

during the investigation period.
3. It places the burden of proof explicitly on the carrier proposing to discon-

tinue a train, and requires issuance of an order for discontinuance by the Com-

mission •as distinct from the present arrangement whereby the Commission

simply vacates the proceeding.
4. For a two year period, the bill will require the ICC to order continuance of

the last train between points unless it finds that the public convenience and

necessity do not require the train or that its continued operation will impair the

railroad's ability to discharge its common-carrier responsibilities. This provision

will initiate explicit consideration of a railroad's ability to bear its passenger

deficit.
5. In orders for continuance of last trains, the Commission would be empowered

to demand a reasonable standard of service.
6. The bill would grant the ICC sole authority over discontinuance of last

trains on routes.
7. Any aggrieved party would be entitled to bring an action for judicial review

of an order for discontinuance.
8. The bill would authorize an investigation of the nation's need for rail

passenger transportation, "including methods of financing operations which are
necessary but not economically viable."
The over-all purpose of the bill is nowhere stated, but it appears designed

mainly to preserve a basic network of intercity passenger trains for a two-year

period through more rigid conditions for discontinuance while The Department
of Transportation, the ICC and Congress consider preservation of an intercity-
network of passenger trains under public subsidy.
This end, I shall argue, is in the short run undesirable and in the long run

impossible, and therefore the Senate would be well advised to reject the bill
in its entirety. That is to say, inauguration of such a policy would be perpetuation
of one of the most serious malallocations of resources in the economy, one which
Congress should seek to terminate, rather than to perpetuate.
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The passenger train has declined to the present bare network of major inter-city routes for good and sufficient reason, because the public turned to alterna-tives which it considered superior, not because of dereliction of responsibility ofrailroads, failure to develop the passenger train to its full potential, or otherreasons which would justify the continuation of this form of transportationunder either private or public auspices. The public began its long conversionfrom the passenger train in the 1890's when the rural trolley lines and inter-urbans began to be built. The most obvious shortcoming of the passenger trainwas its inflexibility, which rendered it incapable of providing short trips tovaried destinations. Accordingly, first the interurban electric lines and later theautomobile diverted short-distance travellers from the railroads almost entirely.The growth of long-distance travel was enough to cause passenger-miles to show anet growth to 1921. Subsequently, the decline has been absolute. With the exceptionof the years of World War II, patronage has declined virtually monotonically.The passenger train has gone from producing about 95 percent of inter-city tripsin the 1890's to producing about 1.5 per cent at present. The automobile, whichalone is capable of offering point-to-point transportation at the times determinedby the traveller, came to dominate intercity movements nearly as thoroughly asthe passenger train once had done, providing about 90 per cent of intercity trips.The bus also proved a cheaper and more flexible public carrier. The airplane,after an early unfavorable experience in safety and comfort, was improvedsteadily, especially after the introduction of jet aircraft in 1958, until at presentit is able to provide intercity travel at more than ten times the speed of passengertrains at about half the cost to • the carrier, and with comparable safety. Thepassenger train is in imminent prospect of being entirely replaced by these rivals,and the question before Congress is essentially whether to permit this to happen,or to seek to impede this through measures such as the bill under consideration.In light of the behavior of travellers as their incomes increase, it is demon-strably impossible to preserve the passenger train through either of the measuresproposed currently: stiffening the regulatory requirements for discontinuanceor subsidy. Economists who specialize in evaluating consumer responses tochanges in income have estimated the relative income elasticities as follows:
Railroad passenger train  —0.6Automobile   +1.2Airplane   +2.5
(Rail estimate from Louis J. Paradiso and Clement Wilson, "ConsumerExpenditure Income Patterns," Survey of Current Business, XXXV ( September1955), 29. Automobile estimate from Walter Oi and Paul W. Shuldiner, AnAnalysis of Urban Travel Demands (Evanston: Northwestern University Press,1962), p. 182. Airline estimate from Norman Asher, et atia, Demand Analysisfor Air Travel by Supersonic Transport (Washington: Institute for DefenseAnalysis, 1966), Report No. R-118, I, 8).
Alternatively stated, the average American family responds to a 1 percentincrease in income by decreasing its consumption of rail passenger travel by0.6 per cent, but by expanding its consumption of services related to the automo-bile by 1.2 per cent, and of air transportation by 2.5 per cent.It is impossible to preserve something with a strongly negative income elas-ticity through a measure of the sort being considered. This conclusion followsfrom a consideration why the income elasticity for rail passenger travel shouldbe negative. To take an example where the quality of the service is not in con-troversy, the Santa Fe charges $75.73 for a one-way coach ticket between Chicagoand Los Angeles, a trip of about 39 hours. The four airlines between the twocities charge a minimum fare of $94.50, including tax, and provide the trip inabout 4 hours. Relative to the risks which Americans are willing to run regularlyin automobile travel, the difference in risk of accident by rail and air is negli-gible. Consequently, it is rational to take the train only if one is willing to spendabout 35 hours to save about $20.00, which is to say that one evaluates histime well under 60 an hour.
It is obviously true that a large segment of the population evaluates its timeat less than this figure, either because it is of low income, or it Is retired. Butone can predict with perfect confidence that this segment of the population willdecline in absolute numbers. The secular growth in income of the population willresult in successively fewer people evaluating their time at such a low level.Similarly, the present generation of elderly are motivated to travel by trainpartly by the low evaluation of time characteristic of retired people, but alsoby habit and by an erroneous estimate of the risks of flying, based on the accident
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experience of early aviation. The next 
generation of elderly may reasonably also

have a low evaluation of its time, but 
it will not share the habitual pattern of

rail travel and the fear of flying pre
valent in the current generation of aged.

Thus, the elderly, the one segment of t
he population most loyal to the passenge

r

train, can also be expected with perfect 
certainty to desert it as the present gen-

eration of elderly die.
The foregoing analysis indicates that th

e atrophy of railroad passenger travel

is not a phenomenon which can be arre
sted, either through greater stringency in

regulatory proceedings or by a subsidy
. Neither Congress nor the regulatory

agencies can lower the public's valuat
ion of time, and nothing could make th

e

passenger train viable unless it did this.

Specifically, a public subsidy could not
 accomplish this end. The passenge

r

train already survives by means of a s
ubsidy, but it is an implicit and therefor

e

poorly conceived one. That is to s
ay, the passenger train survives because the

railroads are forced to bear its deficits o
ut of their earnings from freight trans-

portation. This is the equivalent of fina
ncing the passenger train by a tax cur-

rently amounting to about 27 per cen
t of the net earnings from freight of the

railroad industry. This is an unsatisfa
ctory method of financing, because the

ability of a railroad to bear the implicit
 tax is, in general, inversely related to

the political pressures for perpetuation 
of passenger trains. The railroads best

able to bear the implicit tax are in the w
est, but the political pressure to provide

passenger service is greatest in the ea
st, where the railroads are weakest. The

only attraction of an explicit subsidy, 
relative to 'present policy is that it would

free public 'authorities to provide rail pa
ssenger service where they prefer, with-

out regard to the profitability of ind
ividual railroads. It could not, however,

alter the public's evaluation of time, a
nd thus it could not change the negative

income elasticity for the 'service. It coul
d also not alter the secular movement of

costs working against the passenger train
. Thus, the prospect of preserving the

passenger train which a subsidy presents i
s essentially an illusion.

The passenger train might be viable at 
least for some years if it were com-

petitive in costs with buses. It might 
then be a major mover of low income

persons between cities. Evidence introduce
d before the California commission

in the first proposed discontinuance of the L
ark in 1966 indicated that a passen-

ger could be moved by Greyhound bus betw
een Los Angeles and San Francisco

for $9.10, by a plane of one of the airlines f
or $9.89, and the Daylight, the more

economical of the Southern Pacific's two r
emaining trains, for $18.41. Moving

passengers by rail coach is about twice as ex
pensive as either of its rivals. Since

the great majority of travelers evaluate train
s as intermediate in quality between

planes and buses, it must be priced intermedia
te between the two. Consequently,

there is no way in which it can be made 
profitable. Further, one can predict

with as much confidence as one can predict at
rophy of patronage that the costs

will increase steadily relative to the alternati
ves. Even apart from the inappro-

priateness of many railroad work rules to pas
senger service, this is a labor.

intensive activity which shares the chaeracte
ristic of other service industries

(hotels, hospitals, restaurants) of inability to matc
h the advances in productivity

of employees in manufacturing industries, with 
which they must compete for

labor. The costs of such service industries increa
se steadily relative to the rest

of the economy: for rail passenger service, the ex
perience is aggravated by the

secularly declining demand. The introduction 
of the second generation of jet

aircraft of the size of the Boeing 747 and the
 Lockheed or Douglas air buses

will reduce the cost of moving passengers by air, poss
ibly by a third. The airlines'

cost advantage over the railroads in passenger ser
vice is likely to go from 2: 1 to

4: 1 as early as the mid-1970's.
A corollary of the argument I have been presenting is

 that there is no prospect

of making the passenger train viable through impro
ving the standard of service,

one of the purposes of the bill at hand. I have argu
ed that passengers should

desert the railroads in direct proportion to the value
 of their time. Business men

should have been the first to desert trains for planes b
ecause the value of their

time is highest. Expense-account travel in Pullman ca
rs should have disappeared

almost entirely, and Pullman traffic should be decli
ning much more rapidly than

coach traffic. This is consistent with observed expe
riences: in 1967 Pullman

traffic declined 24 per cent and coach traffic 14 percen
t. The consequence of this

is that the standard of service demanded by rail passenge
rs falls steadily; it is

not rational to expend 35 hours to save $20.00 and then 
to pay for luxurious

meals or surroundings en route. The only exceptions 
to this are some of the

affluent elderly who may rationally evaluate their time
 at a low level, but wish

to enjoy a degree of luxury, or rail enthusiasts, who are too
 small in numbers,
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possibly 100,000, to provide a significant market. The affluent aged and enthusiasts
often interpret the decline in the standard of service which a railroad provides
on a given train as an effort to discourage passenger traffic. Complaints on
standards of service before regulatory bodies come largely from these groups.
Apart from these groups, rail passengers become successively more bus-com-
petitive and successively less plane-competitive, and so the standard of service
offered becomes successively closer to what Greyhound and Trailways offer.
A failure to comprehend the reason for the decline in the standard of service

seems to underly the Commission's effort in the present bill to secure jurisdiction
over standards of service on last trains. Precisely what the Commission envisions
if vested with such authority is not clear, but it is reasonable to suppose the
Commission will endeavor to require standards on the order of those proposed
by Examiner John S. Messer in the current investigation of standards of service
on the Southern Pacific between New Orleans and Los Angeles. (Docket No.
3473) The examiner recommended requiring sleeping cars on trains operating
between 10:00 PM and 8:00 AM, dining facilities on trains traveling more than
250 miles, and running times not inferior to the line's fastest freight, together
with some less important requirements. Such changes could only add to the pass-
enger deficit without reducing the attrition of patronage. The Commission has
itself recognized as much in suggesting that the Seaboard drop dining and
sleeping car service on its Portsmouth-Raleigh train in an effort to make it
viable. (330100171)
Requiring dining and sleeping-car services would provide something which a

rapidly diminishing number of people, mainly the affluent aged, would want.
Similarly, requiring perpetuation of the passnger train as a whole would provide
a service which a somewhat more slowly diminishing number of people, mainly of
low income, prefer to the alternatives. Should not such people be provided with
services which they want? Contrary to a large number of arguments which hold
that the passenger train has unique properties, it is merely one service offered
by a series of multi-product firms. It is no longer widely enough utilized that
it yields significant external benefits in reduction of traffic congestion, atmo-
spheric pollution or otherwise. Similarly, the typical regulatory commission
grants a regulated firm a monopoly position or enrolls it in a cartel, generates
some monopoly gain, and then requires the firm to dissipate some of the monopoly
gain in uneconomic services. This process is inapplicable to the railroads, since
they comprise the most important declining industry in the country, have no sig-
nificant monopoly position currently, and have the lowest rate of return, collec-
tively, of any major industry.

It is not in the nature of the economy to provide everyone with a service im
precisely the manner he prefers it. That is, the economy provides popular amuse-
ment of various sorts, but it does not provide vaudeville theaters, which presum-
ably several hundred thousand people would still prefer 'to the alternatives which
replaced them entirely when the majority of the economy found these alternatives
preferable. More immediately relevant, if the night boats, a type of transportation
which became extinct in 1962, were still in existence, several hundred people
daily would presumably elect to travel between New York and Boston via the
Fall River Line, at least in the summer months. The economy provides abundant
means of going between New York and Boston, but does not guarantee one the
option of making the trip by boat, simply because 'a majority of travellers found
the alternatives superior in speed and flexibility. This is a particularly relevant
example, 'because the night boat was, 'Ike the passenger train, a labor-intensive
'activity, the costs of which rose secularly relative to the rest of the economy. It
was a pleasant way to travel, more so, in general, than the passenger train. A
large number of people would still prefer it to the alternatives, but since it was
in the main free of restrictions on exit, it passed out of existence because a ma-
jority preferred the alternatives which became available.
The analysis which I have presented leads to the conclusion that the passenger

train is absolutely hopeless, has been so for some years, and should be allowed to
pass out of existence unimpeded. There is no point in undertaking a further en-
quiry into the passenger train, such as the present bill would authorize. The
passenger train was the subject of an exemplary investigation, carried on between
1956 and 1958 by Examiner Howard Hosmer of the IOC, at the Commission's
directive. Examiner Hosmer analysed the passenger train in a fashion similar to
what I have argued here, reaching the same conclusion that it was hopeless and
that it should be allowed to pass out of existence freely. Examiner Hosmer re-
ported this conclusion to the ICC in September, 1958, only a month after the
Commission was vested with authority over discontinuance of passenger trains.
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(Railroad Passenger Train Deficit, Docket No. 31954) The Commission, unfortu-
nately, was unwilling to accept the Hosmer Report, largely because of the Re-
port's unpopularity among the state commissions, and instead held that the
passenger train was "essential for the nation's well being" and that it should be
a permanent part of the transportation system. It recommended a variety of meas-
ures for the preservation of the passenger train, none of which has been imple-
mented. (306 WC 417)
The Commission's refusal to accept the Hosmer Report launched it upon an

effort to pursue two inconsistent and irreconcilable polices simultaneously. On
the one hand, the Commission was committed to a policy that the passenger
train as a national institution could be and should be preserved. The Commis-
sion purported to be making a specific evaluation of the costs, revenues and ex-
ternal benefits of the operations of trains proposed for discontinuance individ-
ually. It specifically denied using a market test of profitability as the criterion
for discontinuance, explicitly holding such an approach to be "sterile." (New
York, New Haven & Hartford RR, Trustee, Discontinuance of All Passenger
Trains, 327 ICC 151 at 205) On the other hand, the Commission in its first
major case of train discontinuance held that it would not indefinitely require
continuance of an unprofitable train, merely because the railroad as a whole
was profitable. (Great Northern Ry. Discontinuance of Service, 307 ICC 59 at
69) This was both an application of the Commission's traditional doctrine to-
ward branch-line abandonment, and a manifestation of the obligation of a regu-
latory commission to refrain from confiscating the property of a regulated firm
through requiring indefinite unprofitable operation. Thus, although the Commis-
sion denied using a market test in actions under Sections 13a (1) and (2), it
was ultimately doing so by application of the doctrine of the Great Northern
Railway case.
The consequence of this situation is what might easily have been predicted.

The Commission has vacillated unpredictably between allowing discontinuances
on the application in the majority of cases and denying them in the minor-
ity. In reapplication, railroads have invariably been able to secure permission to
discontinue trains on the second or at the latest, third application. The Com-
mission has also wasted time and resources on developing jurisprudence as to
the separation of costs and other aspects of defining losses. Had the Commission
adopted the Hosmer Report, it would consistently have treated the unprofitabil-
ity of any individual train as merely the manifestation of the forces operating
inexorably to extinguish this form of transportation. It would, further, have
recognized that any train which was not currently unambiguously unprofitable
would shortly become so.
In part, the Commission is not to be blamed for its inconsistent behavior, since

Congress provided it with no specific directive for its behavior in discontinuance
actions. As a consequence, vacillation and yielding to casual qualitative argu-
ment were essentially inevitable. Congress forewent an opportunity to provide
an explicit market test of profitability such as it was inevitable the Commis-
sion would ultimately, if only implicitly, use. Senator Javits of New York
induced the Senate to remove a provision of the first draft of the Transportation
Act of 1958 whereby the Commission would have had to assure itself that a train
was profitable in order to require its continuance. He did so at the request of
the New York commission which feared early withdrawal of most of the pas-
senger service out of New -York City.
A market test of profitability would square with the usual presumption of

economists that the costs of providing a service represent the sacrificed alterna-
tives which the resources used to provide the service might alternatively have
brought forth if used for other purposes, and that the expenditure of society
on the service approximately represents its benefits to society. I have argued
previously that the passenger train is so lightly utilized that it no longer yields
any significant external benefits, except insofar as all economic activity entails
both external benefits and social costs. The passenger deficit is the symptom of
the malallocation of resources; the aggregate passenger deficit of over $10 billion
since World War II is an indication that society has wanted a very substantial
volume of resources which have been devoted to running passenger trains devoted
to some other purpose. I stress that only a market test is a measure of the public
interest in this matter. The usual effort of regulatory bodies to identify the
public interest in an adversary hearing is not a suitable means of doing so, since
in general only people with some interest in preservation of passenger trains have
an incentive to appear. Thus, the usual hearing in a discontinuance action gives
a grossly biased view of the public interest.
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Accordingly, I recommend that Congress move in a direction opposite to that of
S. 3861, toward providing an explicit market test in the existing Sections 13a
(1) and (2). Under present policy, the intercity passenger train will probably
have become extinct by 1975, thus terminating the resource malallocation in this
activity. Consequently, leaving present policy unchanged has much to be said
for it. Changes in policy which accelerate the end of the resource malallocation
would be preferable; adoption of an explicit market test would clearly do this.
I recommend that Congress add to the present Sections 13a (1) and (2) a
provision of sort removed from the first Senate draft of 1958, that any demon-
strably unprofitable passenger train may be withdrawn. The Commission's actual
behavior, as distinct from what it says it is doing, will bring about this
withdrawal no later than the third application for discontinuance; the change
I suggest will only prevent the additional losses during a transitional period,
the worsening experience during which can be predicted with perfect accuracy.

Ideally, however, public policy should go beyond even this, and grant any
railroad statutory authority to discontinue any passenger train on 90 days notice
without recourse to regulatory bodies. The waiting period of 90 days would give
all affected parties the opportunity to convert to the alternatives which are
readily available for all remaining passenger trains. Such a policy would bring
about a quick end to an activity that is doomed to extinction in any case, and
so would truncate the welfare losses to society from the perpetuation of the
passenger train, which have already been excessive.

A DISTINGUISHED TRANSPORTATION SCHOLAR EXHUMES THE CAUSES OF THE RAIL-
ROAD DILEMMA AND EXPLAINS WHAT WENT WRONG AND WHAT To DO ABOUT
IT. HE CONCLUDES THAT THE LC.C. MUST Go

(By George W. Hilton)*

*George W. Hilton has kept his name in Trains' pages since the magazine published a
letter to the editor from him in 1942. At the time he was a freshman at Dartmouth College,
where he shortly conceived the idea of uniting his avocational and professional activities
by pursuing economics and specializing in transportation. Hilton took his Ph. D. at the
University of Chicago and also studied at the London School of Economics. He has taught
at Maryland, Stanford, California, and Northwestern and currently is Professor of Eco-
nomics at UCLA. He has written six articles on I.C.C. policy, one of which, "Experience
Under the Reed-Bulwinkle Act," won him the Clyde B. Aitchison Essay Award of the I.C.C.
Practitioners' Association in 1961; and a book on the Transportation Act of 1958 is near
completion. He has also consulted for the World Bank and for engineering firms on trans-
portation projects in the underdeveloped countries. In 1964 he was chairman of President
Johnson's Task Force on Transportation Policy.

Hilton admits that he writes on the I.C.C. because he thinks it is important, not because
he enjoys it. For amusement he writes for his fellow rail and marine enthusiasts. Trains
'carried his article on the Isle of Man in September 1966, and Howell-North has published
his "The Great Lakes Car Ferries" and "The Ma & Pa." He is currently working on what
lie hopes will be his finest work, "The Cable Car in America."

The year 1966 marked an important, if not particularly joyous, anniversary
in railroading. It was the 50th anniversary of the beginning of the decline of the
railroads. The industry, by most standards, reached its peak about 1915, and has
been declining absolutely or relatively ever since. In some respects—mileage, em-
ployment, passengers—the decline has been absolute; in most respects it has
been relative.
We want to examine the extent of the decline; the causes for it; and finally,

what ought to be done about it. One doesn't usually get a very accurate view of
the ebb of an industry from journals such as TRAINS, for they typically stress
the more positive aspects of the situation—what the industry is doing to regain
its market; its successes in reattracting business; and its technological improve-
ments rather than those of its rivals. If a historian wrote an account of the
interurbans exclusively from the Electric Railway Journal, he would conclude
that the industry was dealing with its problems rather well in the face of difficult
pressures, that some weak lines which should never have been built were
abandoned, and then the Journal went out of business. Consequently, the follow-
ing analysis will be particularly cold-blooded.
In 1926, the first year of large-scale intercity trucking, the railroads were

still handling 76.56 per cent of intercity ton-miles. The percentage dipped below
75 per cent for the first time in 1929, below 60 per cent in 1949, and below 50
per cent in 1955. The rails' competitive situation became markedly worse about
that time, and the percentage skidded to 42.96 in 1961. In the following year,
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tonnage poked above 43 per cent and subsequently has held its own around
that level.
For the most part, these figures don't represent an absolute decline in rail

traffic. Rail ton-miles in the postwar period held at around 600 billion per year,
with a wide amplitude in response to business fluctuations. The steel industry
deserted the railroads to a lesser extent than any other; and accordingly, traffic—
especially of the Eastern railroads—demonstrated an exaggerated response to
steel output. The level of 600 billion ton-miles per year was some 40 per cent above
the levels of the late 1920's. The problem was that the industry wasn't participat-
ing in the growth of traffic in the economy as a whole. By the mid-1950's trucks
were producing approximately 14 times the ton-miles they had in 1926.
As dismal as tonnage figures are, they understate the decline of the railroads

on two grounds. First, the statistics don't include natural gas movements. Natural
gas has replaced coal, oil, and other fuels which common carriers handle. If it
weighed anything so that we could include it in tonnage figures, the relative de-
cline of the railroads would look considerably worse. Second, the railroads have
done better in keeping heavy bulk commodities than higher-rated traffic. Conse-
quently, while the rails' ton-miles fell from 72 per cent of the total in 1929 to 49
per cent in 1956, their share of gross revenue fell from 87 per cent to 34 per cent.
Truckers' share of tonnage rose only from 3 per cent to 18 per cent, but their share
of revenue rose from 7 to 59 per cent. In the same period, river and canal traffic
rose from 2 per cent to 8 per cent of ton-miles, but went only from 1 per cent to
2.5 per cent of total revenue. Thus it was the truckers who were responsible
for most of the railroads' decline. This continues to be true. The railroads' notable
stabilization in relative ton-miles since 1962 hasn't been accompanied by a similar
success in relative revenues. The favorable performance in tonnage is the con-
sequence of the high levels of prosperity since 1961, and especially the high volume
of steel output, several technological advances in railroading, and greater free-
dom in ratemaking given the railroads in the Transportation Act of 1958. The
London Economist estimates that American rail rates have fallen 15 per cent
since 1958. Consequently, since relative ton-miles are about the same percentage
as in the early 1960's the railroads in revenues are still declining in comparison
with the rest of the transportation industries. Of course, their absolute revenues
have enormously increased during the current prosperity.
The most obvious measure of the depression of the industry is its chronically

low rate of return. For the war years of 1941-1945, the industry earned a re-
spectable 4.95 per cent on investment. Thereafter the rate never approached that
level. The average for 1946-1950 was only 3.54 per cent. Things were a little
better in the early 1950's, and the rate of return hit 4.22 per cent in 1955. This is
only about two-thirds of the return in a normally healthy industry. Even that
began to skid rapidly. The rate of decline accelerated about 1955, and the rate
of return fell steadily, hitting bottom at 1.97 in 1961. Since 1963 it has improved
to levels above 3 per cent. This is half the rate of return which would be necessary
to allow a net attraction of capital. In spite of the gains in traffic in the last four
years, the industry operates at something analogous in the steel industry to 50
per cent capacity. In short, even though the revival of the past four years has
been notable, the railroad industry is sick, sick, sick.
What is the source of the illness? If you drive along beside the Union Pacific,

watching 100-car freights roll along like trains on the Lexington Avenue subway,
you're likely to think that the steel wheel on the flanged rail is the greatest tech-
nology for moving freight ever developed.
That isn't true. There are five reasons:
1. The railroad is a technology that fractures freight. If you've ever ridden in

a caboose, you remember what the taking in and letting out of slack did to you.
It does the same to cargo. Switching impact is even worse. The railroads are
characterized by a heavy incidence of damage claims, which on the one hand are
a major cost, and on the other divert a great deal of freight to truckers, who
have much more favorable damage experience.

2. It is an inflexible form of transportation. It goes where the rails are; the
truckers go anywhere.

3. It is slow. The problem isn't so much that freight trains don't make fast
time, but rather that cars sit around an excessive length of time when they are
interchanged. Traffic men figure that an interchange between lines takes a day,
and that threading Chicago is a three-day proposition.
4. Railroading traditionally has had a number of monopoly elements. Notably,

it has priced collusively, with rates based on the value of service rather than
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costs. This made the industry a sitting duck for competition that was cost-based,
such as most trucking was before 1935 and private trucking still is.

5. The investment in railroading is irrecoverable. This doesn't sound as if it
were a disadvantage, but it really is the worst of the lot. Most of the investment
in a railroad is embodied in the right of way, which the company can't pick up
and move. A variety of consequences result—all bad.
First, since there isn't anything else to do with most of the investment, a

railroad typically will drag on longer under unprofitable conditions than any
other enterprise. This accounts for situations such as the dragging on for decades
of the New York, Ontario & Western—which shouldn't have been built at all—
before the sponge was thrown in in 1957. Worse, the investment is mostly still
there, although only hikers, campers, and railfans are likely to find it. Accord-
ingly, once the industry began to decline, it was assured a particularly long and
painful period of disinvestment.
Second, the irrecoverability of investment in railroads makes them more liable

to pressure from labor unions and tax collectors than other enterprises. A union
is successful in direct proportion to the amount of economic activity it can bring
to a screeching halt with a strike. Conceiving of a technology more ideal for
unions is almost impossible. The employees sensibly organized along narrow
craft lines so that the strike of any one group would tie up enough capital that
the management would rather accede to demands than face a work stoppage.
The locomotive engineers were obviously in the most favorable position to halt
things, and until fairly recently they were thought to have the largest monopoly
gain of any union in the economy-20 to 25 per cent (not surprisingly, the air-
line pilots have taken over the top spot, with a 25 to 35 per cent gain). The
conductors and telegraphers were also in good positions, but the humble gandy
dancers were on too low a skill level and performed a task that could be deferred.
They never got far.
An incidental consequence of the industry's technology is the location all over

the map of the members of the Brotherhoods. The political pressure of the
United Auto Workers is exerted mainly on members of Congress from Michigan,
but hardly a Congressman is without railroadmen in his district. Only the Postal
Clerks are equally ubiquitous; but they don't have much skill, and in any case,
can't strike by law. The Brotherhood's political pressure was responsible for
early adoption of a rigid collective bargaining system under the Railway Labor
Act of 1926 and a Federal pension program in the form of the Railroad Retire-
ment Act considerably more expensive to the railroads than Social Security.

Similarly, when the tax collector casts his eye about for a source of loot, noth-
ing quite matches a railroad. The Great Northern believes it is educating most of
the children in North Dakota, and was paying more in taxes for the maintenance
of the airport at Cut Bank, Mont., than Western Airlines was for using it. New
Jersey, of course, is in a class by itself. It taxes railroads at about five times the
national average. Why should this state be so rapacious? It's very simple: the
railroads have to get across New Jersey to reach New York harbor. There isn't
much point to a double-track railroad from Chicago to Port Jervis. Any indus-
trial firm taxed so heavily would pick up and move to another state. The tech-
nology of the railroads doesn't give them this option. Incidentally, you'd also
expect New Jersey to go in heavily for toll roads rather than freeways, just to
make sure it gets user charges out of motorists and truckers who cross it; and
to have no income taxes—too many people who live there have the option of living
in New York or Pennsylvania. That's New Jersey.

Finally, the irrecoverability of investment to railroads was basically responsi-
ble for the policy toward the industry which Congress adopted in 1887 when it
set up the Interstate Commerce Commission. Congress feared that if it made the
railroads compete, they'd lose money, and have a long period of depressed earnings
without any rapid disinvestment from the industry.
The railroads had enough wrong with them that everybody had some reason to

try to find alternatives for rail transportation. And I do mean everybody. But
not everybody accomplished the end with the same speed. Passengers started going
first. The interurbans gave the first tip-off on what was coming. They were mainly
built between 1900 and 1908 to handle local passengers, express, and 1.c.l. freight.
Their history was dismal, but they did demonstrate that a more flexible carrier
could take away quite a piece of traffic from the railroads. The trucks, buses,
and automobiles were to do the job better, and had pretty well killed the inter-
urbans by 1935. Society switched from a 95 per cent dependence on the passenger
train for intercity travel in the late 19th century to only 2 per cent at present.

Oil went next. In 1887 the shippers most irate against the railroads were the oil
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producers in northwestern Pennsylvania, who considered themselves victims of

chronically discriminatory rate structures. They were located in the mountains,

without water transportation, and they thought they were entirely dependent on

the railrorads. The example is a good one of how transitory monopoly problems
are. The unfavorable rates on oil movements gave oil producers an incentive

to develop a new technology; and not surprisingly, pipelines were to take over

crude oil movements as completely as the automobile took over passengers.
After 1926 the truckers began attracting anything breakable, anything in a

hurry, anything valuable in regard to its weight, and anything that wasn't going

far. The diesel towboat was bringing the rivers back. One of the most menacing

aspects of the decline was the diminishing of the rails' share of everything.

Passengers, coal, oranges, mail, you name it—it was usually declining. On the

eve of the revival in the rails' fortunes during the present prosperity, their share
of every major commodity except new automobiles was dwindling. In 1961 it

was estimated that 23 per cent of the freight traffic that was left wasn't paying

its way either.
The question arises how well the railroads' managements responded to the

decline of the industry. Generally, they could hardly have done better. Im-
plicitly or explicitly, they recognized everything that was wrong with the in-
dustry and tried to deal with it. Equipment with improved dunnage, such as
"Damage Free" box cars and especially cars with long-travel hydraulic draft
gear, are efforts to reduce injury to freight. Piggybacking deals with the in-
herent inflexibility of the rails, and provides service off the line. Damage ex-
perience in piggyback equipment is quite favorable, too. Finally, piggybacking
is a method of getting away from the traditional monopolistically discriminatory
pricing system. In Plan III piggybacking, the railroad handles the semitrailer
of the shipper or a freight forwarder, frequently at a flat rate per vehicle, with-
out regard to contents. This is a cost-based pricing system of the sort which the
industry sorely needs.

Just as piggybacking simulates the technology •of the truckers, unit trains
simulate pipeline technology. This is most important, since pipelines for solid
commodities are waiting in the wings—practicable but still too expensive to be
economic. Laying pipelines on railroad property is a particularly sensible inno-
vation, for it finally finds an alternative or incidental use for a railroad right of
way. It is not difficult to foresee the Southern Pacific and the Pennsylvania
eventually making more money off their pipelines than out of railroading.
Whatever may be wrong with railroading, lack of technological progress isn't

it. The diesel locomotive was an improvement that would be difficult to match
in any industry. So great was it that it managed to be labor-saving and capital-
saving simultaneously. It increased train lengths; allowed the elimination of
firemen; cut the need for shop facilities and along-the-line service installations;
and along with C.T.C., allowed the removal of a great deal of multiple track.
All this is well known, but an incidental benefit not widely noticed is the lower-
ing of the skill level required for running a locomotive, and thus a reducing of
the strength of the Brotherhood of Locomotive Engineers. The Florida East
Coast's operation through a lengthy strike would have been impossible in the
days of steam. C.T.C. reduced the power of the telegraphers, incidental to a
large number of other benefits.
Even some inconspicuous improvements paid off handsomely. Dieselization

in some of the early installations yielded a return of 40 per cent per year, but
automatic crossing protection sometimes had more than a 100 per cent return.
The industry was producing its 40 per cent more ton-miles than in the 1920's
with half the labor force. Few industries could show a better record, yet the
railroads kept declining anyway.
In retrospect, about the worst that can be said of railroad management is that

on some roads they were slow to react to the incentives presented them. Several
Eastern roads, notably the Pennsylvania, weakened themselves by sticking with
the steam locomotive far too long. To go further into the past, the industry was
slow to get into motor transportation. Roads which had networks of highway
transport before restriction of entry was imposed in 1935—Southern Pacific, Rock
Island, and Burlington, especially—found their truck routes money in the bank.
A similar criticism of railroad management during the decline is that many

roads, perhaps most of them, were too slow in facing up to the hopelessness of
passenger service. This is the one part of railroading which, above all others, was
in an absolute decline with no reason to believe that a reversal would ever take
place. The automobile was more flexible, the bus was cheaper, the plane was
faster; all you could say far the train was that it was safer. The airlines managed
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to cut the passenger's chance of a fatal accident from around 14 times that of the
rails in the late 1940's to 2.8 times in 1964. Since the risk in an automobile is
about 48 times the rails, the railroads' advantage over the airlines was so little
that anybody who was willing to travel in an auto was irrational in fearing to fly.
As a consequence, rail passenger service became increasingly limited to peo-

ple who enjoyed rail travel—who, however laudable, aren't very numerous—
and people over 50, who retained either a fear of flying or the habits of their
youth. The time of the aged has few vital demands on it, so that the time
sacrifice involved in riding the train wasn't very great. The typical business-
man couldn't afford the sacrifice in time, even if the fare was below that of
air. The experience with rail passenger transport—from rapid transit to main-
line railroading—indicates that traffic is usually not highly sensitive to small
changes in fares, and that it is negatively related to income—the richer one
gets, the less he wants of the rails. For the trains that have survived, a mix-
ture of the aged and low income groups is the ideal combination; not surpris-
ingly, the patronage on East Coast-Florida trains holds up better than on al-
most any others. The IC's City of New Orleans, running the length of Missis-
sippi, is typically one of the strongest trains in the country, and passenger serv-
ice in prosperous California is sick unto the death.
On the coast side, rail passenger service is expensive beyond any other way

of moving people. The SP estimates that with a 45 per cent load factor, which
would be quite favorable, moving a passenger from Los Angeles to San Fran-
cisco on the Lark costs $24 and on the Daylight $18.50. One of the four air-
lines on the route can do it for about $9.89, and Greyhound for about $9.10.
The ratio may not have been as bad in the late 1940's, but the passenger defi-
cit was in the hundreds of millions, and the hopelessness should have been appar-
ent throughout the industry. The railroads continued to invest in new passenger
equipment; some still do. However, most—explicitly or implicitly—have faced
up to the extinction of the passenger train.

Recently the industry has become rather good about disinvestment, too.
The main implement the industry needs is the ax. Mainline railroading, especial-
ly in the West and South, is still a reasonably profitable activity. UP, SP, and
Santa Fe, which are primarily long-haul mainline railroads, earn 5 to 6 per
cent on their investment and are not declining enterprises, even though their
industry is declining. What is decreasing, without hope is a huge mileage of
lightly utilized branch lines and redundant main lines. At minimum, 35 per cent
of the mileage of the industry can't justify itself with current or prospective
traffic. This, of course, is the principal motivation for mergers in the industry.
The executives of the industry are avid enough at trying to merge facilities
and purge themselves of superfluous trackage, but public policy has made this
difficult, partly by state and Federal limitations on abandonment and partly
by continued worry about monopoly problems in merger proceedings even though
the industry is so far advanced in its decline that it hasn't enough monopoly
power to be worth taking seriously.
That public policy is less dynamic than railroad management is not surpris-

ing. It is embodied in a set of statutes and some highly legalistic procedures
which are incapable of much dynamism. What railroad management can do is
become considerably more hostile than it has been to public policy toward the
industry. Ever since the mid-1950's the industry has continually voiced sentiments
for more freedom in pricing and for more reliance on the market processes
relative to regulation. I am going to argue that the position most of the industry
has taken on this issue has been half-hearted and far short of what is really
needed. In fact, that's why I yielded to the Editor's blandishments to write about
the industry's economics rather than about oddball switching in Baltimore; the
architecture of Grand Central Station, Chicago; or other matters dearer to my
heart.
A widespread opinion exists that Congress set up the Interstate Commerce

Commission in response to public outcry against excessive rates and the general
abuses of monopoly. You'll find this thesis in most history texts, the majority of
railroadmen accept it, and the I.C.C. may well believe it. It's just plain wrong,
however. The I.C.C. was set up to stabilize cartels of railroads which the man-
agements couldn't render stable on their own.
A cartel is a group of firms which band together to set prices collusively. The

most conspicuous present example is gas stations. The various gas stations in a
local area get together, decide jointly on the prices, and try to avoid Price
competition. They get into a variety of problems. Some stations shade the prices
with stamp schemes or other forms of rebates, and others are attracted by what-
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ever monopoly gain the collusion generates. Consequently, a given 
retailing area

acquires an increasing number of gas stations, all partially idle much 
of the

day. The more there are, the smaller the percentage of the area's gasol
ine each

sells and the greater is the incentive to start cutting prices to expand 
one's

share of the market. As a result, gas wars break out. One station cuts pri
ces,

the rest follow suit, and the prices are bid down to a very low level. The leve
l is

lower, in fact, than it would have been under competition because the collu
sion

has attracted more stations into the industry than would have been there under

competition and thus the supply is greater.
Essentially, the railroad problem of the 1880's was just this, with a couple of

special flourishes because of the industry's unique characteristics. The incentives

to collude were greater than in any other industry. The railroads typically had a

good bit of monopoly power at individual stations which had no rival railroads.

How much monopoly power depended on the availability of water transportation

in the area. Railroad transportation was generally superior to water, but the

margin of superiority varied from one commodity to another. The railroads

responded by setting rates based on the value of service rather than on cost.

That is, the more likely something was to move by water, the lower the rate was.

The higher was the commodity's value in regard to its weight, the more likely

was the shipper to prefer rail to water transportation—and the higher was the

rate the railroad charged him. Now, in case the railroads competed with one

another, this arrangement didn't work. Like any other competitive firms, the

railroads would produce output if the price covered the additional cost of pro-

viding the service. They could engage in value-of-service ratemaking at points

which had two or more railroads only if they set rates collusively and avoided

competing with one another.
There was never any prospect that the number of railroads would become

infintely large, like the number of wheat farmers, for example. As of 1870, the
number of railroads between any two points wasn't over three, and it never did
go over seven. The difficulty of running a cartel increases more than propor-
tionately to the number of members, but the investment necessary for building

a railroad was so large that there could never be enough lines to make collusion
obviously impossible.
Whatever may have been the attractions of collusion, by the mid-1880's the

situation was mueh like What I described in the case of modern gas stations. The
forces for instability were too great for the railroads to master. The experience
of the roads between Chicago and Council Bluffs-Omaha was typical. Three lines,
Chicago & North Western, Burlington, and Rock Island, were built from Chicago
to Council Bluffs between 1867 and 1869 in anticipation of the completion of the
Union Pacific. In 1870 they began to combine collusive ratemaking with pooling
of traffic. They agreed to split traffic evenly among them. (Other roads let the
traffic go where it might, but pooled the revenue arising from it by some formula.)
The arrangement had the inevitable consequence of attracting other railroads:
Wabash built up from its Kansas City line; Illinois Central reached down from
its route to Sioux City; and the Milwaukee built a line almost within sight of the
North Western. Chicago Great Western made it a total of seven. A new road
would enter the field by cutting rates to demonstrate what a potent traffic-getter
it was. The result was a rate war, followed by negotiation of a new pooling agree-
ment. The quotas on the route eventually got as low as 13 per cent of the total,
which wasn't enough to occupy a railroad fully. The ideal size of a railroad is
fairly large, so the economic organization of the industry was generating a lot of
railroads far below the optimal size. They were so underutilized that the incentive
to increase traffic by rate-cutting was almost impossible to resist. The best way
of doing this was clandestinely by shading rates for some large shippers, but just
doing it outright was tempting. A further way of getting traffic was by build-
ing branch lines. Only traffic between termini was pooled; what a road origi-
nated, it could keep to itself. Thus, the roads that paralleled one another across
Iowa proliferated with branches wandering off to serve small towns to get a light
traffic out of grain elevators. The organization of the industry was wasting re-
sources in generating not only "unnecessary railroads" parallel to one another
but also nowhere-type branch lines. The Milwaukee Road became a catalog of the
consequences of the system: miles of low-traffic branches, an Omaha line that
served no important intermediate points, and a Pacific Coast extension that was
the most unnecessary railroad of them all.
The railroads could do little to deal with the problem. American state govern-

ments, unlike those of Britain, allowed any responsible group to build a railroad
without securing a special statute. The legal standing of collusive ratemaking and
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of pooling was never settled by the courts until 1897, but in the mid-1880's at
least it was clear that the members of a cartel couldn't sue a railroad that broke
out of the collusion. The industry had concluded that it couldn't stabilize its
collusions unaided. The most stable cartels were in New England and the South
where state governments, notably those of Massachusetts and Georgia, had es-
tablished commissions which looked upon themselves as stabilizing influences.
These were different from the Midwestern "Granger" commissions, which had
been set up in the 1870's to depress rates widely considered by farmers to be ex-
cessive. By the mid-1880's the inflow of resources into railroading had depressed
American rates to the lowest of any major country; the instability of rates, not a
high level of rates, was the problem in those days.
Just about everybody wanted to do something about the problem. The railroads

found the loss of revenue in rate wars serious. Albert Fink, who had set up the
cartel in the South, estimated that a rate war cost southern railroads 42 per cent
of their earnings. Shippers found the uncertainty of rates intolerable. Small pro-
ducers, especially those in the oil industry, intensely disliked favoritism to larger
shippers.
Why didn't the Government try to prohibit collusion and make the railroads

compete? That's what Congress did for American industries in general in 1890
when it passed the Sherman Act. Section 1 of the Sherman Act prohibited re-
straint of trade, which the courts interpreted to mean collusive pricing of all
sorts. Basically, Congress didn't try to make the railroads compete because of
the irrecoverability of investment in them. If they were forced to compete they'd
have a chronically low level of profitability; and because the investment was ir-
recoverable, the outflow of resources in the industry would be slow and painful.
Such a policy would have entailed widespread bankruptcies and decades of sub-
standard earnings as trackage dwindled.
The problems Congress was trying to avoid in 1887 were inevitable in any

case. The depressions of the 1890's and 1930's brought the bankruptcies, and the
rise of rival forms of transportation after 1915 caused the chronically low rate
of return and disinvestment in track and other facilities.
What Congress did in 1887 was to set up a regulatory body, the Interstate Com-

merce Commisison, to stabilize the railroad cartels. Fink and the other rail-
roadmen wanted a commission established. The Pennsylvania oil producers, who
were the most vocal shippers group, wanted the railroad cartels stabilized
through the right of citizens to bring lawsuits against railroads which deviated
from published tariffs. They and their principal spokesman, Congressman John
Reagan of Texas, were opposed to having a commission established on the ground
that it would represent the railroads' interest. The group who desired the Com-
mission established also uniformly sought legalized and enforced pooling. Reagan
in particular was adamantly opposed to pooling. He secured a grossly incon-
sistent compromise whereby the Commission was established but pooling was pro-
hibited. All of the rest of the statute was devoted to facilitating collusive rate-
making. Rates were required to be just and reasonable, published and adhered
to; shading of rates for the benefit of individuals was prohibited, and rates
were required to be nonpreferential between areas. In the famous Section 4,
Congress prohibited the practice of charging more for a shorter haul than for a
longer haul but gave the I.C.C. the right to waive the prohibition at its discre-
tion. This had been a particularly controversial provision, and its logic is im-
portant. Charging more for a short haul than for a long haul had two implica-
tions: first, it was a part of value-of-service ratemaking, a method of discrimina-
tion against areas without access to water transportation; second, it was a
symptom of rate wars. When railroads got into rate wars they cut rates to
places they served jointly—Chicago-Omaha, for example—but kept tariffs at
their usual level to intermediate points which they served alone: Des Moines,
Cedar Rapids, Davenport, Waterloo, and the like. The I.C.C. was expected to al-
low the practice when it was an aspect of value-of-service ratemaking but to
prohibit it when it was a rate-cutting device.
Even apart from the glaring inconsistency of prohibiting the principal private

device for enforcing collusive rate-making—pooling—in a statute otherwise de-
voted to providing public facilitation to collusion, the Interstate Commerce Act
was a thoroughly inadequate piece of legislation. It provided no powers of rate-
setting to the Commission, as the courts pointed out when the Commission tried
to set rates for the future. It did not restrict entry into railroading, so that
the building of "unnecessary railroads" continued well into the 20th century. Sec-
tion 4 was so ineptly worded that when the matter reached judicial review the
Supreme Court held that charging more for a short haul than a long was per-
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missible only where railroads were competitive with one another—just the re-
verse of what Congress had in mind. Worst of all, although the statute was
designed to facilitate collusive ratemaking, it didn't legalize the practice. After
the Sherman Act prohibited restraint of trade in 1890, the first industry found
guilty of collusive pricing was the railroads. In 1897 the Supreme Court found
a cartel of southwestern railroads in violation of the Sherman Act and held that
the Interstate Commerce Act of 1887 didn't legalize railroad collusion, nor did
the Sherman Act contain an exemption of railroads. The I.C.C. was left in the
-unenviable position of having been established to facilitate something that be-
came unambiguously illegal 10 years after the Commission's founding. Never-
theless, the I.C.C. went its way. It is a bit unsettling to realize that the I.C.C.
.devoted itself to facilitating an illegal practice continuously from 1897 to 1948,
when Congress in the Reed-Bulwinkle Act finally got around to legalizing the
railroad cartels—by then called rate bureaus—and placing them under I.C.C.
-control. That's what the Commission was set up to do, however.'

Given the witlessness of the drafting of the Interstate Commerce Act in 1887,
the I.C.C. didn't work very well in its early years. Congress patched up its
legislative framework between 1903 and 1910 so that by the eve of the first
World War the I.C.C. was stabilizing the railroad cartels without pooling.
In 1903 Congress passed the Elkins Act, which made departure from published
rates a misdemeanor, and made both railroad companies and recipients of dis-
criminatory favors liable for prosecution. The courts were empowered to enjoin
'deviation from published rates or personal discrimination. This act was drafted
by a lawyer in the legal department of the Pennsylvania Railroad and was a
product of railroad political pressure throughout.
The Hepburn Act of 1906 also was mainly devoted to enforcing adherence to

collusively set rates. The I.C.C. was given power to set rates for the future.
They were to be maximum rates, but the fact that they had legal standing
made it easier for the railroad cartels to enforce them. The I.C.C. Was given
control over "accessorial services"—refrigeration, feeding of livestock, and sim-
ilar matters—and free passes for shippers were prohibited; both of these could
be used for shading of published rates. The act required a 30-day notice of
changes in rates. A rate reduction was likely to be effective in only a short
period until somebody equaled it; with 30 days' notice to all other railroads,
a rate-cutter wasn't likely to get any appreciable advantage before rival lines
met his rates. Recipients of rebates were made liable for triple damages. Con-
gress tacked onto this act a provision which the railroads didn't want, and
which became one of their most serious impediments. In an effort to deal with
the Eastern railroads' monopoly of anthracite coal, Congress enacted the Com-
modities Clause of the Hepburn Act which prohibited the railroads' carriage
of goods which they themselves produced, with the exception of lumber. One
may have particular scorn for this clause. First, it was unnecessary, since in
an 'antitrust suit of 1920 the courts required the anthracite railroads to give
up their coal holdings. Second, the anthracite monopoly was self-limiting. The
fact that anthracite was monopolized contributed to its decline in relation to
other fuels, and by the 1940's it had become a minor source of domestic heating.
Third, the Commodities Clause didn't state its purpose; since it applied to
every commodity except one, it became a major handicap to diversification for
the railroads once the industry began to decline.
The last of the enactments of the 1903-4910 period was the Mann-Elkins Act

of 1910, which was mainly notable for undoing the damage the courts had done
to Section 4 and inaugurating the I.C.C.'s power for investigation and suspension
of proposed rates. A railroad wasn't likely to try any quick rate-cutting if the
I.C.C. could postpone the reduction for four months to consider it.
So stood the framework of public policy when the railroads began to decline.

The industry would have fallen off in any case, but the purging of such com-
petitive aspects as it possessed served to accelerate the process. The decline of
the railroads was the analogue of the decline of anthracite coal, or U.S. Steel
and American Can in their industries, for that matter. In all these cases, the
monopoly positions gave the economy an incentive to develop substitutes'. In
1920 Congress intensified this problem considerably.

This wasn't adequately recognized in the 1940's when the Reed-Bulwinkle Act was under
consideration. Most of its opponents failed to see that the entire edifice of I.C.C. regulation
was based on the presumption that carriers priced collusively. Section 4 alone essentially
demanded collusive ratemaking ; any railroad that engaged in individual rate-cutting was
almost sure to involve itself or its rivals in charging more for a short haul than for a long
haul.
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By pure coincidence, World War I came along simultaneously with the be-
ginning of the decline. The Federal government assumed control of the rail-
roads during the war, presenting Congress with a problem of returning the
industry to private hands after the war ended. The opportunity was a golden
one to recognize the rise of competition in transportation and to try to generate
some in railroading, but Congress did exactly the opposite. In the Transportation
Act of 1920 it converted the I.C.C. from a body devoted to facilitating private
collusion to an outright public cartel. The I.C.C. was vested with the power
of minimum rate regulation; granted control of capital formation, entry and
exit from the industry; and given a variety of devices for endeavoring to equalize
the rate of return between strong and weak railroads. The act obligated the
I.C.C. to provide a fair return on a fair value of investment, and set 51/2 per
cent as a target for the first two years. Thereafter 6 per cent was the target
A railroad earning over 6 per cent was required to retain half the excess in
a contingency reserve and deposit the other half in a fund administered by
the I.C.C. for lending at 6 per cent to weaker railroads. The I.C.C. was also di-
rected to consider the relative financial strength of railroads in rate divisions.
The anomalous prohibition of pooling in the Act of 1887 was modified to
allow the I.C.C. to approve pooling agreements at its discretion. This never
amounted to much, since the cartelization of the industry was already stable
without pooling. The I.C.C. was required to draw up a set of plans for consoli-
dation of railroads, again toward the end of equalizing financial strength
among them. The redoubtable William Z. Ripley created a set of plans for
this purpose, but since the strong roads had no enthusiasm for taking over
the weak, and were left the right to refuse, nothing was ever done to implement
Ripley's plans. The I.C.C. was given power over intrastate rates (codifying
a notable I.C.C. victory in the courts in 1914) allowing the Commission to raise
them when they were discriminatory against interstate commerce. Many of
the state commissions were trying to hold intrastate rates down for stimula-
tion of domestic industry, an activity which confficed directly with the I.C.C.'s
preoccupation for holding them up.
The Act of 1920, once again, was chiefly the product of railroad pressures.

Most of its contents were proposals of the Railway Executives' Advisory Com-
mittee. The act represents a public cartelization beyond old Albert Fink's
fondest hopes. The main observation to be made about the act is that trying
to generate a 6 per cent rate of return in an industry in a secular decline was
a pipe dream. The effort to do so involved the I.C.C. in setting rates at a
level so high that they enormously stimulated the railroads' new rivals. Be-
tween 1924 and 1929 the I.C.C. stabilized freight rates at about 165 per cent
of their 1913 level; prices were about 140 per cent those of 1913. Not sur-
prisingly, intercity trucking arose as a problem to the industry in the same
period. Truck registration doubled between 1920 and 1924, and kept right on
growing.
The high level of rates in the 1920's had an incidental disadvantage. It pro-

duced irate farmers who felt that high transportation costs were restricting
their markets. Congress responded to this in 1925 with a murky enactment
called the Hoch-Smith Resolution which directed the I.C.C. to consider the
conditions in various industries "to the end that commodities may freely move."
Exactly how important this was is doubtful, if only because of its obscure
wording; but the I.C.C. seems to have interpreted it as a directive to set
rates so as to allow agricultural products from various sections of the coun-
try to compete in major markets. To use an example brought forth by TRAINS
a few years ago, the I.C.C. sets rail rates on oranges so that Florida and
California brands can compete in Great Lakes cities. The obvious consequence
is that rail rates on Florida oranges are so high that most of the fruit moves by
road.
The railroads reacted to the rise of rival forms of transportation as members

of a cartel usually do: they wanted the cartel extended to the newcomers. The
wording was usually euphemistic: "The truckers should be regulated as we are
regulated." The railroads proposed I.C.C. control of truckers from the late
19209s, but it came about as a result of the depression experience. The railroads
in the early 193(vs encountered the Worst example of the exaggerated response
of their traffic to changes in the level of business activity. Mainly because of
their distress, Congress passed the Emergency Transportation Act of 1933, which
established Joseph B. Eastman, the most prominent member of the I.C.C., as



76

Emergency Co-ordinator of Transportation.' Eastman, who was the most literate
and vocal enthusiast for the I.C.C.'s processes, recommended that regulation be
extended to motor and water carriers. His efforts at co-ordination of railroad
facilities and other economies were largely frustrated by the Brotherhoods, but
Congress took his advice and extended the I.C.C.'s powers to truck and bus
lines in the Motor Carrier Act of 1935 and to water carriers in the Transporta-
tion Act of 1940. Freight forwarders followed them with an act of 1942.
The regulation of common carriers by road and water was modeled after

rail regulation, but the trappings of public utility regulation were not provided
for contract carriers. For them the cartelization was bald-faced; only minimum
rate regulation was specified. In two major respects, motor and water carrier
regulation differed from what the railroads had. Congress directed the I.C.C.
to "recognize and preserve the inherent advantages" of motor transport, and
stated in yet another murky utterance that inequality in rates between water
carriers and other carriers should not be considered discriminatory or unfair.
The latter was interpreted as a protection of differentials of barge rates under
rail and motor rates. Thus, motor and water carriers had unique protections
which the railroads did not have. More important, motor and water transporta-
tion were subject to a large number of exemptions. On the highways, any
private carriage (i.e., goods transported in a truck operated by the owner of
the goods) was exempt, and so was any haulage of agricultural products. Sen-
ators from the farm states, knowing full well that the regulation would increase
truck rates on agricultural products, used their considerable political power to
keep these products exempt. For barge lines, agricultural products, any liquid
cargoes, any cargoes requiring special handling gear, and any bulk cargoes—
provided not more than three commodities were moving in the same tow—were
exempt, along with all private carriage. These exemptions managed to keep
two-thirds of trucking and perhaps 90 per cent of barge traffic out of regulation.
A cartel consisting of 100 per cent of railroading, some 35 per cent of trucking,

and 10 per cent of water carriage wouldn't be expected to work very well, and of
course, it doesn't. Exempt carriers attract a great deal of traffic which under
competition would move on common carriers. This involves a large number of
empty backhauls which clutter up highways and rivers, and which represent
pure economic waste. I.C.C. motor carrier regulation in particular involves so
many certifications for movements in one direction only that common carriers
suffer some of the same disadvantage. A good deal of long-distance trucking of
exempt agricultural products takes place which in the absence of regulation
would move by rail. In tonnage, if not in revenue, the situation on the rivers
is even worse; if there is anything the railroads and barge lines agree upon it's
the ability of the rails to reattract a large volume of bulk tonnage under com-
petitive setting of rates.
The I.C.C. after 1940 was confronted with two problems: (1) the higher it

made rates for common carriers, the greater was diversion of traffic to exempt
carriers—especially private trucking; (2) some way had to be found of allocat-
ing traffic among the various regulated carriers. This, of course, had to be done
through the I.C.C.'s rate policy.
In instructing the I.C.C. in setting rates for rival classes of carriers competing

for the same traffic, Congress hadn't been overly helpful. The Transportation
Act of 1940 had modified the previous text of the I.C.C.'s rule of ratemaking
[Section 15a (2)] in a fashion which the I.C.C. interpreted as an instruction not
to hold up the rates of one class of carrier to protect the traffic of another. The
Act of 1940 also added to the Interstate Commerce Act a preamble known as the
National Transportation Policy. At first reading this preamble appears to be an
innocuous directive to the Commission to regulate all carriers equitably; to
provide for the needs of the economy, the Post Office, and the Defense estab-
lishment; and to maintain "sound economic conditions" among carriers. The
Commission, reasonably enough, interpreted maintaining "sound economic con-
ditions" as keeping everybody prosperous. This was absolutely impossible; the
railroads and various other carriers, notably the coastal steamship lines, were
declining and couldn't conceivably be kept prosperous. Any effort to keep every-
body prosperous would interfere with the allocation of resources, which in
transportation, as elsewhere, is accomplished by the determination of relative

1 The Act of 1933 also repealed the recapture provision of the Act of 1920 and ended anyeffort at a target rate of return for the industry. Instead, the I.C.C. was directed to considerthe effect of rates on the movement of traftls. The Act of 1940 got rid of the Ripley plan forconsolidations.
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prices. And trying to keep everybody prosperous would conflict with Congress'
directive that the I.C.C. shouldn't hold up the rates of one class of carriers to
protect the traffic of another.

These problems are, of course, precisely what the I.C.C. got into after 1940.
After an exhaustive study of cases involving intercarrier competition, Prof.
Ernest W. Williams of Columbia University concluded that the I.C.C. dealt with
this situation habitually by setting rates at levels at which two or more carriers
all could compete for the traffic. That is, if truckers and railroads were competing
for traffic, the I.C.C. would set the motor rates just enough higher than rail rates
so that the differential would compensate for the higher quality of truck service.
Similarly, if a railroad and a barge line were competing for traffic, the I.C.C.
would set the rail rate above the barge rate to reflect the higher quality of rail
service. This is a crude criterion, and the obvious consequence in the generation
of a lot of excess capacity among carriers of all sorts. Also a great deal of traffic
is channeled to carriers which aren't well suited to what they wind up carrying.

Controversy on these matters was inevitable if one class of carrier became
interested in massive rate-cutting. That obviously is what the railroads did in
the 1950's. As mentioned previously, the decline of the railroads accelerated
around the the raid-1950's, and railroad managements, quite correctly, sought to
regain some of their lost traffic by cutting rates. Since about 1951 they had en-
countered an unwillingness on the part of the I.C.C. to grant rate reductions
which would attract traffic from other carriers, even though the proposed rates
were "reasonably compensatory"—one of the Commission's favorite terms. Jervis
Langdon Jr., who successively became president of the B&O and the Rock Island,
gave this practice the picturesque but descriptive title of "umbrella ratemaking."
He and other railroadmen argued that the I.C.C. behaved as if it accepted diver-
sion of traffic from the rails to other carriers as the normal procedure, and
treated the efforts of the railroads to reattract traffic as essentially violations
of the rules of the game.
The Commission denied that it put a rate umbrella over the traffic of rival

carriers, and as justifications of its behavior cited the National Transportation
Policy, the protection of barge differentials, and the injunction to further motor
transport. Langdon and others argued that the problem was the conflict between
the National Transportation Policy and the 1940 revision of the rule of ratemak-
ing, which could be 'reconciled only by some additional legislation. The railroads
were in such straits in the recession of 1957-1958 that Congress turned its atten-
tion to them for the first time in almost a decade. The result was the Transporta-
tion Act of 1958, which represented a direct effort to ameliorate the railroads'
depressed situation. The act had four major provisions: it revised the rule of rate-
making; it inaugurated a temporary program of loans to distressed railroads; it
gave the I.C.C. control of discontinuance of passenger trains; and it extended
motor carrier regulation to frozen food movements (which had been deregulated
by a court decision of 1956) and movements of foreign agricultural products.
The act also had some minor provisions.
The most important provision of the Act of 1958 was the revision in the rule

of ratemaking. Again Congress didn't do a very good job. The original draft of
the bill told the I.C.C. that when it dealt with a proposed rail rate reduction
it should consider only the effect on the movement of traffic by rail and not the
effect on the traffic of other carriers. The I.C.C. didn't care for a directive which
applied only to the railroads, even though there was a precedent for it in the
protection of barge differentials. The Commission suggested that if an enactment
was made (which it didn't think was necessary) the text should be a directive
not to hold up the rates of a carrier to protect the traffic of a less economic carrier.
Congress had to deal with the railroads, who were eager for freedom from
umbrella-ratemaking ; a commission which denied doing this; truckers who were
mildly in favor of the practice, and barge lines which were passionately,
devotedly, wildly in favor of umbrella ratemaking. In an effort to develop a text
acceptable to everybody, Senator Potter brought forth what became Section 15a
(3) of the Interstate Commerce Act—a directive to the Commission that "rates of
a carrier shall not be held up to a particular level to protect the traffic of any
other mode of transportation, giving due consideration to the objectives of the
National Transporation Policy." That the final reference to the National Trans-
portation Policy perpetuated the ambiguity with which the enactment was
designed to deal hardly need be added.
At the outset the I.C.C. behaved as if the new Section 15a (3) were an unam-

biguous directive to refrain from umbrella ratemaking, and allowed major rail
rate reductions on sugar, paint, and various other commodities. The inevitable
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day came when a carrier, Sea-Land Service—a fishy-back operator which carries
loaded semitrailer bodies on coastal steamers—came forth to claim that its very
existence was dependent on a differential under rail rates which the railroads
wanted to eliminate. The I.C.C. responded by restricting the railroads to a smaller
set of reductions than they had proposed. The railroads considered this a return
to unalloyed umbrella ratemaking and took the case to the courts. In a Federal
court in Connecticut in 1961 they won. In several other cases involving the I.C.C.'s
relapse into umbrella ratemaking, the railroads managed to win in the courts.
The most notable victory was that of the Southern Railway in 1965 in reducing
rates by about 60 per cent on grain into the South in its new Big John hopper
cars. There is little doubt that the modest increase in freedom of ratemaking
which the railroads got in the Act of 1958 has been a major force in their ability
to hold their own in tonnage in recent years.

Unfortunately, simply telling the I.C.C. to refrain from umbrella ratemaking,
even if it were to be stated less ambiguously than in 1958, wouldn't be a very
effective move for Congress. Something in the nature of umbrella ratemaking is
inherent in the operation of cartels. No cartel can allow its members to engage
in promiscuous price-cutting; it has to hold up the prices of some members for
the benefit of others. Thus, if Congress wants to do anything about the carteliza-
tion of transportation, it will have to strike more deeply than it did in the Act
of 1958.
The late President Kennedy recommended a more fundamental approach in

his transportation message of 1962. (All praise to him for even raising the sub-
ject; he was the first president since 1933 to send a message on transportation
to Congress.) He proposed dropping minimum rate regulation for movements by
any carrier of commodities which are currently exempted by either road or barge.
This proposal would have ended minimum rate control for 70 per cent of rail
tonnage and much of truck traffic, thus allowing market forces to have wide play
in allocating bulk traffic and agricultural products among all carriers of freight.

Unfortunately, President Kennedy suggested as a second and inferior choice
that Congress extend regulation to exempt carriers if this did not widen the ex-
emptions. He pointed out that the present situation was intolerable; the exist-
ence of a large volume of exempt haulage causes a decline of common carriers
generally. On the impossibility of the present arrangement in the long run there
is essentially universal agreement. Nobody except possibly truckers of exempt
commodities is happy with a cartel as incomplete as I.C.C. regulation of common
carriers. The railroads mainly are in favor of extension of the exemptions to
themselves and considerably greater freedom in rate reduction. The I.C.C., the
truckers, and the barge lines, having most to fear from rail rate reductions, are
most eager for preservation and extension of minimum rate regulation.
The precise cost of I.C.C. regulation to the economy is something nobody knows

at present. (I've been trying to find a gradute student to write a dissertation to
quantify it.) The cost is apparently plenty, though. The best indicators are the
extent to which rates fell when movements of poultry and frozen foods were
exempted from motor carrier regulation by court decisions in the 1950's. Within
five years after poultry movements were deregulated in 1952, rates on fresh-
dressed poultry fell by 33 per cent and on frozen poultry by 36 per cent. Between
the deregulation of frozen foods in 1956 and restoration of regulation in 1958,
rates fell an average of 19 per cent. A good guess is that I.C.C. regulation causes
common-carrier freight rates to be about 20 per cent higher than they would be
under competition.
Happily, both the Kennedy and Johnson administrations have preferred the

alternative of reduction of minimum rate coverage to extension of regulation.
Between 1962 and 1964 Congress considered a series of bills intended to imple-
ment to all carriers the Kennedy recommendations for extension of the agricul-
tural and bulk exemptions. These were subjected to opposition from the Com-
mission and representatives of truck and barge lines, but they perished partly
because of a conflict between the railroads and the Department of Justice. Col-
lusive ratemaking had been legalized in 1948, to the intense displeasure of the
Department of Justice, and nothing had changed the Department's views in the
interim. Accordingly, the Department proposed that any rates freed of minimum
rate regulation also be freed of the Reed-Bulwinkle Act's exemption from anti-
trust prosecution for collusive pricing. With the exception of the Southern
Railway, the railroads reacted to this by losing enthusiasm for deregulation. In
this it seems to me they demonstrated that the industry's newly found affection
for competition was superficial. Railroadmen ought to make the strongest possible
pitch for a thoroughly competitive organization of the entire transportation
industry.
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American transportation policy has created a situation in which the railroads
may price collusively but are deprived of the normal freedoms American business-
men have: reducing prices to regain lost business, entering into new forms of
technology in their industries, expanding into activities unrelated to their main
businesses, and getting out of hopeless branches of their lines of endeavor. There
is nothing more menacing in the Illinois Central and Southern Pacific going into
the barge business than in Ginn & Company bringing out a line of materials for
teaching machines. For a railroad to take up manufacturing is no more unde-
sirable than for General Mills to produce flatirons. The Western Pacific's knock-
ing off the California Zephyr is foursquare with Allis-Chalmers' dropping pro-
duction of steam-generating equipment. The Southern's grain rate reductions are
no more predatory acts than are Peabody Coal's efforts to hold its utility market
against oil, natural gas, and nuclear power. On the other hand, pricing collusively,
as the railroads have done for a century, will leave management in any of these
situations open to a stiff fine and possibly a short vacation in the nearest Federal
penitentiary.
The restrictions which railroad managements suffer are quid pro quo for their

having erected an edifice of public policy within which they could price col-
lusively. The I.C.C. may be an incubus, but it's their own incubus. With a few
major exceptions—among them the prohibition of pooling in Section 5, the Com-
modities Clause of the Hepburn Act, and the Hoch-Smith Resolution—the frame-
work of I.C.C. regulation is a product of railroad desires and political pressures
from 1887 to 1958. The organization of the I.C.C. and its original statutory author-
ity (again with the exception of the pooling prohibition) were in great measure
the result of the thinking of Charles Francis Adams Jr., president of the Union
Pacific. The legislation patching up the Commission in the 1902-1910 era, the Act
of 1920, the extenion of the Commission's powers to nonrail carriers, the National
Transportation Policy, the Reed-Bulwinkle Act, and the Act of 1958 were all
railroad sponsored and largely railroad conceived.
What would the industry have been if this course of policy hadn't been

followed? The railroads were subjected to the Sherman Act in 1897, and no I.C.C.
would have been around to shield them from its application. They would have had
to give up collusive ratemaking. The economy would have got its transportation
more cheaply, and the rate of return would have become depressed earlier than
1916. The Puget Sound extension of the Milwaukee and some of the later "un-
necessary railroads" would not have been built, for the industry would have quit
attracting resources earlier. The reduction in debt of the 1930's and the postwar
period would also have come about earlier. The merger provisions of the Act of
1920 were an almost total inhibitor to consolidation; if they had not existed, the
industry much earlier in its history would have had a movement toward con-
solidation similar to that .which is going on at present. This would have involved
a great deal of disinvestment in redundant facilities. Freedom of entry into truck-
ing would have accelerated the abandonment of hopeless branch lines with
which the industry is so liberally cursed. Most important, the competition of
railroads with one another and with both truck and barge lines would have swept
away value-of-service rate structures so that the industry would have cost-
based rates. This would have drastically reduced the attractions of private
carriage, either by truck or barge.
If we had used the competitive processes in transportation, we probably would

have a dozen or so large integrated transportation companies based on a greatly
atrophied network of railroads but offering transportation in any way they saw
fit, whether by rail, truck, pipeline, barge, or air. They'd be free to set prices as
they wished, to go into any line of endeavor they pleased, but not to price collu-
sively (except, of course, for shipments that moved between companies in
interchange, which the companies directly involved would have to price jointly)
or to engage in exclusionary or predatory practices. In addition, we'd have an
enormous number—thousands in fact—of independent truck and barge operators
with freedom of entry and exit, freedom of ratemaking, and prohibition of col-
lusive pricing. The small size at which trucking firms can operate economically is
essentially a perfect protection against monopoly. The industry would be one
that was easier than the average to keep competitive with the normal frame-
work of antitrust policy.'

1 An incidental advantage of having integrated transportation companies is the prospect
of greater rationality in evaluation of public investment projects. At present, carriers line
up predictably according to their interests, whether the project is the interstate freeway
system, the Ohio-Lake Erie canal, or the East Coast high-speed railway. An integrated
transportation company presumably would be more objective.
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This organization of the industry is what railroadmen should strive for
politically. The way to deal with the decline of the railroads is to let railroad
managements 'decide whether to use railroad technology or the alternatives avail-
able for transportation. As the trilevel automobile cars demonstrate, rail is still
the most economic way of moving a great many commodities, especially for long
distances. On the other hand, it seems unlikely that railroading per se will ever
come back to even ordinary prosperity. The pattern of decline of railroads is
essentially universal; only countries such as South Africa which virtually pro-
hibit nonrail transportation are free of declining state railways. Worse, the more
highly developed a country is, the more depressed its state railway usually is.
British Rail is worse off than the typical African railway. The fact that street-
cars, interurbans, and lumber railroads—the most closely related technologies—
have all but passed out of existence is a further source of pessimism. Rapid transit
survives because it's carried on by municipalities which don't expect to operate
it profitably.
If you examine economic history for an industry which reversed a secular

decline such as that of the railroads, you come up with the gas business—which
came back strong when natural gas was introduced—and some fairly minor in-
dustries: phonograph records and razor blades, for example. With present tech-
nology it seems unlikely that the railroads will be killed off. Unfortunately, as-
suming no change in technology is a singularly unhistorical way of looking at
things. In particular, slurry pipelines are likely to become more economic in rela-
tion to existing carriers as wages increase. Whether the railroads will make it in
the long run really isn't the point; what matters is that the industry is likely
to be around in varying stages of depression for our lifetime, and we ought to
make our policy judgments in that expectation.
The usual railroadman's prescriptions for the decline are not too promising.

The low level of profitability of the industry limits what it can do by rate-cutting.
Prof. Merton J. Peck estimates that freedom of rate reduction would allow the
railroads to attract traffic amounting to 10 per cent of truck and 10 per cent of
barge revenues. This would be equal to only the typical secular growth of truck-
ing in two years, and of barge traffic in three years. The forces responsible for
the railroads' decline would remain.
'Similarly, establishing user charges for barge lines and raising these charges

for truckers are likely to be of much less benefit than railroadmen argue. Un-
questionably the barge lines get a considerable subsidy out of their free use of
the waterways and ought to be subjected to user charges. The barges have at-
tracted mainly tonnage rather than revenue, however; and what revenue the rails
could reattract through making life a bit more expensive for 'barge operators (for
example, by the 2-cent-per-gallon tax on towboat fuel that President Kennedy
proposed in 1962) is doubtful. The truckers have attracted mainly revenue rather
than tonnage. Nobody has ever allocated costs between truckers and other high-
way users accurately enough to know whether truckers as a whole receive a
subsidy or not. The situation probably varies by state; Western truckers look
upon Wyoming as the railroads do New Jersey. A popular, if casual, academic
view is that gasoline trucks pay their way, but user charges on diesel fuel are so
low that diesel trucks get a modest subsidy. Both the Kennedy and Johnson ad-
ministrations have proposed increases in diesel fuel taxes to deal with this. Un-
fortunately for the railroads, the trucks have attracted traffic by doing the jab
better, not cheaper; thus an increase in their costs would be of only marginal
significance in the long-run diversion of traffic from rail to road.
The way to deal with the decline of the railroad's is to organize the transporta-

tion industry competitively. The railroads haven't much to lose. Collusive pricing
among them is no longer much of a benefit. Too much competition exists, notably
from private trucking, for the value-of-service ratemaking that collusion allows
to amount to much. The benefits of freedom in ratemaking and in diversification
that the railroads would get seem well worth the sacrifice.

Happily, some railroadmen are of similar opinion. David 0. Mathews, president
of the C&EI, stated in 1965 that he thought railroads ought to make a go of it in
the ordinary framework of public policy which any other industry faces. D. W.
Brosnan of the Southern and John W. Barriger of the Katy are notable advo-
cates of competitive transportation. Let us hope that such views become wide-
spread in the industry. The railroads are responsible for the erection of present
policy. Their surrender of it, totally, completely, and irrevocably, by advocating
the abolition of the I.C.C. and subjecting the industry to the Sherman Act would
be the most promising possible step in the direction of competitive organization
of transportation.



81

Senator LAUSCHE. Mr. Anthony Haswell, executive director of the
National Association of Railroad Passengers. Your full paper will be
transcribed into the record, so you may proceed to discuss the high-
lights of what you wanted to say.

STATEMENT OF ANTHONY HASWELL, EXECUTIVE DIRECTOR,
NATIONAL ASSOCIATION OF RAILROAD PASSENGERS

Mr. HASWELL. I will try and be as brief as possible, Senator. Thank
you.
My name is Anthony Haswell. I am executive director of the Na-

tional Association of Railroad Passengers. I appear here in support of
S. 3861 with certain revisions and qualifications which I will set forth.

Since I understand that today the committee is primarily concerned
with the specific proposals in S. 3861 for additional controls over the
last trains on a given route and for the overall study of passenger serv-
ice, I will concentrate my remarks on those provisions. The rest of the
bill is substantially similar to S. 1175 on which this committee has had
hearings. We support those provisions as we did support S. 1175, and
I respectfully direct the committee's attention to my previous testi-
mony last May, May of 1967.
With regard to the "last trains" provision we believe that it is a step

in the right direction.
I should say that we strongly disagree with the Federal Railroad

AdminiStrator that this provision in some way constitutes a mora-
torium on further discontinuance of passenger trains. As we read the
bill, discontinuance would still be permitted where it was shown that
the train was not required by public convenience and necessity, and
would be permitted regardless if continued operation would have a
severe enough impact upon the overall operations of the railroad. In
our view that does not amount to a moratorium.
Senator LAUSCHE. Let me ask a question. Is it your interpretation

of the bill that the ICC could continue its hearings on pending applica-
tions and if it determined under the existing law that the authority
to discontinue should be granted that the Commission would have
that right?
Mr. HASWELL. Are we talking about last trains under this new pro-

vision now?
Senator LAUSCHE. All right, apply it to the last train. No apply it

first to all trains.
Mr. HASWELL. On all trains? Certainly the new bill would give the

Commission discretion to allow this discontinuance.
Senator LAUSCHE. Now apply it only to the last train. Would the

moratorium apply to that?
Mr. HASWELL. Well, as I have said, Senator, it is my opinion that this

is not a moratorium because even if the Commission was considering
last trains, if those trains weren't needed, even though they were the
last trains—in other words, if there were enough other forms of trans-
portation around to take care of the people and the railroad was in bad
financial condition and the losses on these particular trains had an im-
pact on the financial condition they could still let them take those
trains off.

Senator LAUSCHE. All right, proceed.
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Mr. HASWELL. We would like to point out that in our opinion the
language in this proposal on last trains should not be considered as
making new law, but merely as a clarification of existing law on stand-
ards which are now applicable to all trains proposed to be discontinued..
The present statute talks in terms of "undue burden on interstate com-
merce." No mention is made of the financial condition of the railroad.
We maintain that an undue burden on interstate commerce is not
shown unless continuance of the trains proposed to be discontinued
would impair the railroad's ability to fulfill its other common carrier
responsibilities considering its overall financial condition. This point
is just what the pending bill would spell out in black and white.
Now on the subject of adequate service standards, we believe that

section 1(4) of the Interstate Commerce Act and also the car service
provisions include ample power for the Interstate Commerce Commis-
sion to order adequate standards of service. As the committee may
know, this is a matter which is now being litigated before the Com-
mission, and an Interstate Commerce Commission hearing examiner
has issued a report holding that the Interstate Commerce Commission
does have this broad supervisory jurisdiction over railroad passenger
service, in •a case involving the Southern Pacific's Sunset Limited
between New Orleans and Los Angeles. If our views are sustained by
the Commission or the courts the Commission will have ample power
to require adequate standards of passenger service, regardless of
whether the trains are the last trains or whether the railroad has pro-
posed to discontinue them.
Now I would like to discuss, in the balance of my testimony, the

proposed study. We support the Commission's call for a study of the
existing and future potential of railroad passenger service. However,
we believe that the Department of Transportation should not direct
such a study. Testimony of the Federal Railroad Administrator before
the House Committee on Interstate and Foreign Commerce and before
this committee, and numerous other public statements, indicates that
the Department has already written off railroad passenger service,
outside of the Northeast Corridor and the possibility of future revival
in other areas through application of yet unproven high-speed tech-
nology. The Department seems extremely unenthusiastic about under-
taking this project. If it is true that the Department is convinced that
such a study would be futile, perhaps it should be conducted by a
more impartial body.
The Administrator asserts in his testimony before the House com-

mittee that "on the basis of market preferences—virtually all intercity
railroad passenger service of the kind we have known to date is not,
needed." This is a misleading and fallacious statement. Any discus-
sion of market preference must take into account the comparative posi-
tion of the competitors in the marketplace. On the one hand, the cost
of railroad service has been inflated by obsolete labor work rules
which provide for unreasonably short working hours and for excess
personnel requirements. On the other hand, air and highway transport
benefits from huge Government expenditures for roads, airports, and
airway control systems, only a part of which are recovered by user
charges. Furthermore, none of these properties are on local tax rolls.
Under such conditions, it is fatuous to talk of decisions made by the
public in the transportation market, because the marketplace has been
completely rigged.
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The Administrator's market theory is faulty on other grounds as
well. With commendable exceptions, rail passenger service in recent
years has fallen short of even the most minimal standards of speed,
dependability, comfort, and cleanliness. It is understandable that
shoppers in the marketplace will not buy shabby goods. But that is
no basis for concluding that the product is inherently outmoded. As
the manager of passenger services of the Canadian National has so
aptly put it:
Rail passenger transportation is subject to the same laws of supply and

demand as any other business. If the product is unattractive, poorly presented
and overpriced, people will be reluctant to buy it, and there will be no apparent
demand for railway service.

There is abundant evidence that when high standards of service are
enforced, there are many buyers of rail passenger transportation. The
Seaboard Coast Line showed a 9-percent increase in its winter season
New York-Florida business, 1968 over 1967. The Canadian National
had a 26-percent increase in passenger business in 1967 over 1966, and a
67-percent increase in 1967 over 1961.
While we agree with the Interstate Commerce Commission that

rail passenger service needs to be improved and modernized, we em-
phatically reject the position of the Administrator that the present
product is so outmoded that the only solution is that it be completely
scrapped and replaced with an entirely new technology.
The Administrator views with alarm the present financial condi-

tion of the railroads. Close analysis of the figures indicates that 1967
was an off year which followed 5 consecutive years of steady improve-
ment, culminating in a net income in 1966 of $904 million, second
highest in the history of the industry other than during World War II.
In my statement I show the figures from 1961 through 1967.

Furthermore, these figures do not take into account the rapidly
increasing income of many railroads from nontransportation assets.
For instance, Penn-Central's share of the $555 million net for 1967
was only $13 million, while in fact its consolidated net income from all
sources was $71 million.
At the same time the railroads are pleading that passenger service

losses are forcing them to go broke, they are investing literally hun-
dreds of millions in nonrailroad businesses. In our view, the total
income and assets of the railroads—not just railroad income and
assets—must be taken into account in evaluating proposals to dis-
continue services.

Finally, we note that freight business so far in 1968 is breaking all
records; that the railroads will have the benefit for the whole year
of 1968 of the 3-percent rate increase granted in 1967; that another
3 percent was granted very recently; and that the railroads are before
the Commission asking for still more.
The Administrator has told both the House committee and this

committee that the railroads' share of the intercity freight market has
been steadily declining. He further told the House committee that the
industry has "demonstrated little or no growth." However, the record
shows that after falling to 43 percent in 1961, the railroads' share of
intercity freight ton-miles has remained almost steady ever since.
Beginning in 1961, 563, there was a steady increase all the way up to
738 billion in 1966, which was an alltime record. There was a drop
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of 19 billion in 1967 to 719. But so far this year the ton-miles are
running ahead of 1966 which was the alltime record.
In view of this performance, it is interesting to note that the Ad-

ministrator recently told an audience of railroad people that rail
freight service is a lousy product which must be improved. Ac,cepting
as true the Administrator's charge, several pertinent questions and
conclusions seem to follow.

First, contrary to management claims, railroads apparently have a
natural monopoly on a substantial portion of the freight business they
are now handling. Because of the inherently low cost of rail trans-
portation, truckers cannot get the business even though rail service is
indifferent.
Second, having discovered that there are deficiencies in freight serv-

ice which can and should be corrected by management, we respect-
fully suggest to the Administrator that he could make the same dis-
covery as to passenger service.
Third, is it not possible that the same defeatist attitudes of man-

agement which have helped bring passenger service to its present low
estate have also adversely affected the freight side of the business? In
any event, we submit that it would be most inappropriate to reward
the railroads for providing poor freight service by allowing them to
get out of the passenger business.
The Administrator is silent on the extent to which passenger serv-

ice operations are adversely affecting the financial condition of the
industry. However, the railroads themselves are not so reticent. The
Association of American Railroads would have the public and the
Congress believe, as reflected in its testimony before the House Com-
merce Committee on July 9, that if the railroads had not operated any
passenger trains in 1967, they would have saved $485 million which
could have been used to purchase new freight equipment or to offset to
higher freight rates. The AAR further stated that such savable losses
for 1968 will approach $600 million; that since 1946 they have totaled
$11.5 billion; and that for the last 9 years such losses have totaled $3.9
billion.
In our considered opinion, these are, at the very least, highly ques-

tionable statements made with the deliberate intent to deceive the
public and the Congress into acquiescing in the railroads' program
of discontinuing passenger service. The large loss figures are derived
from an ICC accounting formula which is designed to allocate the
overhead expenses common to both freight and passenger service be-
tween the two services for purposes of ratemaking. The Commission
has repeatedly made clear that the formula is not intended to measure
the amount of money that would be saved were passenger service dis-
continued, and it has further stated that the large deficits produced
by the formula, in fact, overstate the savable expense. While the Com-
mission has never required the railroads to supply avoidable cost
figures for passenger service on a regular basis, available information
from a few individual companies and from train discontinuance pro-
ceedings indicate that the amount that would actually be saved were
passenger service discontinued, and thus be available for other pur-
poses, is no more than half the formula deficit, and probably a great
deal less than that.
Senator LAUSCHE. What would that be in dollars?
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Mr. HASWELL. Well, in the very next paragraph, Senator it is my
personal opinion on the basis of all the information I have that it is
between $50 and $200 million.
Senator LAUSCHE. What is the formula deficit which you contend

is not a proper mode of ascertaining the losses?
Mr. HASWELL. For 1967?
Senator LAUSCHE. Yes.
Mr. HASWELL. $485 million.
Senator LAUSCHE. Now in this statement you say that from train

discontinuance proceedings it is indicated that the amount that would
actually be saved were passenger service discontinued and thus be
available for other purposes is no more than half the formula deficit.
Half the formula deficit for 1967 would be $240 million is that
right?
Mr. HASWELL. That's right.
Senator LAUSCHE. All right, proceed.
Mr. HASWELL. We do not mean to imply that the real losses of rail

passenger service—between $50 and $200 million a, year—are not a
serious economic problem. What we do believe is that the problem can
be solved—that is, the losses reduced to a level which the railroads can
reasonably be expected to absorb—without total elimination of pas-
senger service. But as long as the railroads are allowed to grossly ex-
aggerate their financial burden of passenger service, the public will
be discouraged from seeking constructive solutions to save the service,
while freight shippers will be frightened into believing that the huge
formula deficits are being made up by higher freight rates, and thus
be encouraged to support discontinuance.
And if I may, I would like to interject that a witness this morning,

Mr. Ashley Gray of the Railway Progress Institute, in his statement
said that last year if the railroads had not operated passenger service
they would have had S485 million available to buy new freight cars
and equipment. This is an example as to how these figures proliferate.
The Administrator told the House committee that rail passenger

service will ultimately lose out to competition in other countries
around the world, and that this is beginning to happen already. If so,
the rest of the world somehow hasn't gotten the message.
The success of the high-speed Japanese Tokaido train between

Tokyo and Osaka is now almost legendary. During the year ended
March 31, 1968, the line carried over 55 million passengers, an in.
crease of 26 percent over the previous year. Plans are now underway
to add 13 more trains each day, and to extend the line the entire length
of Honshu Island. And of great interest to long-suffering U.S. rail
passengers is the fact that since 1964, no train has been more than a
minute off schedule.
England reports gains of between 6 and 20 percent last year on

runs where improved and faster service was initiated. British Rail-
ways is now speeding up many other routes, and has launched a major
publicity campaign to sell the services to the public.
France and Germany are continuing to improve their already fine

services. Both countries are looking toward 125-mile-an-hour opera-
tion on their mainlines in the not too distant future.
In Italy, a consortium of private firms has offered to finance a

brandnew, high-speed line between Rome and Florence which would
cut the present travel time of 4 hours down to 11/2 hours.
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We have already noted that the improved Canadian National serv-
ices have resulted in a 26-percent increase in business in 1967 com-
pared to 1966, and a 67-percent increase, 1967 over 1961.
Surely all these countries would be mighty foolish to expend scarce

talent and resources on expanding and improving a mode of transpor-
tation that is bound to lose out to its competitors. We just can't believe
that everyone is out of step but Uncle Sam. The Administrator is
apparently attempting to cover up for our failures by taking a gratui-
tous slap at the achievements of others in improvina

b 
their rail trans-

portation—achievements which are envied by many Americans.
In conclusion, we urge the Congress to reject the philosophy of de-

featism propounded by the Administrator and the railroads, and
enact meaningful legislation to stem the deterioration of our rail pas-
senger service. The crisis with which we are now confronted in air
transport underlines the urgency of the situation. As an alternative to
conduct of the study by the Department of Transportation, we call
the committee's attention to the constructive proposal of Stuart
Saunders, chairman of Penn-Central, for a national railroad passenger
council, to be composed of representatives of the industry, the Govern-
ment, and the public. Representing the Government could be the In-
terstate Commerce Commission, whose concern and awareness are
demonstrated by the excellent report which accompanied the legisla-
tion you are now considering.
I thank you for the opportunity to appear before you today.
Senator LAUSCHE. You have just mentioned the Penn-Central. You

are familiar with the fact that the Pennsylvania Railroad as far back
as 5 or 6 or maybe 8 years ago has been urging a subsidy for its com-
muter service?
Mr. HASWELL: Yes, Senator; I am familiar with this subject, and I

was very interested in the discussion you had with Professor Hilton
and others. I would like to comment briefly.
Senator LAuscHE. Will you please?
Mr. HASWELL. I think the essential fact that must be faced by the

Congress and the public in this area is that we long ago crossed the
water as far as Government aid and subsidies to transportation is con-
cerned, and when I say long ago I mean long ago—I mean at least 50
years ago or more in terms of highways and waterways and airports.
I think that a very good argument can be made both academically

and in terms of public policy that this was wrongful and misguided
policy to begin with, and that all of the transportation agencies should
have been kept away from the public till and that all of the properties,
and so forth, used therein should have been privately financed. But
that decision wasn't made, and as a result in recent years we have spent
billions of dollars on airports and highways and air control systems.
In the meantime due to partly technology, partly history, the rail-

roads have remained privately owned in every sense of the word, spe-
cifically in terms of their tracks and their rights-of-way which are
analogous to a highway and an airport. So the railroads have had to
compete with competitors whose funding for capital improvements
has been guaranteed by the Government, and at the same time these
properties of the railroads have been subjected to local property taxes.
Now we are at the point, I believe—I agree with Chairman Saun-

ders of the Penn-Central Railroad, we are at the point where we
must make a decision quickly in view of what is happening in our
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transportation system, that either we somehow in a practical, feasible
way put all these other forms of transportation on their own or else
we give the railroads what we have been giving the others.
I think this decision has to be made one way or the other, because

if we don't, if we keep developing this lopsided—I think Mr. Saunders
called it a lopsided, haphazard transportation system—it is just going
to perpetuate this misallocation of resources, and I mean misallocation
of public resources and private resources.

Senator LAUSCHE. All right, now are you of the opinion that the
facts, let's say, in Italy are so identical with the facts in the United
States that the solution which Italy is seeking is the same solution
that the United States ought to seek? What I have in mind—how many
automobiles do we have in the United States with our 200 million
people? I think the statistics will show one automobile for every two
persons. That means that we have 100 million automobiles in the
United States. Italy probably has a population of—what is it 10
million, 50? How many automobiles does it have? Does it have one
for every two people?
You mention the Japanese railroad. Do they have the same propor-

tion of automobiles in Japan?
Now my question, do you believe that the solution that is applicable

to Italy under its population density, under its economic affluence of
the people, is comparable to ours and therefore that their solution
is also applicable to us?
Mr. HASWELL. No I do not, Senator. Of course, the conditions are

much different and it is well known, I believe, that the United States
has the highest proportion of automobile ownership in the world
per capita, and substantially higher than in Italy.

Senator LAUSCHE. Doesn't that mean that our people use their
automobiles much more in preference to train service than would be
used in Italy?
Mr. HASWELL. There is certainly not the degree of demand for

basic railroad transportation. However, perhaps the best answer to
this is to point out that it is simply because of this enormous prolifera-
tion of automobiles and the problems that are stemming from this
proliferation of automobiles, which is exactly why we do need improved
alternatives of transportation in heavily populated areas.
I should point out that while in these Western European countries

there is not the •degree of automobile ownership as there is in the
United States, it is increasing rapidly, and the automobile production
is soaring in every one of these countries every year.

Senator LAUSCHE. All right, I have no further questions of you.
Do you have any questions?
Senator PEARSON. No. Thank you.
Senafor LAUSCHE. How would you set up the agency that ought to

make the study? You don't think that the present setup is correct.
Mr. HASWELL. Well, it is not that I don't think the present setup is

correct. I would like to clarify that. I think that the public and every-
body had great hopes that the Department of Transportation would
be a constructive step forward, and it certainly is. It is the logical
agency to be doing this. But I simply have to look at reality. And
looking at Mr. Lang's testimony—he certainly is entitled to his opin-
ion. Everybody is entitled to their opinion. There are conflicting views
on this subject, which is quite obvious. But the total lack of enthusiasm.
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of that gentleman for undertaking this project—it is suffocating, Sena-
tor, in all due respect. And that is really all I am trying to point out.

Senator LAUSCHE. Wouldn't your reasoning lead to the conclusion
that whenever a public official speaks his truthful mind he would then
become dispossessed of the right to participate, let's say, as an official
in a study of this type ?Is he to remain silent, is he to speak differently
than he thinks, and when he speaks truthfully in his own mind does
that disqualify him from participation?
Mr. HASWELL. Of course not. And nothing in my testimony should

be taken in that regard in the slightest respect. Certainly I am not
attempting to disqualify him participation or to obviate consideration
of their views in any way whatsoever. It is vitally important that
they express their views. I am talking in terms of the direction, control,
and supervision of the study, and I confine my remarks to that.
Senator LAUSCHE. I construe your position to be then that if Mr.

Lang were wholeheartedly on your side of this argument you would
still oppose him as making the study?
Mr. HASWELL. Well, that is an interesting question. I think I have

directed my remarks at least to a considerable degree to his lack of
enthusiasm for a study regardless of what his views are as to what
our transportation policy should be with regard to railroads and the
other modes.

Senator LAUSCHE. That's all I have.
Any further questions?
Senator PEARSON. No.
Senator LA-uscHE. All right, thanks very much.
Mr. HASWELL. Thank you.
(Prepared statement of Mr. Haswell follows:)

STATEMENT OF ANTHONY HASWELL, EXECUTIVE DIRECTOR, NATIONAL
ASSOCIATION OF RAILROAD PASSENGERS

My name is Anthony Haswell. I am Executive Director of the National Asso-
ciation of Railroad Passengers. I appear here in support of S. 3861 with certain
revisions and qualifications which I will set forth.
The National Association of Railroad Passengers is an Illinois not-for-profit

corporation. Membership is open to users of all kinds of railroad service—com-
muter, high speed intercity, and long distance—and to anyone else who believes
that rail passenger service is a valuable national asset which should be preserved
and improved. Since our beginning in July, 1967, we have enrolled over 2600
members from all parts of the country. Our specific objectives are to obtain:

1. Stronger legal controls over discontinuance of passenger trains, and greater
consideration of the over-all public interest in continued passenger service in
individual eases.

2. Positive government action to aid, encourage, and promote rail passenger
service, including equal treatment for railroads by government in relation to
other forms of transportation.
Our activities in furtherance of these objectives include working for the

passage of constructive legislation; opposing selected proposals for train cliscon-
tinuances before regulatory authorities and the courts when, in our judgment,
the over-all public interest justifies such opposition; and conducting a continuing
educational program to acquaint the public with the advantages and benefits of
good passenger service, and the underlying economic and political issues of the
problem.

It is my understanding that the committee is primarily concerned with the
proposals in S. 3861 for additional controls over the last pair of trains operated
over a given route, and for a study of passenger service by the Department of
Transportation. The remainder of the bill is basically similar to S. 1175, upon
which this committee held hearings on May 24 and 25, 1967. I respectfully direct
the committee's attention to the testimony I gave at that time, and now urge
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the prompt enactment of the similar provisions of S. 3861 for the same reasons.
The "last trains" provision of S. 3861 is a step in the right direction. Where

service is shown to be required by public convenience and necessity, the last
trains over a particular route could not be discontinued unless the ability of
the railroad to meet its common carrier responsibilities to other users would be
impaired, considering the company's over-all financial condition. The railroad
would further be required to provide adequate standards of service on the trains
required to be kept on.
We strongly disagree with the Federal Railroad Administrator that this pro-

vision constitutes an implied moratorium on the further discontinuance of pas-
senger trains. Discontinuance would still be permitted where the train was not
required by public convenience and necessity, and would be permitted regardless
if continued operation would have a severe enough impact upon the over-all
operations of the railroad.
We further emphasize that the language in this proposal should not be con-

sidered as making new law, but merely as clarification of existing law, now
applicable to all trains proposed to be discontinued. The present statute talks
in terms of "undue burden on interstate commerce". No mention is made of

the financial condition of the railroad. We maintain that an "undue burden on

interstate commerce" is not shown unless continuance of the trains proposed
to be discontinued would impair the railroad's ability to fulfill its other com-

mon carrier responsibilities considering its over-all financial condition. This point
is just what the pending bill would spell out.
With regard to adequate service standards, § 1(4) of the Interstate Com-

merce Act provides that railroads shall provide transportation upon reasonable
request. We believe that this language and other provisions of the Act embrace
the requirement of adequate service. Our position has been upheld by the ICC

Hearing Examiner in the pending case concerning the adequacy of service on

the Southern Pacific's Sunset Limited between New Orleans and Los Angeles.
If our views are sustained by the Commission or the courts, the Commission

will have ample power to require adequate standards of passenger service, re-

gardless of whether the trains are the "last" trains or whether the railroad has

proposed to discontinue them.
We support the Commission's call for a study of the existing and future

potential of railroad passenger service. However, we believe that the Depart-

ment of Transportation should not direct such a study. Testimony of the Fed-

eral Railroad Administrator before the House Committee on Interstate and

Foreign Commerce and before this committee, and numerous other public state-

ments, indicates that the Department has already written off railroad passenger

service, outside of the "Northeast Corridor" and the possibility of future revival

in other areas thru application of yet unproven high speed technology. The

Department seems extremely unenthusiastic about undertaking this project. If

it is true that the Department is convinced that such a study would be futile,

perhaps it should be conducted by a more impartial body.
The Administrator asserts in his testimony before the House Committee that

"on the basis of market preferences—virtually all intercity railroad passenger

service of the kind we have known to date is not needed". This is a misleading

and fallacious statement. Any discussion of "market preference" must take into

account the comparative position of the competitors in the market place. On

the one hand, the cost of railroad service has been inflated by obsolete labor

work rules which provide for unreasonably short working hours and for excess

personnel requirements. On the other hand, air and highway transport benefits

from huge government expenditures for roads, airports, and airway control

systems,- only a part of which are recovered by "user charges". Furthermore,

none of these properties are on local tax rolls. Under such conditions, it is

fatuous to talk of decisions made by the public in the transportation market,

because the market place has been completely rigged.
The Administrator's "market" theory is faulty on other grounds as well.

With commendable exceptions, rail passenger service in recent years has fallen

short of even the most minimal standards of speed, dependability, comfort and

cleanliness. It is understandable that shoppers in the market place will not buy

shabby goods. But that is no basis for concluding that the product is inherently

outmoded. As the manager of passenger services of the Canadian National has

so aptly put it:
"Rail passenger transportation is subject to the same laws of supply and

demand as any other business. If the product is unattractive, poorly presented
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and overpriced, people will be reluctant to buy it, and. there will be no apparent
demand for railway service."
There is abundant evidence that when high standards of service are enforced,

there are many buyers of rail passenger transportation. The Seaboard Coast
Line showed a 9% increase in its winter season New York-Florida business, 1968
over 1967. The Canadian National had a 26% increase in passenger business in
1967 over 1966, and a 67% increase in 1967 over 1961.
While we agree with the Interstate Commerce Commission that rail passenger

service needs to be improved and modernized, we emphatically reject the position
of the Administrator that the present product is so outmoded that the only
solution is that it be completely scrapped and replaced with an entirely new
technology.
The Administrator views with alarm the present financial condition of the

railroads. Close analysis of the figures indicates that 1967 was-an off year which
followed five consecutive years of steady improvement, culminating in a net
income of 1966 of $904 million, second highest in the history of the industry
other than during World War II.
Furthermore, these figures do not take into account the rapidly increasing

income of many railroads from non-transportation assets. For instance, Penn-
CentraPs share of the $555 million net for 1967 was only $13 million, while in fact
its consolidated net income from all sources was $71 million.
At the same time the railroads are pleading that passenger service losses are

forcing them to go broke, they are investing literally hundreds of millions in
non-railroad businesses. In our view, the total income and assets of the rail-
roads—not just railroad income and assets—must be taken into account in
evaluating proposals to discontinue services.

Finally, we note that freight business so far in 1968 is breaking all records;
that the railroads will have the benefit for the whole year of 1968 of the 3%
rate increase granted in 1967; that another 3% was granted very recently; and
that the railroads are before the Commission asking for still more.
The Administrator has told both the House Committee and this commit-

tee that the railroads' share of the intercity freight market has been declining,
Steadily. He further told the House Committee that the industry has "demon-
strated little or no growth". However, the record shows that after falling
to 43% in 1961, the railroads' share of intercity freight ton-miles has remained
almost steady ever since. What this has meant in total railroad ton-miles (Class
I roads) is shown' below:

[Billions of ton-miles]
1961   563
1962   593
1963   622
1964   659
1965   698
1966   738
1967   710
I submit that the railroad industry has enjoyed substantial growth -since

1961. And as mentioned earlier, ton-miles so far in 1968 are running ahead of
the all time record (even including World War II) set in 1966.
In view of this performance, it is interesting to note that the Administrator

recently told an audience of railroad people that rail freight service is a "lousy"
product which must be improved. Accepting as true the Administrator's charge,
several pertinent questions and conclusions seem to follow.

First, contrary to management claims, railroads apparently have a natural
monopoly on a substantial portion of the freight business they are now han-
dling. Because of the inherently low cost of rail transportation, truckers can-
not get the business even though rail service is indifferent.
Second, having discovered that there are deficiencies in freight service which

can and should be corrected by management, we respectfully suggest to the
Administrator that he could make the same discovery as to passenger service.
Third, is it not possible that the same defeatist attitudes of management

which have helped bring passenger service to its present low estate, have also,
adversely affected the freight side of the business? In any event, we submit
that it would be most inappropriate to reward the railroads for providing poor
freight service by allowing them to get out of the passenger business.
The Administrator is silent on the extent to which passenger service opera-

tions are adversely affecting the financial condition of the industry. However,
the railroads themselves are not so reticent. The Association of American Rail-



91

11.

roads would have the public and the Congress believe, as reflected in its testi-
mony before the House Commerce Committee on July 9 that if the railroads had
not operated any passenger trains in 1967, they would have saved $485 mil-
lion which could have been used to purchase new freight equipment or to off-
set to higher freight rates. The AAR further stated that such savable losses
for 1968 will approach $600 million; that since 1946 they have totalled $11.5 bil-
lion; and that for the last nine years such losses have totalled $3.9 billion.
In our considered opinion these are, at the very least, highly questionable

statements made with the deliberate intent to deceive the public and the Congress
into acquiescing in the railroads' program of discontinuing passenger service.
The large loss figures are derived from an ICC accounting formula which is
designed to allocate the overhead expenses common to both freight and passenger
service between the two services for purposes of ratemaking. The Commission
has repeatedly made clear that the formula is not intended to measure the
amount of money that would be saved were passenger service discontinued, and
it has further stated that the large deficits produced by the formula in fact
overstate the savable expense. While the Commission has never required the
railroads to supply "avoidable" cost figures for passenger service on a regular
basis, available information from a few individual companies and from train
discontinuance proceedings indicate that the amount that would actually be
saved were passenger service discontinued, and thus be available for other
purposes, is no more than half the "formula" deficit, and probably a great deal
less than that.
We do not mean to imply that the real losses of rail passenger service—

between $50 and $200 million a year—are not a serious economic problem. What
we do believe is that the problem can be solved—that is, the losses reduced to
a level which the railroads can reasonably be expected to absorb—without total
elimination of passenger service. But as long as •the railroads are allowed to
grossly exaggerate their financial burden of passenger service, the public will
be discouraged from seeking constructive solutions to save the service, while
freight shippers will be frightened into believing that the huge "formula" deficits
are being made up by higher freight rates, and thus be encouraged to support
discontinuance.
The Administrator told the House Committee that rail passenger service will

ultimately "lose out" to competition in other countries around the world, and
that this is beginning to happen already. If so, the rest of the world somehow
hasn't gotten the message.
The success of the high speed Japanese Tokaido train between Tokyo and

Osaka is now almost legendary. During the year ended March 31, 1968, the line
carried over 55,000,000 passengers, an increase of 26% over the previous year.
Plans are now underway to add 13 more trains each day, and to extend the line
the entire length of Honshu Island. And of great interest to long suffering U.S.
rail passengers is the fact that since 1964, no train has been more than a
minute off schedule.
England reports gains of between 6 and 20% last year on runs where improved

and faster service was initiated. British Railways is now speeding up many
other routes, and has launched a major publicity campaign to sell the services to
the public.
France and Germany are continuing to improve their already fine serviCes.

Both countries are looking toward 125 miles an hour operation on their main
lines in the not too distant future.
In Italy, a consortium of private firms has offered to finance a brand new

high speed line between Rome and Florence, which would cut the present travel
time of four hours down to one and one-half hours.
We have already noted that the improved Canadian National services have

resulted in a 20% increase in business in 1967 compared to 1966, and a 67%
increase, 1967 over 1961.

Surely all these countries would be might foolish to expend scarce talent and
resources on expanding and improving a mode of transportation that is bound
to lose out to its competitors. We just don't believe that everyone is out of
step but Uncle Sam. The Administrator is apparently attempting to cover up for
our failures by taking a gratuitous slap at the achievements of others in
improving their rail transportation—achievements which are envied by many
Americans.
In conclusion, we urge the Congress to reject the philosophy of defeatism

propounded by the Administrator and the railroads, and enact meaningful legis-
lation to stem the deterioration of our rail passenger service. The crisis with
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which we are now confronted in air transport underlines the urgency of the
situation. As an alternative to conduct of the study by the Department of
Transportation, we call the committee's attention to the constructive proposal of
Stuart Saunders, Chairman of Penn-Central, for a National Railroad Passenger
Council, to be composed of representatives of the industry, the government, and
the public. Representing the government could be the Interstate Commerce Com-
mission, whose concern and awareness are demonstrated by the excellent report
which accompanied the legislation you are now considering.
I thank you for the opportunity to appear before you today.

Senator LAITSCHE. Thomas M. Goodfellow, president of the Asso-
ciation of American Railroads. Mr. Goodfellow.
Mr. GOODFELLOW. Good morning.
Senator LAIISCHE. Good morning. You may proceed, Mr. Good-

fellow.

STATEMENT OF THOMAS M. GOODFELLOW, PRESIDENT, ASSOCIA-
TION OF AMERICAN RAILROADS, WASHINGTON, D.C.

Mr. GOODFELLOW. My name is Thomas M. Goodfellow. I am presi-
dent of the Association of American Railroads here in Washington.
Before that I was president of the Long Island Rail Road. And
prior to that I worked in various capacities for the Pennsylvania
Railroad from the time of my graduation from Cornell in 1929 until
I joined the Long Island in 1954.
I appreciate the opportunity you gentlemen have given me to tell

you why the industry I represent is so strongly opposed to the
changes you are considering in section 13(a) of the Interstate Com-
merce Act. To conserve your time—and to avoid duplicating testimony
of the witness who will follow me—my remarks will be brief and
general. His will be more detailed and specific.
The proposed legislation would help preserve a status quo in inter-

city passenger operations that will cost the railroads approximately
$600 million in deficits this year—and may cost still more next year.
Frankly, we can see no purpose whatever in running trains the public
isn't riding—particularly when the staggering costs of running those
trains must inevitably be passed back to the public in the form of
higher freight rates for just about everything people buy.
As railroad men, we've studied this passenger problem from every

angle. We've tried every sensible approach to providing a public serv-
ice which only a very small segment of the public wants, needs, or
uses. It has been a discouraging, costly and wasteful experience.
In the 10 years immediately after World War II, our railroads and

the Pullman Co. spent more than half a billion dollars in private capi-
tal to give the American public the world's finest passenger trains. Ad-
ditional millions were spent advertising and promoting these truly
great trains.
But the public wasn't buying. Despite all our efforts passenger busi-

ness showed a sharp and steady decline, year after year, as more and
more people turned to the speed of the airlines for long trips and to the
flexibility and convenience of their automobiles for shorter trips.
The record is there for everyone to see. There can be no question of

which came first—the chicken or the egg. The public clearly deserted
the railroads—and for perfectly understandable reasons. Nor was this
desertion the result of any lack of sincere and expensive promotion
on the part of the railroads.
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All this was confirmed by the Interstate Commerce Commission
itself. Following a long and thorough investigation in 1959, the ICC re-
ported that the railroads have (and this is a direct quote) "conscien-
tiously endeavored to improve their standards of service."
Furthermore, the Commission report pointed out, the railroads—and

I am quoting again—"generally have not discontinued trains without
serious efforts—sometimes prolonged—to make them pay and only after
sympathetic consideration of public convenience."
In August of 1958—the year that section 13(a) was added to the

Interstate Commerce Act to provide some measure of sorely needed
relief for passenger-carrying railroads, many of them on the verge
of bankruptcy—America's railroads were operating 1,448 passenger
trains. The 1958 passenger deficit was $610 million.
Last year the deficit was $485 million. This was an increase of $85

million over 1966, despite the fact that fewer trains were being oper-
ated. This points up the powerful pincers the railroads find themselves
trapped in as riders continue to decline and operating costs continue to
soar.
The picture is growing steadily darker. In May of this year we were

running 590 intercity passenger trains. Present indications are that
those 590 trains will pile up a deficit of around $600 million in 1968—
almost as large a deficit as 1,448 trains cost the railroads 10 years
ago.

Senator LAUSCHE. Why?
Mr. GOODFELLOW. Just because of the lack of patronage, loss of reve-

nue and, more importantly probably, the increased cost of operating
trains today, the increased cost of labor, materials, everything we use.

Senator PEARSON. Pardon me, but can you recall what those in-
creased costs were? How many rate increases have been effective in
the last decade?
Mr. GOODFELLOW. You mean-
Senator PEARSON. Passenger.
Mr. GOODFELLOW. Passenger rate increases?
Senator PEARSON. Yes.
Mr. GOODFELLOW. There have been very few general passenger rate

increases in the last several years, or last 10 years. Most of the things
that have been done in this case have been reductions in rates and spe-
cial fares and things of that sort. So fares have been increased very
little in the last 10 years.
Senator PEARSON. We will put this in the record later so we will

have an accurate statement. But, actually, fares have gone up very
little is that right?
Mr. GOODFELLOW. That is right.
Senator PEARSON. Now, how about your labor costs?
Mr. GOODFELLOW. Well, labor costs have increased considerably. The

last figure I saw—in the last 10 years they have increased at least 60
percent. So we are paying $1.60 for every $1 we spent in labor costs.
And material costs have gone up the same.
Of course, our taxes, all of the things that inflation has caused to

increase, are going up in the same proportion for us as they are for
everybody else in the country.

Senator PEARSON. But in addition to the inflationary increases, you
have had a 60-percent increase in labor and material costs?
Mr. GOODFELLOW. At least.

98-319-68 7
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Senator PEARSON. Generally?
Mr. GOODFELLOW. At least.
Senator PEARSON. And in your tax obligations—well, it varies from

State to State so much.
Mr. GOODFELLOW. Yes.
Senator PEARSON. Thank you. Go ahead with your statement.
Mr. GOODFELLOW. I am not particularly good at figures myself. But

our statisticians tell me that, if railroads today were still running as
many trains as they ran in 1957—the year before section 13(a) was
enacted—the passenger deficit last year would have been approxi-
mately $1.5 billion. That is substantially more than the entire indus-
try's net operating income of $1,161 million from freight operations.
As hardheaded businessmen, we railroaders have made studies of our

own to determine whether, in today's jet and automobile age, there is
any future or any need for intercity passenger trains. Reluctantly, we
have had to conclude that there simply is no future or need for the
passenger train except perhaps in heavily populated corridors—like
the New York-Washington corridor in which the Penn-Central is in-
vesting millions of its own dollars to develop a new high-speed service.
Even so, we are willing to cooperate wholeheartedly in the study

Chairman Tierney has proposed. But we feel—and feel very strongly—
that it would be grossly unfair to the railroads, to their freight ship-
pers and to the consuming public to saddle all of us with the intoler-
able burden of a growing passenger deficit that could pour hundreds of
millions more down the drain during the time the study is in progress.
But suppose that the study should prove that the railroads have been

misreading the tea leaves? Suppose it shows that there will be a need
for passenger trains between certain cities 5, 10, or 25 years from now,
even though there obviously is no such need today? And suppose, in
the meantime, passenger service between those cities has been discon-
tinued ?
That would be the simplest of problems to solve. The tracks will

still be there, for freight trains will still be running on them. Brand-
new passenger equipment—designed and developed to meet the needs
of those future years can run on them, too. Meanwhile, there is noth-
ing to gain and much to lose—and much to lose—by continuing those
runs with present equipment.
Transportation Secretary Alan Boyd has said it much better than

I can, and I quote:
We would prefer to see the traveler profit from innovation and development in

railroad transportation, rather than simply from the preservation of present
concepts.

The proposed study may or may not show some future need for rail-
road passenger service. But2 with our mushrooming population and
our soaring standard of living, neither a study nor a crystal ball is
needed to realize that, as the prime mover of the Nation's freight, rail-
roads are going to be called on to play an increasingly important
role in the years ahead. They have been pouring every available
dollar into a thorough modernization program to get ready for this
big job.
But the mounting passenger deficit has slowed their efforts on

two fronts. Not only has it made fewer dollars available for new
equipment and new facilities, but, by holding the railroads' rate of
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return to a meager 2.46 percent last year, this deficit has made it in-creasingly difficult for railroads to attract the kind of dollar supportthey need from the financial community.
Some may try to justify what amounts to a moratorium on train

discontinuances in the name of "public service." But is a service reallya public service when less than 2 percent of the public wants it, needsit, or uses it? Instead doesn't it become a private service, and a very
expensive private service, the other 98 percent must support in the
prices they pay for the goods they buy?
Under present circumstances, it is a service the railroads, the

shippers, and the public itself can ill afford. I thank you for your
attention and consideration.
Senator LADSCHE. Senator Pearson?
Senator PEARSON. Mr. Goodfellow

' 
you say in your judgment there

is a need for passenger services in the Northeast corridor. But, actually,
these trains are the ones that got into trouble first and to the most
severe extent, did they not?
Mr. GOODFELLOW. What do you mean? I don't know what youmean.
Senator PEARSON'. I am talking about the New Haven. That is what

comes to my mind.
Mr. GOODFELLOW. Well, the New Haven; yes.
Senator PEARSON. Is that a very complicated thing?
Mr. GOODFELLOW. The New Haven got into this trouble. But, after

all, I believe that the New Haven was a bit like my own railroad; the
Long Island, where the root of its evil was the commuter service which
they were trying to put into—were trying to provide.
Senator PEARSON. So when you talk about the Northeast corridor,

I am not sure you used that term.
Mr. GOODFELLOW. When I talk about the Northeast corridor, I do

mean to Boston from here.
Senator PEARSON. You are talking about Boston, New York, and

here.
Mr. GOODFELLOW. Maybe as far south as Richmond, I don't know.

But, this is what we know generally as the Northeast corridor. Of
course, the real emphasis is on this corridor traffic.
Senator PEARSON. And you are not talking about commuter trains?
Mr. GOODFELLOW. I am not talking about commuter service. I am

talking about a service that will compete with the airlines between
here and New York and with the buslines between here and New York
or between here and Boston. Of course, the New York-Washington is
the most pressing need, and that is the reason that the Penn-Central,
plus the Department of Transportation

' 
have been working so hard

to get the high-speed service into use in this particular area.
The New York to Boston will follow a little later, and probably the

Washington to Boston one will be a combination of the two services.
Senator PEARSON. Is there a single railroad in the black on passenger

service, intercity?
Mr. GOODFELLOW. I don't think under the ICC formula there is any-

thing—any railroad in the black in passenger services.
Senator PEARSON. Thank you very much, Mr. Goodfellow.
Senator LAUSCHE. I would like to explore with you the subject of

what efforts were made by the railroads following World War II to
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modernize their passenger service, and what the results were. You
state:
In the ten years immediately after World War II, our railroads and The Pull-

man Company spent more than half a billion dollars in private capital to give
America's public the world's finest passenger trains.

Will you elaborate on that statement?
Mr. GOODFELLOW. Following World War II there was hardly a rail-

road, any in the East or the West, that did not immediately commence
to replace its fleet of passenger equipment.

Following the World War, we were able to get rid of our steam loco-
motives. This meant that we could improve our passenger service be-
cause we didn't have to worry about the sparks and the dust coming
back over the train from the steam engine.
So one of the first things that was done was to completely die.selize

the service.
In addition to that, we bought practically all new equipment, and

I can mention any number of trains on any number of railroads, such
as the Santa Fe, the Great Northern, and the Southern Pacific, the
Pennsylvania, and New York Central, Seaboard, old Coast Line,
Southern—any railroad that you want to name that was in the pas-
senger business replaced its equipment.
The coaches, of course, provided reclining seats. Most of the coaches

handled only 40 to 60 people, so that you had plenty of room plenty
of leg room in your seat. Each one of them had its own private wash-
room for ladies and for gentlemen.
In the trains, the pullman equipment was—of course, we called it

lightweight. We called it streamlined because it was made from light-
weight materials. The trains were streamlined. And all of this pull-
man equipment was designed to make the trip much more pleasant.
Many of the trains had things like telephone service, valet service,

barbers, anything like that that would make your trip a little more
pleasant. Many of the railroads did the same thing to their dining
cars. We did little things, perhaps, that might not mean much, but it
meant a lot to have the crew stay on the Broadway the whole way
through.

Well, this meant we had to build double diners and put dormitory
cars on. And I remember things of that sort, where the crew could
start out in New York or out of Chicago and start serving, the same
crew would serve your dinner and breakfast. They had kitchen cars,
a double diner which gave you a very pleasant dining room and gave
you a place for the crew to work and up ahead, next to the engine, a
place for the crew to sleep during the night.
Tavern cars, things of that sort, were designed for both the coach

passengers and the pullman passengers. Of course, the dining car was
open to pullman passengers and coach passengers.
I mentioned the Broadway, because at that time I worked on the

Pennsylvania. We had many other trains. We had solid coach trains
made up of these 46-seat coaches with the double diners, and with the
tavern cars and the lounge cars and all of that kind of thing.
In the West, where clearances were a little bit better, the railroads

went into dome cars. In the East, we weren't able to do some of that
because of the tunnel clearances that kept it from happening.

4 „
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The little things—you mentioned Robert Young. Robert Young in-
sisted that the C. & O. put on fine service and some of the trains that
they ran between Chicago and Detroit, through Grand Rapids, on the
the old Pere Marquette, were very fine coaches, and for the night travel
they had very fine pullman service.
I remember he was the first one that did something that many people

thought was a good idea. Instead of having to turn the spigots on in
the washstand, he put a little foot pedal on, so that all you had to do
up here was change whether you wanted hot or cold and put the foot
pedal on it and you had your hands free.
I mention these. They may not seem like much, but added together

they did mean that they really revamped the passenger service.
Now, beyond that, we did a lot of crew training. We put stewardesses

on some of the trains. We put representatives of all kinds on the train
to make sure that your comfort was looked after.
The brotherhoods cooperated very well on this. And not a thing

could be said 
Senator LA-CrSCHE. What prompted you to put the stewardesses on

the train?
Mr. GOODFELLOW. Pardon?
Senator LAITSCHE. Why did you substitute the women for the men?
Mr. GOODFELLOW. Well, I guess we took this from the airlines, and

when we were hauling people long distances, I can remember several
trains where the stewardesses were at one time trained nurses. I don't
know whether they still are are not, but they could help the mothers
with their kids.
Senator LAUSCHE. Well, you have answered the question. That is,

the airlines were supposed to have provided something that was at-
tractive.
Mr. GOODFELLOW. That is right.
Senator LAUSCHE. And therefore the railroads tried to imitate the

airlines and they put these stewardesses on.
Mr. 400DFELLOW. They tried to do that. At the present time, several

of our railroads are imitating the airlines by serving your meals at
your seat. Pennsylvania has some meals being served at your seat. We
have tried to do this.
I haven't mentioned the great amount of advertising that many of

our railroads have carried on, and some of them are still carrying it
on. I think I mentioned the Santa Fe is still advertising their passen-
ger service, in spite of the fact that they tell me that their service is
steadily decreasing; that is, the use of their service is steadily de-
creasing.

It was less this past year than it was in 1966. They think it will be
less in 1968 then it was in 1967. But they have not relaxed on their
advertising.
So all of these things added up to where, between the railroads and

the Pullman Co., we think the half-billion dollars was a very conserv-
ative estimate of what we spent to try to get people back on the
trains. They rode for a while, but as the jet planes came along and the
automobiles could drive 80 miles an hour without any traffic lights
on a throughway, or something of that sort, they deserted us.

Senator PEARSON. So the traffic picked up and then it fell off again?
Mr. GOODFELLOW. I think the traffic picked up after the war; yes.

People got back. They wanted to travel. As soon as the throughways
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got built, and the turnpikes got built and the jet planes came along,
we began to feel the effect of it right away. And we were deserted.
And I can't blame people. You don't want to take 16 or 18 hours

to go someplace when you can fly there in an hour and a half or
2 hours.

Senator LAUSCHE. When did you realize that in spite of this ex-
penditure, that the effort was not a success, that you could not achieve
your objective?
Mr. GOODFELLOW. I would say somewhere following the war—oh,

perhaps 6 or 8 years after the war was over, and this was when we
really realized that we were furnishing a service that was costing us
so much money and efforts were made to get 13(a) put into the Inter-
state Commerce Act.
And that was culminated in 1958, when we were able to get it in.
Senator PEARSON. What kind of people ride the passenger trains

today? Do you have any analysis of who they are and what they are?
Mr. GOODFELLOW. Oh, no. We have made many analyses. Actually,

the people that ride the trains are maybe people who are afraid to fly.
And there are some people who are afraid to fly.
Senator PEARSON. Yes.
Mr. GOODFELLOW. And I don't say that they won't fly. They just

don't like to fly.
Senator PEARSON. That is right.
Mr. GOODFELLOW. I know lots of ladies who don't particularly like

to fly. I may even say, I am myself sometimes white-knuckled. But
we find those people. We find elderly people—and here I have to be a
little careful about what I say about elderly people—but elderly
people who don't know much about flying, don't know that you can
fly, they cling to the train.
When they are gone, I don't believe we will have anybody take their

place, because the generation
' 

even, that I belong to, has now become
used to planes, and probably the generation even older than I am has
become used to planes.
So there are still a few of those.
Senator PEARSON. How about income levels?
Mr. GOODFELLOW. I think there are certain crippled people who find

a train a little more convenient than a plane. But no businessmen ride
the train any more.

Senator PEARSON. Do you have any information as to income levels?
Mr. GOODFELLOW. I don't know. It would have to be an estimate. I

do know that some of our lower income people do ride the trains.
People with low incomes do tend to ride the train if they are going a
long distance. If they are not going such a long .distance, they will
ride the bus, which is a little cheaper than the tram.
Senator LAUSCHE. That is, if they ride the bus in preference to the

train because the cost is less, it would follow that they would fly in
the plane if they had the money and their time was sufficiently expen-
sive. Does that follow?
Mr. GOODFELLOW. That is right. I think that is true.
Senator LAUSCHE. You don't get the very low income people be-

cause the buses are able to outcompete you.
Mr. GOODFELLOW. That is right. So we get a sort of intermediate

class of people who are not high income, but high enough income that
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they don't take the time to ride the bus or don't bother to ride the
bus, they ride the train.
But as I go back to this, we get no businessmen. This used to be

the backbone of, say, the Lark between San Francisco and Los Angeles,
or between Pittsburgh and New York. It used to be the backbone of
those trains. And we built those trains up. But today the companies
themselves say to the executive, "Don't ride the train, fly. We don't
want you wasting your time. Come on home and be with the family
at night, rather than spending the night on the sleeper."
Senator PEARSON. Thank you very much, Mr. Goodfellow.
Senator LAUSCHE. I think that is all that I have, Mr. Goodfellow.

Thank you very much.
Mr. GOODFELLOW. Thank you.
Senator LAUSCHE. It's now 12 minutes to 12. I have a lunch en-

gagement. The next witness is William M. Moloney, general counsel,
Association of American Railroads. How lengthy will your presenta-
tion be, Mr. Moloney?
'Mr. MOLONEY. I would say 30 or 45 minutes. I can be available at

a later date, Mr. Chairman.
Senator LAUSCHE. I didn't hear you.
Mr. MOLONEY. I say, I can be available at a later date. As you know,

my office is here in Washington.
Senator LAUSCHE. We will meet with you Monday morning at 10.
Mr. MOLONEY. Monday morning at 10—fine.
Senator LAUSCHE. Adjourned at 11 :50,a.m.
(Whereupon, at 11:50 a.m., the hearing was adjourned, to reconvene

the following Monday, July 29,1968, at 10 a.m.)
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STUDY OF ESSENTIAL RAILROAD PASSENGER SERVICE

MONDAY, JULY 29, 1968

U.S. SENATE,
COMMITTEE ON COMMERCE,

SURFACE TRANSPORTATION SUBCOMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., in room 5110, New Senate Office
Building, Hon. Frank J. Lausche, chairman of the subcommittee,
presiding.

Present: Senators Lausche and Pearson.
Senator LAUSCHE. The meeting will come to order. This is a con-

tinued hearing on the Interstate Commerce Commission proposals con-
tained in S. 3861 for a proposed special test applicable to "last trains,"
and for a proposed study of railroad passenger service potential.
The witness this morning will be Mr. William M. Moloney, general

counsel of the Association of American Railroads.
Mr. Moloney, you may proceed.

STATEMENT OF WILLIAM M. MOLONEY, GENERAL COUNSEL OF THE
ASSOCIATION OF AMERICAN RAILROADS

Mr. MOLONEY. Thank you, Senator. If I may, I would ask that my
statement be incorporated in the record as though I read it and then
I will try to summarize it.

Senator LAuscHE. That will be done.
Mr. MOLONEY. Thank you.
(Whereupon, the prepared statement of Mr. Moloney was entered

into the record as follows:)

STATEMENT OF WILLIAM M. MOLONEY, GENERAL COUNSEL, ASSOCIATION OF
AMERICAN RAILROADS

My name is William M. Moloney. I am General Counsel of the Association of
American Railroads and I appear here on behalf of that Association in opposition
to S. 3861.
In May, July and August of 1967 the Subcommittee on Surface Transportation

•of this Committee held hearings on a number of bills to amend Section 13a of
the Interstate Commerce Act. I appeared at those hearings and expressed our
industry's opposition to those bills and I ask that the members of this Com-
mittee, in their consideration of S. 3861, take note of the testimony I then
presented.

S. 3861 would substantially amend Section 13a of the Interstate Commerce
Act. Its provisions would delay, prolong and make more difficult the elimination
of unneeded and losing passenger train service. I think it appropriate to call to
this Committee's attention the circumstances under which Section 13a of the
Interstate Commerce Act was enacted as a part of the Transportation Act of 1958.
At that time this Committee and the Congress found the economic position of the
railroad industry to have reached an alarmingly low level.

(101)



102

When, in light of today's situation, one reviews the economic condition of the
railroad industry, a matter with which Congress was so vitally concerned in
its passage of the Transportation Act of 1958, the question immediately arises
as to why any serious consideration should be given to proposed legislation to
amend that Act and that would delay and make more difficult the elimination
of unneeded and losing passenger train service.
May I compare the economic situation of the railroad industry in 1958, with

respect to which this Committee and the Congress was so deeply concerned, to the
industry's present economic situation.
In 1958 the net railway operating income of Class I railroads was $762,296,000.

In 1967 net railway operating income dropped to $677,405,000, a decrease of 11
percent.
In 1958 net income of the Class I railroads was $601,737,000 and in 1967

dropped to $554,741,000, a decrease of 8 percent.
In 1958 the railroad industry's rate of return on average net property invest-

ment was 2.76 percent and in 1967 it fell to 2.45 percent.
In 1958 the net working capital of Class I railroads was $806,537,000 and in

1967 it had fallen to $276,143,000, which represents only enough money to meet
cash requirements for operating expenses and taxes for approximately 11 days.
In its approval of an interim freight rate increase last year the Interstate

Commerce Commission stated that:
"In our judgment, the recent rapid rise in labor costs, accompanied by recent

increases in prices of railroad materials and supplies, has created a situation
which, in any practical meaning of the word, constitutes an 'emergency.'" (Re-
port of the Interstate Commerce Commission, Ex Parte No. 256—Increased
Freight Rates, 1967, decided July 31, 1967.)
Thus, the economic situation of the railroad industry today is even more acute

than the situation with which Congress was so greatly concerned in 1958, at
which time it enacted the Transportation Act of 1958, including Section 13a.
A large contributing factor in 1958 was the annual passenger train service

deficit incurred by the railroad industry. In 1957, the year before passage of the
Transportation Act of 1958, the passenger train service deficit was $723.7 million
and consumed 44 percent of the net railway operating income from freight serv-
ice. The passenger train service deficit for the year 1967 was $485 million and
consumed 42 percent of the net railway operating income from freight service.
Certainly, when two-fifths of the net railway operating income from freight
service is today being consumed by the passenger train service deficit, there is no
room for complacency, nor for any attitude that the passenger train deficit prob-
lem has been largely solved and that it now should be made more difficult and
costly to discontinue unneeded and losing passenger train service.

Since 1946 the passenger train service deficit has totaled the staggering sum
of eleven and one-half billion dollars. This serious and persistent drain on rail-
road earnings has been and is a major reason for the railroads' inability to
acquire adequate capital funds for improving and modernizing freight-carrying
facilities which the public needs.
During the last nine years, while Section 13a has been on the statute books

and its remedies available, the passenger train service deficit totaled $3.9 billion
and consumed 36 percent of the total net railway operating income from freight
service during those years.
The passenger service deficit in 1958 was $610,424,000 and in 1967 was, as I have

pointed out, $485,000,000. However, since 1962 the passenger service deficit has
Increased sharply and we estimate that on the present level of passenger train
service such deficit for 1968 will again approach $600,000,000.
I do not wish to appear an alarmist but I am compelled to point out to this

Committee that there is nothing in the financial picture of the railroad industry
today, as compared to 1958, that would justify substantial amendement of the law
that Congress put on the books in that year. On the contrary, there is increasing
need for the protection of that law. To the extent that any particular passenger
train service may be required by public convenience and necessity and will not
constitute an undue burden on interstate commerce, the Interstate Commerce
Commission today has full power and authority to require the continued operation
of such service.
Recent action by the Interstate Commerce Commission makes it abundantly

clear that the Commission today has ample power and authority to deal with
passenger train discontinuances, including the situation of a last train. On
Wednesday of last week the Commission, for the second time, ordered the
Western Pacific to continue to operate the California Zephyr, the last passenger
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train on that railroad. At the same time, the Commission ordered the Southern
Pacific Company to continue operation of the City of San Francisco, also a last
train over that route. The Commission, however, stated that the two railroads
were free to jointly submit a plan which would permit economies while at the
same time preserving adequate daily rail passenger service between Chicago and
San Francisco. Certainly, in the Commission's handling last week of these cases,
involving transcontinental service and last train operations, there is no indica-
tion of a lack of authority or of any need to change the existing law.
There is another recent development that makes inadvisable and undesirable

any change in existing law. Some time age the Commission instituted an investi-
gation under Docket No. 34733 and entitled Adequacies—Passenger Service—
Southern Pacific Company between California and Louisiana. The particular train
involved is the Sunset Limited. On April 22, 1968, Examiner Messer served his
report and recommended order, about which I am sure most of you have read
in the newspapers. Thereafter, pleadings were filed by the Southern Pacific
Company, the Association of American Railroads, the California Public Utilities
Commission, the State Corporation Commission of New Mexico, the Railway
Labor Executives' Association, and the National Association of Railroad Pas-
sengers. On Monday (July 22, 1968) an order was served, assigning the matter
for oral -argument before the entire Commission on September 18, 1968. I would
like to read from that order:
It is ordered, That the proceeding be, and it is hereby, assigned for oral argu-

ment before this Commission on September 18, 1968, at 10:00 a.m. Eastern Day-
light Saving Time, on (1) the extent of this Commission's jurisdiction over rail-
road passenger service, (2) whether minimum operating and service standards
for interstate passenger trains should be promulgated in the event jurisdiction
thereover is found to be vested in the Commission and the type of such standards
to be promulgated, and (3) the merits of the instant proceeding;
It is further ordered, That all passenger carriers by railroad be, and they are

hereby, permitted to intervene and present oral argument on (1) and (2) above
by filing, not later than August 21, 1968, verified statements for the record of
their position on the aforesaid questions (1) and (2) ; and that parties now of
record may, but are not required to, file verified statements for the record setting;
forth, or amplifying, their positions with respect to (1) and (2) not later than
the foregoing date;
It is further ordered, That other interested parties may file, not later than

August 5, 1968, petitions for leave to intervene for the purpose of filing, not later
than August 21, 1968, verified statements for the record and participating in oral
argument on (1) and (2) upon compliance with section 1.72 of this Commission'a
General Rules of Practice; and
It is further ordered, That a copy of this order be (1) served on all State regu-latory commissions and on all common carriers by railroad subject to regulationunder part I of the Interstate Commerce Act and on each party to this proceeding,(2) deposited in the Office of the Secretary of this Commission for public inspec-tion, and (3) filed with the Director, Office of the Federal Register.
This is a tremendously important proceeding and, as you can see, the mattersthat will be argued before and decided by the Commission go to the very heart ofmany of the proposals contained in S. 3861 and other bills pending before thisCommittee. The matters before the Commission should be disposed of on the basisof existing law.
I will now address my remarks to the more substantive changes in existing law

that will be brought about by S. 3861. The present law requires a 30-day noticeperiod of the proposed discontinuance of an interstate passenger train, whileS. 3861 would increase it to 60 days. This doubling of the notice period will simplymean further delay in the disposition of a discontinuance case and is entirely
unwarranted. In the previous hearing before this Committee no sound reasons
were submitted for the then proposed 40 days and certainly no sound reasons
have now been presented for a 60-day notice period.

Another provision of S. 3861, which is identical with that of S. 1175, would
authorize the Commission, pending investigation, to require continued operation
of the train for a period of seven months, rather then the present four months,
and would provide that the Commission may further require the train's continued
operation for an additional two months. The end result of this would be simply
more delay in the disposition of a train discontinuance case.
In earlier testimony before the subcommittee the then Chairman of the

Interstate Commerce Commission admitted that present time requirements
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are entirely-adequate for the normal case handled by the Commission. 
However,

he referred to some possible situation with which the Commission 
might be

'confronted at some future time as the justification for these particular a
mend-

ments. No real justification was offered for a general extension of time, as would

be provided by S. 3861. The then Chairman did say that the Commission,
 of course,

Would not necessarily take the entire extended period of time to dispose of 
the

normal case but the general experience of the railroads has been that the

time available is the time that will be used. In any event, if more time is 
to be

granted the Commission such grant should be confined entirely to the unu
sual

case envisioned by the Commission and the additional time should be avail
-

able only upon an express finding by the Commission of necessity and a state-

ment of its reasons (therefor.
Another amendment that would be made by S. 3861 is that there would be

imposed upon the carrier the burden of proof and the findings required to be

made by the Commission would be changed accordingly. Here, it seems to me
,

we are back on the old merry-go-round. A similar provision with respect to the

burden of proof was contained in S. 1175 and was the subject matter of con-

siderable testimony. Former Commissioner Tucker, then Chairman of the

Interstate Commerce Commission, testified that the matter of burden of proof

had presented no real problem in the Commission's administration of Section 13a

and that the carriers had offered and made available any and all factual material

which the Commission deemed necessary and which lay within the possession

or control of the carriers. Statements to similar effect are contained in formal

reports of the Interstate Commerce Commission in train discontinuance eases.

Indeed, subsequent to his testimony before the House Subcommittee on H.R.

7004, then Chairman Tucker addressed a letter to the Chairman of that Sub-

committee advising that the Commission would have no objection to the deletion

of the burden-of-proof and Commission-finding language in that bill. Nothing

has transpired since that time that in any way presents a ease for the renewal

of this proposal by the Interstate Commerce Commission.
Imposition of such a burden upon the carrier would represent a radical

departure from the regulatory scheme adopted by the Congress in the present

provisions of Section 13a (1) of the Interstate Commerce Act. By the terms of

that section, Congress confirmed the right of management to make initial decision

that a particular passenger train should be discontinued. The equivalent of a veto

power, however, was placed in the hands of the Commission, so that after in-

vestigation and upon proper finding, the Commission can direct management

to continue to operate the train for a period of one year. After the expira-

tion of that year the jurisdiction of the State commissions again attaches to

any discontinuance of the train, subject only to preemption by again following

the provisions of Section 13a(1). The present regulatory scheme enacted by

the Congress has worked well and no justification exists for the radical de-

parture from that scheme that would be made by S. 3861.
S. 3861 contains a special provision that, for two years following its enact-

ment, would apply to the discontinuance of the last passenger train operated

in either direction between certain points.
First, the jurisdiction of State regulatory commissions would be preempted for

two years and the Interstate Commerce Commission would be vested with ex-

clusive jurisdiction over the discontinuance of such trains.
Second, the Commission would be required to order the continued operation

of the train for one year from the date of its order unless it found that public

convenience and necessity did not require its continuance or that continuance

of the train would impair the ability of the carrier to meet its common carrier

responsibilities, considering the over-all financial condition of the carrier or

carriers in question.
Third, the Commission could attach to its order requiring continued operation

such conditions as it may presume to be just and reasonable to assure the pres-

ervation of a seasonable level of service for the train required to be continued.
The end result of these provisions with respect to last train operations would

be to make it more difficult to remove such unneeded and losing train, to author-

ize the Commission to impose upon the carrier what might prove to be burden-
some conditions and to require the Commission to order the train continued
in operation for one year rather than leaving the duration of operation to the
discretion of the Commission based upon the facts and circumstances of the case.
We do not think that the fact that the train in question is the last train in any
way justifies the imposition of these burdens of law. On the contrary, where the
passenger service cannot be made to pay its own way because of lack of patron-
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age at reasonable rates, discontinuance seems called for and we think that such
should be the case whether or not the train that cannot be made to pay its own
way because of lack of patronage at reasonable rates is or is not the last train.
If the train cannot be made to pay its own way because of lack of patronage at
reasonable rates there should be no sanctity in the last train situation.

S. 3861, by its amendment of Section 13a (2), would extend the present four-
months provision to seven months. In other words, the State authority would be
granted an additional three months before the carrier could file notice with the
Interstate Commerce Commission. No case has been presented to you for this
provision and it simply represents further delay in the elimination of unneeded
and losing passenger train operations.

Moreover, S. 3861 would provide that, upon the filing with the Interstate
Commerce Commission of a petition under Section 13a(2), the discontinuance
of such passenger train would be subject to all of the provisions of Section 13a(1).
We have extreme difficulty in interpreting this provision of S. 3861, since a peti-
tion filed under Section 13a(2) does not in any way lend itself to handling under
the provisions of Section 13a(1). Nor is there any necessity for the provisions of
Paragraph (1) to apply to such proceeding for the reason that the carrier can-
not, under Section 13a(2), discontinue the involved train until the Commission
has disposed of the case. However, if the purpose of this provision of S. 3861 is
to place a time limitation under which the Commission must act on petitions filed
under Section 13a(2), we would have no fundamental objection. I should point
out that if the Interstate Commerce Commission's jurisdiction over the last
train is to be exclusive, as I have stated, there would be no proceedings before
that Commission with respect to such train under Section 13a (2).

S. 3861 will add a new Section 13a(3), providing that any person adversely
affected or aggrieved by an order of the Commission entered after hearing pur-
suant to subparagraphs (1) or (2) of that Section might bring suit to obtain
judicial review. Under such a provision it can be safely assumed that in every
instance where a train would be discontinued under this section of the Inter-
state Commerce Act, and notwithstanding the unneeded and losing nature of
the particular service being performed, the matter will be taken to court and
it is most likely that the train will continue to operate indefinitely while the
judicial processes are exhausted. Such an amendment is not designed, as is the
present statute, to exert pressures upon public authorities to find solutions for
the problem posed by a service allegedly needed by the public but which cannot
be made to pay its way. Indeed, I have the feeling that public authorities, know-
ing they could through judicial processes keep the train in operation for an
indefinite period of time, would be much less likely to exert themselves in an
effort to find the needed solution.
S. 3861 would also provide that the notice of a proposed discontinuance by a

particular carrier must be posted in every station, depot or other facility served
by the train, including stations, depots or facilities on the property of other
carriers which share in the operation of said train. While we appreciate the
purpose of this provision in attempting to give more widespread notice of the
proposed discontinuance, it does raise serious problems and difficulties. The
noticing carrier has no control over the property of another carrier even though
the latter carrier does share in the operation of the train. If such posting
requirement is to be seriously considered it should not be an absolute require-
ment insofar as the noticing carrier is concerned and terms qualifying this
posting requirement should be included.
S. 3861 would make two further amendments to Section 13a. The first would

amend the section so as to cover a train operating to or from a point in a foreign
country. Assuming that the jurisdiction of the Interstate Commerce Com-
mission would apply only to that portion of the operation of the train conducted
within this country, there would appear no particular objection to applying
present provisions of law to such a situation.
The other and last mentioned amendment would provide that if a carrier,

during the notice period, discontinued the train the Commission would retain
jurisdiction to enter upon an investigation and to require the immediate restora-
tion or the continuance of operation until expiration of the notice period. We
believe the Commission has today, under the existing law, the authority that
would be provided by this amendment and we deem the amendment wholly
unnecessary. The present law provides that, upon the filing of a notice and
during the notice period, the Commission shall have jurisdiction to enter upon
an investigation and, having done so, to require the continued operation of the
train for a period of four months. It is the duration of the notice period that
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governs the jurisdiction of the Commission and not the existence of the train
operation.

Summarizing with respect to S. 3861, we submit that no substantial
case has been made to your committee justifying the amendments
such bill would make to the present law. The end result of the bill
would be to make it more difficult and costly to eliminate unneeded
and losing passenger train service and to certainly. prolong for an
indefinite period of time the continuation of such service. In the mean-
time, the financial burden upon the railroads would continue and, in
all likelihood, will mount. The railroad industry is strongly opposed to
section (1) of S. 3861 and, for the reasons I have stated, we urge this
committee to take no action on those proposals.

Section (2) of S. 3861 would authorize and direct the Secretary
of Transportation, acting in cooperation with the Interstate Com-
merce Commission and other interested Federal agencies and depart-
ments, to undertake and submit, within 1 year after the date of
enactment of the bill, a study of the existing and future potential for
intercity railroad passenger service in the United States to the Com-
mittee on Commerce of the Senate and to the Committee on Interstate
and Foreign Commerce of the House of Representatives. The bill
enumerates six particular matters that the Secretary shall consider,
among other things, in making such study. We have no particular ob-
jection to such a study and note that it would include all passenger
transportation needs by all modes of passenger transportation. We
think that those conducting the study should not be limited to Federal
agencies and departments but should include all modes engaging in
the intercity transportation of passengers. If such study should be
undertaken it would be our intent and purpose to fully cooperate.
However, I must emphasize, as did Mr. Goodfellow, that the proposal
of such a study or even the conducting of such a study should not be
made the occasion or the vehicle for restrictive or burdensome statutory
provisions that would make it more difficult or costly to eliminate un-
needed and losing passenger train services.
Mr. MOLONEY. As you recall, Senator, I appeared before your sub-

committee in May and July and August of last year when your com-
mittee was holding hearings on a number of bills to amend section 13a
of the Interstate Commerce Act. At that time I expressed our indus-
try's opposition to those bills and stated the reasons for our opposition.
I sincerely ask that the members of this committee keep that testimony
in mind in considering the bill that you have before you today,
S. 3861.
I also think it is very important that the committee not lose sight of

the situation as it existed in 1958 when section 13a Was placed on the
statute books by the Congress.
Now, at that time, that is in 1958, this very committee and the Con-

gress were both greatly disturbed over the economic position of the
railroad industry. When you look at that economic position in 1958
and then look at the economic position of the railroad industry today,
there appears to be no reason on earth to change or drastically modify
the statute that Congress passed in 1958.
In 1958 the net railway operating income of class I railroads was

$762 million. In 1967 that net railway operating income had dropped
to $677 million or a decrease of 11 percent, 1967 as against 1958.
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In 1958 the net income of the class I railroads was $601 million and
in 1967 it had dropped to $554 million, or a decrease of 8 percent.
In 1958 the railroad industry's rate of return on average net prop-

erty investment was 2.76 percent and in 1967 that rate of return fell
to 2.45.
In 1958 the net working capital of class I railroads was $806 mil-

lion. In 1967 it had fallen to $276 million, which latter amount repre-
sents only enough money to meet cash requirements for operating
expenses and taxes for 11 days.
Senator LAUSCHE. Will you pause at that point?
Mr. MOLONEY. Yes, sir.
Senator LAUSCHE. What do you ascribe as the cause of this situation

where class I railroads in 1958 had net working capital of $806,537,000,
and now in 1967 that figure had fallen to $276,143,000?
Mr. MOLONEY. To a large extent that decrease is represented by the

pressures of capital needs. So far as the industry is concerned and
to the extent that the industry has found it necessary to do so they
have in effect reduced the working capital in order to add to the amount
of capital investments that they were making.
Senator LAUSCHE. What do the new capital investments consist of

mainly?
Mr. MOLONEY. Oh, practically everything that covers the whole

scope of railroading, yards, signaling, communication, computer
operations, rolling stock, locomotives—in other words, this capital
demand exists and the carriers tried to fill it and it covers the entire
spectrum of the railroad.
I think in my previous testimony you will find that I explained the

capital expenditures year by year that the railroads have made and
revealed the source of the moneys which the railroads had spent on
those capital programs. I did not include that in the testimony here.
I didn't want to be too repetitious.
We have appeared rather frequently on this subject and for that

reason I urge the committee to review the testimony that I gave at
the previous hearings.
Senator PEARSON. May I interrupt, also, Mr. Chairman?
Senator LAITSCHE. Yes.
Senator PEARSON. I was shocked the other day coming from the Mid-

west and hearing constantly about boxcar shortages, to see the great
decrease in the amount of orders in a relatively short period of time,
when the condition itself is becoming more aggravated, none of that
capital investment apparently went into boxcar orders. Did it, or do
you know?
Mr. MOLONEY. Yes, some of it did, Senator. As to the exact amount

I cannot tell you at the present time. The boxcar situation is a some-
what unusual one in this respect. That our railroad freight car fleet has
been, for the last few years and as we see it in the future will continue
to be, going through a transition period; that is, where new types of
equipment have come along that are replacing the old standard 40-
foot, narrow-door boxcar.

Senator PEARSON. I am aware of that. On the Santa Fe they have
made tremendous new orders in the last 2 years. I remember a notice
of a great order from Santa Fe just at the time we were meeting with
the ICC one clay, but the problem is still the eastern roads and the
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western roads and the per diem rates. But we won't get into that. I
just once again want to express some concern and do so publicly about
that chart that was presented the other day which came as quite a
surprise to me and great disappointment to me, I might say.
Mr. MOLONEY. I think the dropoff in the backlog of freight car

orders is a disappointment to everyone, the car builders and the rail-
road industry itself, but the fact remains that when you have the rate
of return and earnings that an industry like ours has you just can
stretch it so far and that's about all.
Senator PEARSON. That is right.
Mr. MOLONEY. I think it is significant, for instance, that on this

economic condition of the railroad industry—and I was reviewing
just before you came in—the 1958 situation, which disturbed Congress
and the committee and which led to section 13a, and comparing that
with the situation we have today. If anything, the situation today is
worse than it was in 1958 and there is really no room for serious con-
sideration of any legislation that would make it more difficult, more
costly, if indeed not Impossible to eliminate the unneeded and losing
passenger train service.
In my statement, I set out the passenger service deficit and pointed

again to the fact that in 1957, the year before Congress passed the
Transportation Act of 1958, that passenger service deficit was $723
million and consumed 44 percent of the at railway operating income
from freight service.
In 1967, last year, the passenger deficit was $485 million and con-

sumed 42 percent of the net railway operating income from freight
service. I also point out that the passenger train service deficit since
1946, post-World War II period, has totaled the staggering sum of
$11.5 billion.
During the last 9 years that is, since section 13a was placed on the

books, the passenger train service deficit has totaled $3.9 billion and has
consumed 36 percent of the net railway operating income from freight
service.

Since 1962 the passenger service deficit has increased sharply. It is
continuing on the rise and we estimate that on the present level, today's
present level of passenger train service, that the deficit for 1968 will
again approach or exceed $600 million.
Not being an alarmist—not wanting to be, I did feel that it was

essential that this committee keep in mind the economic situation, past
and present, because as I said we feel that the present economic sit-
uation and the deficit that we are incurring is such that would lead
the committee to conclude that as much reason exists today for the
preservation of section 13a as existed in 1958 for the enactment of
section 13a.
I think, Mr. Chairman, you asked Mr. Goodfellow when he was on

the stand, what the railroads had done since World War II to improve
and try to make a go of passenger service. In my previous testimony
before this committee I pointed out that through the years 1946 to
and including 1965, while the passenger business was rapidly declin-
ing and the passenger train service deficit totaled in excess of $10 bil-
lion, the class I railroads and the Pullman Co. made capital expendi-
tures for additions and betterments to the passenger train car fleet
totaling $1,800 million for the period of time 1946 through 1965. And
I stated that we considered that a rather large expenditure for the
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betterment and improvement of equipment operating in a losing
service.
I also called attention to the fact that from 1958, the date of enact-

ment of section 13a, through 1965 the class I railroads and the Pull-
man Co. had during that period of time spent over $200 million to
improve and modernize passenger train equipment.
I also 

in 
to the report of the New York Public Service Com-

mission n January 1959, where that commission in an investigation
and in its report on that investigation described the actions of the
New York Central Railroad and its efforts to keep passenger service
going and to improve it. I would like to quote from that again, and
quoting:
In our state the practices of the New York Central are illustrated. Immediately

following World War II the Central concluded exhaustive studies of the desires
of the traveling public in the way of service and equipment. Prompted thereby, it
invested $168 million in new passenger service equipment, revised its schedules
and added more passenger trains. Nevertheless, passenger traffic fell off heavily
and costs mounted. New equipment purchases and services were then curtailed to
minimize losses. In 1955, the Central changed tactics and launched itself upon an
extensive promotional advertising endeavor and simultaneously effected service
improvements seeking to solicit greater patronage thereby. The resulting retarda-
tion of the decline of passenger service revenue in 1956, the first since 1952, was
accomplished at the expense of a further increase in operating cost of some $9
million and the deficit continued to mount. The Central then reverted to its former
policy of reducing service as in its conception the only effective means of mini-
mizing losses.

Senator LAUSCHE. What agency published that statement?
Mr. MALONEY. The New York Public Service Commission, the regu-

latory authority of the State of New York, and it was an investigation
into the financial condition of the railroads operating in the State of
New York.
Senator LAIISCHE. When was that published?
Mr. MOLONEY. It was in 1959, January 26, 1959. I wanted to call it to

your attention again because here a regulatory authority points to the
New York Central and 'everything it did in expenditures in that period
of time of $168 million and putting on new service, more trains, and so
•on, and the end result was a constant decline and a constant increase in
the deficit.

Senator LAIISCHE. Was Robert Young connected with the New York
Central at that time?
Mr. MOLONEY. Now, that I cannot recall. I want to place Young's

connection and his activities at an earlier date than that, but I could be
wrong.
There are two rather significant recent developments in this area

that we think the committee should also keep in mind in considering
the bill that you have before you and any other train off legislation.
These two recent developments, in our opinion, make it inadvisable
and undesirable that there be any change in existing law—additional
reasons, I should say, why it is inadvisable and undesirable to change
the law.
Some time ago the Commission instituted an investigation under

docket No. 34733, entitled "Adequacies—Passenger Service—Southern
Pacific Company between California and Louisiana." The particular
train was the Sunset Limited. Now, this was an investigation by the
Commission.

98-319-68 8
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On April 22, 1968, Examiner Messer served his report and recom-
mended order, and I am reasonably sure that each of you read in the
newspaper about that report and the recommended order. It created
quite a stir.
After the service of the report and recommended order, pleadings

were filed in that case by the Southern Pacific Co., the Association of
American Railroads, the California Public Utilities Commission, the
State Corporation Commission of New Mexico; the Railway Labor
Executives' Association, and the National Association of Railroad
Passengers. On Monday, July 22, 1968, last Monday, an order was
served assigning the matter for oral argument before the entire Com-
mission on September 18, 1968. I would like to quote from that order
because I think it is very significant that you take a look at the matters
that the Commission is going to have oral argument on and is going
to make a decision on.
The matters are these: (1) the extent of this Commission's jurisdiction over

railroad passenger service; (2) whether minimum operating and service stand-
ards for interstate passenger trains should be promulgated in the event juris-
diction thereover is found to be vested in the Commission and the type of such
standards to be promulgated; and (3) the merits of the instant proceeding.

I have quoted these from the order.
The order further goes on and provides that all passenger carriers by

railroad be, and they are permitted by the order to intervene and pre-
sent oral argument to the Commission on the first two matters
mentioned.
The order further provides that other interested parties may file

verified statements and appear and argue orally before the Commis-
sion, and a copy of the order was served on all State regulatory com-
missions and on all common carriers by railroad and on each party to
the proceeding and full public notice has been given.
Now, this, as you can see, is a tremendously important proceeding

and the matters that will be argued before and decided by the Commis-
sion go to the very heart of many of the proposals that are contained
in S. 3861 and in other train off bills pending before this Commission.
We feel that the matters pending before the Commission in that pro-
ceeding; the question of the jurisdiction of the Commission, whether
if the Commission has jurisdiction it should promulgate minimum
standards things of that nature, we feel that proceeding should be al-
lowed to take its normal course under existing law and without the in-
tervention of new legislation.
The second thing that we think rather important and that should be

considered is that on Wednesday of week before last the Interstate
Commerce Commission for the second time ordered the Western Pacific
to continue to operate the California Zephyr, and, at the same time in a
joint proceeding, the Commission ordered the Southern Pacific Co. to
continue to operate the City of San Francisco over the overland route.
Now, we think the action of the Commission in those cases is quite

significant for this reason. You have a bill before ;you and you have
heard witnesses make much about the fact that a train is a "last train,"
as though the fact that it is the "last train" creates a horrible problem.
But I would call your attention to the fact that both of the trains that
I have named are not only transcontinental trains but they are "last
trains."
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The California Zephyr is the last passenger train on the Western
Pacific Railroad and the City of San Francisco is the last transcon-
tinental train operated by the Southern Pacific over the overland route.
The Commission had no difficulty, whatsoever, in handling not only
the transcontinental trains but these "last trains." The Commission or-
dered the continued operation of the trains and stated that the rail-
roads could come to the Commission jointly and propose a method of
operation that would permit the railroads to effect economies and at the
same time would preserve adequate daily rail passenger service from
Chicago to San Francisco.
So here, if you please, you have the very thing that all this big to-do

is being made about, a "last train." You have two famous name trains,
transcontinental trains, handled under proceedings with no difficulty
whatsoever.
Senator LAUSCHE. Are there situations where when the last train

is eliminated, the railroad bed and the facilities along the line are
abandoned and not further Used.
Mr. MOLONEY. Not because of the removal of a passenger train no,

sir. The only time a line may be abandoned is when the entire opera-
tion of that railroad, freight and passenger and so on are being aban-
doned. But to answer your question, I know of no instance where the
removal or discontinuance of passenger service has resulted in the
taking up of the track, for instance.
On the contrary, removal of passenger train service on branch lines

has in many instances been a lifesaver for the branch line because it
enabled the branch line of the railroad to effect savings and to make the
operation of that branch line either profitable or to cut the losses on it
substantially.

Senator LAUSCHE. The argument is being made that if you allow the
elimination of the "last train you will eliminate the ability of the line
on which that "last train" is traveling to later take advantage of new
equipment that might attract passenger service.
Mr. MOLONEY. I think Mr. Goodfellow answered that when he said

that, assuming passenger service were discontinued and that at a future
date a need for some yet uninvented type of passenger service and
passenger equipment should be established or should come about, it
would be the simplest problem on earth to solve because the railroad
roadbed and track structure and so on will be there as long as there is
a railroad. You can, in your own mind, ask the question whether the
elimination of passenger service, for instance, complete elimination
between here and New York, would mean there would be no railroad
between here and New York. Well, the answer is, certainly it does not.
There would be a railroad. There would have to be a railroad. Freight
is going, to continue to move. The track structure will be there and if we
,ever reach the point where a great need for intercity railroad passen-
ger service is established, I think we can all safely assume that it will
not be with the kind of equipment that we are operating today.
This equipment question, for instance, gets very important. The

California Zephyr that I just mentioned, the equipment is good but
it's old. It is expensive to maintain. They feel that it is going to have
to be replaced if they are going to be made to stay in the passenger serv-
ice business. It will take about five trains, but I would say $16 or $20
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million of new equipment to operate the California Zephyr, and that
figure is probably conservative.
The minute they make that capital investment and start depreciat-

ing that and charging. that depreciation
' 

which it will have to, to the
operations of that tram, you are going to see the deficit on that train
rise and rise considerably, because right now the equipment is largely
depreciated for writeoff purposes.
Senator LAIISCHE. What are the differences in the law permitting-

the discontinuance of a passenger train from the law that is applicable
in completely shutting down a branch line, shutting it down on both
passenger and freight service? Is there any service?
Mr. MOLONEY. Yes, sir; a line abandonment proceeding. That is,.

where you are getting completely out of the railroad business in that
area, is handled under section I, paragraphs 18 to 21 of the Interstate-
Commerce Act. You file a petition with the Interstate Commerce Com-
mission for authority to abandon your entire operation, to withdraw-
completely from the public service and the Commission, if it finds the-
public convenience and necessity permits you to do that, issues a cer-
tificate or order permitting that to be done, to which it can attach con-
ditions, principally for the protection of labor, that is, job protection.
Senator LAIISCHE. Does the grant of authority to discontinue pas-

senger service ipso facto give authority to discontinue the line?
Mr. MOLONEY. No, sir.
Senator LAUSCHE. If there is a discontinuance of passenger service

granted, would the railroad, if it wanted to abandon the line, have to,
file a separate application and pursue a separate proceeding?
Mr. MOLONEY. Yes, sir.
Senator LALTSCHE. Is there any question about that?
Mr. MOLONEY. No, sir; at least not in my opinion. In other words,

if you want td abandon your railroad you have to go under section I,.
paragraphs 18 to 21.

Senator LAUSCITE. Proceed.
Mr. MOLONEY. I had given the economic situation of the railroad

industry and I had carried it through 1967, which was the last year-
that we have complete figures for, but I thought it quite significant
that on July 22, 1968, in the Journal of Commerce, the Interstate Com-
merce Commission released some figures for the year 1968, that is, for
the first quarter. They pointed out that net railroad operating income
for the first quarter of 1968 rose to $147 million-odd from $145 mil-
lion-odd. However, they say at the same time net income dropped to-
$109 million from $121 million, and the Interstate Commerce Commis-
sion said that the 1968 ratio of income to fixed charges for the class I
railroads was 1.98 as against 2.15 for the year earlier.
I simply point to that as indicating or showing that the same

picture that I painted for 1.967 is certainly not going to be any better-
and indeed probably worse in 1968.
I also found quite interesting, while I think it is probably an intra-

state train rather than an interstate train, that in answer to some of
the criticism about what railroads have done and how they have not
tried to encourage passengers—I think I have answered that by show-
ing you that we spent $1,800 million since World War II to try to,
keep it going.
Here in the Times Democrat, Davenport, Iowa, "Plush Travel on the
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Mini-Golden," an article in the paper of Sunday, July 7, 1968, this
reporter refers to the train.
As we boarded this unique train at Rock Island at 6 :30 a.m. we would arrive

in Chicago, LaSalle Street station at 10 a.m. After a leisurely day in the windy
city, we would hop aboard again at 5:35 p.m., arriving back at the Rock Island
depot at 9 p.m. Our special round trip fare covered the cost of tickets and reserva-
tions in a very deluxe lounge car plus a reserved table in the Fiesta Car, the diner
created by the late Mexican artist-craftsman, Jesus Torres. The Fiesta Car is
bright and cheerful with red and gold striped canopy running the length of the
car. The floors carry out the same motif. The padded chairs are the same color.
The windows are large and they afford a great view of the passing countryside.
The white jacketed service is quick and excellent.

It goes on:
The same tickets also provide for breakfast on the outbound trip. They will

also serve some snacks in the lounge car and added service. There is a fully
equipped bar, too, in the dining car.

I finally reach the point of this. The same reporter says, as an ex-
• ample, "Though the train has a capacity of 144 passengers, the average
daily load is only 45." I simply point to this as again an illustration of
the fact that there is no substance, whatsoever, to the idea that if you
soup up railroad passenger train service you are going to have passen-
gers running out of your ears. That just is not so. In my previous

• testimony I pointed to the Broadway Limited and the advertising pro-
gram that it had put on. They had gotten the finest equipment they
could get. They improved the service. They had done everything to
make the Broadway pay and tried to keep it going.
Since that testimony, as I am sure you know, the Broadway has

pretty well gone down the drain and as a matter of fact is not even
operating today as a separate train. It operates in combination with I
think what is left of the General
During the airline strike, however, when five, I believe, of the major

airlines were down the Broadway carried quite a few passengers, but
the minute the strike was settled the same old picture again.

Senator LAUSCHE. When did the reduction of service begin on the
Broadway Limited?
Mr. MOLONEY. When did the reduction of service begin?
Senator LAUSCHE. Yes. When you last testified you described what

was done to try and attract passengers.
Mr. MOLONEY. Yes sir.
Senator LAUSCHE. You testified when?
Mr. MOLONEY. This was in May, July, and August of 1967. I cannot

remember the exact time—my exact appearance at which I told the
story of the Broadway. I probably told it at every opportunity.
Senator LAUSCHE. Has the service since that time been reduced?
Mr. MOLONEY. Yes, sir. In other words, all of the effort that they

made, Senator, did nothing to improve the situation of the Broadway.
The load factor continued to decline and expenses continued to mount.

Senator LAUSCHE. What about the Sunset Limited, which you
mentioned?
Mr. MOLONEY. I am not familiar with the Sunset Limited opera-

tion.
There is one other thing that I wanted to call to the committee's

attention. Some mention was made, I think last week at the hearings,
,of the Santa Fe and the fine service that the Santa Fe offers and the
fact that they do advertise and they do try to get passengers. I am
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advised by the management of the Santa Fe that over the past sev-
eral years their advertising budget directed exclusively to the pas-
senger market has held steady at approximately $1 million a year
advertising, exclusively addressed to the passenger market. Those
ads featured the service, fine food, scenery, the cities that the train
passed through. They emphasize the use of deferred payment, credit
cards, family plans, off-season fares; and yet with all of that, in the
year 1967, their passenger traffic on all trains .declined 17.3 percent
and in the first quarter of 1968 showed an overall decline of an addi-
tional 25 percent and losses on the trains have increased tremendously.
They operate excellent service between Chicago and Los Angeles, the
El Capitan and Super Chief, and they find, however, that their trans-
continental trains are running at about 50 percent capacity.
Senator LAUSCHE. Is there any yardstick by which you determine

what the percentage of capacity ought to be if you were to break even?
Mr. 1VIoLoNEy. No, sir. It would be hard to do that. It would depend.

on the individual train.
Senator LAUSCHE. I see.
Mr. MOLONEY. Each train would have its own cost characteristics:

and I don't think you could use a general yardstick.
I think it's probably in order now that I address my remarks to,

the bill and some of the provisions of the bill.
S. 3861 would make very substantive changes in the existing law

and, while some people referred to them as procedural matters, when
we get into the length of time that would be created by the bill in a
train-off case and the losses that that train may be incurring, we, for
one, do not refer to them as simply procedural or technical amend•-
ments.
On the contrary, we consider them to be very significant and very

substantive amendments.
The first one that would be made would be to change the present

30-day notice period.
Senator LAUSCHE. Where is that in the bill; what page?
Mr. MOLONEY. Page 2, line 10, "Notice at least 60 days in advance

of any such proposed discontinuance or change."
The present law is a 30-day notice period, and we think it has been

satisfactory both from the public standpoint and from the railroad
standpoint. The addition of 30 days is simply more delay in the dispo-
sition of a train off case.
In the previous hearings before this committee, we did not feel that

the Commission presented, or even attempted to document, a case for
the longer notice period.

Senator PEARSON. Let me ask you this, if you know. May I, Mr.
Chairman?
Senator LAUSCHE. Surely.
Senator PEARSON. At the time section 13a became law, how many

train discontinuance cases did we have then as compared with now?
Mr. MOLONEY. Well, before 13a was placed on the books, you had

no train discontinuance cases before the Interstate Commerce Com-
mission. The Interstate Commerce Commission did not have any
jurisdiction.
Senator PEARSON. I see.
Mr. MOLONEY. It was handled entirely by the State authorities, and

section 13a(2) is the section that today provides that where a rail-
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road has filed with a State commission and the State commission has
either denied the application or has failed to act on it in 4 months,
120 days, then that railroad can file a petition with the Interstate
Commerce Commission and in substance get a combination of an
appellant review and a trial de novo.
There is no time limit, Senator, on how long it takes the Commis-

sion to dispose of that, and in my previous testimony I pointed out
that in some instances it has taken 2 years to dispose of a petition
under section 13a (2) .

Senator PEARSON. My point is obvious. It is just that I had the
notion that at the time the prior time periods were instituted that they
did not have the volume of business that they have now.
Mr. MOLONEY. I am not sure I understand.
Senator PEARSON. That they did not have the number of train dis-

continuance cases to handle that they have to handle now.
Mr. MOLONEY. I think, of course, before the statute was put on the

books they did not have any, as I pointed out. Then after section 13a
was put on the books, of course, the Interstate Commerce Commission,
if it had one case had more than it had prior to the statute.
Senator PEARSON. Do you know when section 13a was put on the

books?
Mr. MOLONEY. 1958.
Senator PEARSON. I wonder if staff has or whether you have infor-

mation as to the number of cases filed annually?
Mr. MOLONEY. I do not have that readily available.
Senator PEARSON. I am just trying to develop the volume of

business that has come in and see whether or not they are reasonable
in wanting a longer period of time because of a greater volume of
business.
Mr. MOLONEY. We would have this reaction to that, that if that is

the case, one way to solve it would be to give the Interstate Commerce
Commission a budget that would permit them to handle their workload 
butI for one take a rather dim view of in substance saying that
"because you don't have enough people to handle your cases the
railroad must continue to operate losing service for a long period of
time."

Senator PEARSON. It is in the record.
Senator LAUSCHE. The staff will procure statistics showing what the

volume of work has been down through the 10 years that 13a has been
in force.
(The information supplied by the Interstate Commerce Commis-

sion is as follows:)

DISCONTINUANCE PROCEEDINGS SECTION 13a FISCAL YEARS 1959—JUNE 30, 1968

TABLE 1.—SECTION 13a(1) (INTERSTATE)

Fiscal year-
Total

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968

Notices filed 28 21 14 16 13 21 24 31 33 73 274
Trains discontinued 24 89 20 50 14 89 47 96 53 117 599
Trains required to continue in service 14 11 6 26 9 13 11 250 18 39 397
Dismissed or withdrawn 5 2 8 0 8 8 10 107 86 12 246
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TABLE 2.—SECTION 13a(2) (INTRASTATE)

Fiscal year-
Total

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968

Notices filed 12 8 4 3 1 6 7 3 2 6 52
Trains discontinued 0 4 29 11 2 2 233 39 6 2 328
Trains required to continue in service 0 8 2 21 2 1 2 2 0 0 38
Dismissed or withdrawn 0 16 10 37 3 0 2 6 7 2 83

Mr. MOLONEY. Another provision of S. 3861, which provision is
identical with S. 1175, is that pending investigation the Commission
could require the continued operation of the trains for 7 months
rather than the present 4 months and then in addition could add
another 2 months for procedural purposes such as petitions for the
reconsideration and so on. So the bill actually proposes that the notice
period be extended for 30 days more and that the 4 months period be
made 7 months and then that there be an additional 2 months.
True, I think the chairman of the Commission has said "it would

not be our intention to take that entire period of time in the normal
case," but our experience with regulatory agencies generally, and I
think it is no different than the experience that everyone else has
had, is that the time that is available the time will be taken.
You heard the chairman of the Commission say that the railroads

have been very cooperative with the Commission, and if the Commis-
sion found that they were not going to complete their investigation
within 4 months that they on occasions, if they thought it necessary,
would ask the railroad to continue to operate the train and that the
railroads generally had agreed to do so.
Now, we think the same thing will happen here. They will say, "We

haven't finished our investigation and would you please operate the
train a little bit longer ?" But it will happen after 9 months instead
of 4 months. So at the end of 9 months we will probably be asked to
continue to operate the trains for another couple of months. Then
when you couple that with the provision of the bill that would provide
for court review in every instance, we can envision that we would be
made to operate losing passenger train service for an almost indefinite
period of time.

Consequently, we are opposed to the provisions of the bill that
would grant this additional time.
In fact, if you recall my previous testimony before this committee

on other train off legislation, the then chairman of the Interstate
Commerce Commission very frankly admitted that the present time
requirements are entirely adequate for the normal case. We think that
it is the normal case that should really govern the legislation and not
the unusual case.
While he did say they would not take the time, necessarily all of the

time they do have, the very distinct feeling is that the time will be
taken. And I point to section 13a(2) as illustrative of that because
there is no time limit on the Commission and as I have told you they
have taken as long as 2 years to dispose of a case.
Another amendment that would be made by S. 3861 is one that I

think, Senator Lausche, you and I had quite a discussion about on
more than one occasion in hearings before your subcommittee. This
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is the provision that would place upon the carrier the burden of proof.
It seems to me we are now back on the same old merry-go-round again,
because here is the proposal again that the burden of proof be placed
on the carrier.
Now, in his testimony before your subcommittee on previous occa-

sions, while they were proposing that the burden of proof be placed
on the carrier, the former chairman of the Interstate Commerce Com-
mission, Commissioner Tucker, stated that the burden of proof pre-
sented no real problem in the Commission's administration of section
13a and that the carriers had offered and made available any and all
factual material which the Commission deemed necessary and which
lay within the possession and control of the carriers. Indeed subse-
quent to then Chairman Tucker's testimony before the House sub-
committee on H.R. 7004, which was identical with S. 1175 as intro-
duced in the Senate, Chairman Tucker addressed a letter to the chair-
man of the House subcommittee advising, that the Commission would
have no obection to the deletion of the burden of proof provision of
H.R. 7004 and deletion of the Commission finding language that
accompanied the burden of proof provision. We don't know of any-
thing that has transpired since Chairman Tucker's testimony before
the House committee on H.R. 7004 and his letter to the chairman of
that committee—we know of nothing that has transpired that would
aead to any different conclusion or show any greater need for this
burden of proof provision.
I think I pointed out to you how it drastically changed the regula-

tory concept of the present law.
Senator LAU SCHE. Repeat that for the record, please.
Mr. MOLONEY. Yes, sir; under section 13a (1), Congress told the

railroads that they could make the initial decision as to whether a
particular passenger train should or should not be discontinued. That
they could make that decision and they could discontinue the train
provided they followed certain procedure; that is, the filing of a
notice a 30-day notice, with the Interstate Commerce Commission,
and if they file that notice that then they could discontinue the train.
That is the Congress gave the railroads that authority. But at the same
time, Congress turned to the Commission and said, "Now, having given
the railroads that authority, we are now going to give you the veto
power over that decision of management; and consequently if you
find that public convenience and necessity require the continued opera-
tion of that train and that its continued operation will not be an undue
burden on the interstate commerce, then you, Mr. Commissioner, can
veto the action of the railroad and direct the continued operation of
the train." That's the way the statute works today.
Now, -if you switch the burden of proof over to the railroads, then

in substance the railroads will be petitioning the Interstate Commerce
Commission for authority to discontinue the train; whereas, Con-
gress has told them in the present statute "You may discontinue,"
and told the Commission, 'You may veto it." We would turn it
Around by the burden of proof provision and we would have to go
to the Commission then and ask for authority and get a certificate
and that opens up automatically then the question of conditions and
that leads then to the question of job protection and any other condi-
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tions that might be attached. This is one of the reasons we oppose this
amendment.
This bill, for instance, does permit the attaching of conditions in a

"last train" situation. This is one of the reasons that we have strenu-
ously opposed the burden of proof route, fully recognizing, however,
that we in effect have that burden and that we have to put our best
foot forward and we have to show and we do show the Interstate
Commerce Commission anything and everything that we know about
that train.
But technically, the burden of proof would create difficulties, would

create problems, and would change the regulatory concept that now
exists. When the Commission says that the burden of proof has
created no real problem in their administration of the act, then we
certainly think there has been no case presented for a change with
respect to the burden of proof.
Senator LAUSCHE. Are you able to put your finger on the principles

which underlay the law as it now reads, allowing a discontinuance
upon the filing of the notice unless there was a veto by the Commis-
sion? Was it that in writing the law as it now reads consideration was
given to the fact that the stockholders and the railroads were the
owners of this operation and being the owners they ought to be per-
mitted to discontinue if they so desired except when there was a veto
exercised by the Commission? If that is not the theory underlying it,
what was the theory?
Mr. MOLONEY. Senator, I don't think you find the theory under-

lying it spelled out in the legislative history. I think you find the
theory in the scheme of things in what Congress enacted, just as I
have described. The economic condition of the railroad industry at
that time, which as I have pointed out is worse today, the fact that
unneeded and losing passenger train service was being operated, and
that it in substance is much more difficult for me to prove that you
don't need something than it is for you to prove that you do need it
on those theories I think the statute is based.
Senator PEARSON. Didn't I understand the ICC to testify that in

their notion the railroads now had the burden of proof in these cases?
Mr. MOLONEY. For all practical purposes that is absolutely true.
Senator PEARSON. And did you not just state that?
Mr. MOLONEY. This is why it has presented no problem in the admin-

istration of the statute. The fact that the statute does not say that
the carrier has the burden of proof has created no administrative prob-
lem at all because in the cases dealt with the carrier does, in effect,
have the burden of proof. That is the practical effect of it.
But what I am arguing is the legal effect, which is quite different,

of changing the statutory scheme of things.
Senator PEARSON. Let me start again. I understand ICC testified

that as a practical matter the burden of proof was upon the railroad,
and I thought I understood you to say in the use of the words of "always
putting the best foot forward" that you more or less accepted the
burden of proof as a practical matter. Is that accurate?
Mr. MOLONEY. We say this, that legally and under the statute, there is

no burden of proof on the railroads, but having said that—in a train-
off case. Having said that, then from the practical standpoint, the
railroad must go ahead and carry that burden anyway.
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• Senator PEARSON. Well, the point I make again is obvious. If the ICC,
as a practical matter, says the burden of proof is on the railroad and
you in a manner concur—I do not want to put words in your mouth—as
to the realities of the situation, I am constrained to wonder why after
as a practical matter this is accepted, there would be any great objec-
tion to putting it in the law. You say there are great problems that
could arise?
Mr. MOLONEY. Yes, sir, because you are changing the entire concept

of things.
Senator PEARSON. It has already been changed as a matter of

practicality.
Mr. MOLONEY. No, sir. If you are going to put the burden of proof on

someone by statute then someone in substance has to say, "Well, you
have met it and here is your authority."
As I pointed out to you, a train today does not come off under

authority of the Interstate Commerce. A train today comes off under
authority of the Congress. And we think that is the way it ought to be.
This is what you are going to change.

Senator PEARSON. I don't treat burden of proof lightly. I have tried a
lot of lawsuits and been hung on that a lot of times.
Mr. MOLONEY. You appreciate the difference between going forward

with the evidence and having the burden of proof. We go forward with
the evidence and as the Chairman of the Commission told you members
of the committee, we give them everything and they have no difficulty
in that respect, but you will be changing completely the regulatory
scheme of things if you adopt this amendment, because as I told you,
today it comes off under authority of the Congress subject to the veto
of the Commission.
Senator PEARSON. That may be particularly true if you couple it up

with the judicial review.
Mr. MOLONEY. Yes, sir, and we are opposed to the judicial review.
Senator PEARSON. understand that.
Mr. MOLONEY. We in substance point out if you put judicial review on

the present statute you in effect are telling the court to review the action
of Congress, and this is not the constitutionality of the statute which
you in effect are telling the court that they can review, but the takeoff
of a train where that train came off under the authority of Congress.

Senator PEARSON. And in doing so they can treat as one issue whether
or not a railroad or the ICC under your concept has sustained their
burden of proof, is that right?
Mr. MOLONEY. Yes, sir. I would say that they would in that in-

stance attempt to review the docket before the Commission and deter-
mine, for instance, whether there was substantial evidence to support
the action or inaction of the Commission.
S. 3861 contains a special provision that for 2 years following its

enactment the jurisdiction of State regulatory commissions would be
preempted insofar as a "last train" was concerned and that the Inter-
state Commerce Commission would have jurisdiction over the dis-
continuance of a "last train."

Further, that the Commission would be required to order the con-
tinued operation of the "last train" for 1 year from the date of its
order unless it found that public convenience and necessity did not
require its continued operation, or that the continued operation of the
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train would impair the ability of the carrier to meet its common carrier
responsibilities, considering the overall financial condition of the
carrier or carriers in question.
And then third, the Commission could attach to its order requiring

the continued operation of the "last train" such conditions as the Com-
missioner deemed necesary or desirable to assure the preservation of
a reasonable level of service that the train would be required to con-
tinue.
Now, all of this is a big to-do about the "last train" situation. And

I would like to repeat what I said earlier that we have just, within
the last week, had not only two famous transcontinental trains but
two famous "last transcontinental trains" handled by the Commis-
sion, and in no way—that created any problem that we are aware of
as far as the Commission is concerned. In substance the end result of
what the Commission did is that those trains are under order to op-
erate for a year and the Commission has said, however, "if you can
figure out a way to set up some kind of a joint operation or alternate'
day operation or something of this kind, that will permit you to effect
economies and at the same time preserve adequate daily passenger train
service from Chicago to San Francisco, then you are free to come to
us with such a proposal." I think it is a very clear illustration of the 

ifact that there s no sanctity in a "last train" situation and there really
is no need for any special legislation to deal with a "last train."
If it is a last losing train, a last unpatronized train, it shouldn't be

any different than the first losing and first unpatronized train.
Senator LATTSCHE. May we just pause here?
Mr. MOLONEY. Yes sir.
Senator LAUSCHE. 

Yes,
thus far have said that the extension of the

30-day notice to a 60-day notice, and the extension of the 4-month
period granted to the Commission to a 7-month period in making
a determination, and the additional requirement of the Commission to
exercise another 2 months before it acts, is not sound and just. You
also state that technically and legally the burden of proof should
not be put on the railroads. Now, then you come down to the pro-
vision that although the Commission finds that a discontinuance should
be allowed, if the train involved is the last one it shall order a con-
tinuance of the train for a period of 1 year, is that correct?
Mr. MOLONEY. No, sir. You have said that if the Commission finds

that the discontinuance should be allowed. If the Commission finds
that the last train will come off.

Senator LATTSCHE. Yes; all right.
Mr. MOLONEY. But if the Commission finds that it must continue to

operate, then they must order it to operate for a year. The present
law says that where the Commission finds the public convenience and
necessity require the continued operation of the train and they exercise
their veto power over management's decision

' 
in that instance, under

the present law, the Commission can require the continued operation
of the train for a period not to exceed 1 year, and generally they have
required it for a year, but they have authority to require it for 6
months.
This would make mandatory 1 year operation on a "last train"

where the Commission has not found that public convenience and
necessity permitted its discontinuance.
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Senator LAUSCHE. Well, provided, however, that for 2 years fol-
lowing the enactment of this proviso for any trains or ferry proposed
to be discontinued which represents the last remaining passenger train
or ferry operated in either direction by the carrier or carriers pro-
posing such discontinuance between a point in one State and to a point
in another State, the District of Columbia, or a foreign country, or
from a point in the District of Columbia to a point in any State
or foreign country, the Commission shall require the continuance of
the operation or service in question for 1 year from the date of its
order; unless it finds: (1) that the public convenience and necessity
,do not require its continuance, or (2) that it finds that continuance
of the service or operation in question will impair the ability of car-
rier or carriers proposing such changes or discontinuance to meet
•its common carrier responsibilities. If it finds that the public conven-
ience and necessity does not require the continuance of the last train,
or if it finds that a continuance of the service will generally impair
the ability of the railroad to meet its general responsibilities, does
the Commission have the authority to allow the discontinuance of the
last train?
Mr. MOLONEY. Yes, sir. They have got the authority just as I have

pointed out. Actually, what I am really trying to argue here is that
throughout the history of the administration of section 13a there has
been nothing peculiar about a last train that requires any special pro-
visions of law and that as recently as last week the Commission ihan-
dled—and I must say, not entirely to the satisfaction of the railroads,
because they told us to continue to operate the trains and they are
going to have to operate them—but they handled the "last train"
situation involving two name transcontinental trains.
Senator LAUSCHE. The argument is being made, and it has been

so testified, that the "last train" should be put into a different cate-
gory because the damaging impact of discontinuing the "last train"
is different than the damage to the public and otherwise through the
discontinuance of trains other than the last train.
Mr. 1VIoLoNEy. Well, I appreciate that that argument has been

made, Senator, but when people are not riding the last train, I don't
see any difference. If people are not supporting the last train, why
should the last train be any different than the first train that the peo-
ple did not support?

Senator LAUSCHE. Well, I put again to you the question, What
about keeping the railbed open and the general facilities that could
be used later for passenger service that might be profitable through
new discoveries?
Mr. MOLONEY. The railroad will still be there. There is no rail-

road abandonment under section 13a.
Senator LAUSCHE. Well, all right now. You have got down to the

three points now; the 2-year period, proviso 1, proviso 2, and then
the further argument about the Commission having the authority
to impose conditions when we interrupted.
Proceed from that point on.
Mr. MOLONEY. Yes, sir. And also on that last point about the con-

ditions and so on, I call attention to the fact that the present statute
refers or uses the language "operation or service" and the Commission
has really never attempted to explore the possibilities that might
exist. I don't say they do, I simply say the possibility's there.
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If I go back in active practice of the law, again I would be probably
in arguing one side or the other of an issue of that kind, but just as
they have on the Zephyr and the City of San Francisco white they
ordered the trains to continue to operate for a year they did say when
they released their order: "Now, look, if you can work out a scheme
of things that will permit you to effect economies and preserve ade-
quate daily service between Chicago and San Francisco, then come to.
us with this kind of a proposal and we will take a look at it." That,
in substance, is the equivalent of a condition. "I am ordering you to
continue to operate this train for a year, but if you can come in and
show me how you can effect economies and preserve adequate daily
service between the two cities, then come in and show it to me and
maybe the trains can come off." That is, one of them can come off.
I don't know that these economies could be achieved. I can see

where it might be a more expensive operation. But let's say this,
let's say, for instance, on the day that the Zephyr left Chicago for
San Francisco the City would not, and on the day the City ran the
Zephyr would not. I don't know whether that would effect economies or
not, but it certainly would preserve adequate daily service between
Chicago and San Francisco. Or let's say they pooled equipment. I
have no idea as to whether it is feasible to come up with anything.
I simply say that the Commission left the door open and, in sub-

stance, here you have an order to continue operation but—so they,
have all authority they need today to handle the "last train" situa-
tion. They do not need any of the provisions of this S. 3861.
The bill also has a rather peculiar provision about section 13'a(2),

and I must admit that I have read it carefully and I have studied it,
with the end result that I have become completely confused.
The bill would provide that upon the filing with the Interstate

Commerce Commission of a petition under section 13a (2), the dis-
continuance of the train involved would be subject to all of the pro-
visions of the section 13a (1) .
Now, I would point out to you that under section 13a(2), it is an

intrastate train that you are dealing with and that you have—or it is
a train that you have gone to a State commission for—and they have
either turned you down or they have failed to act within 120 days, so
you file a petition under section 13a(2). There is no time limitation on
the Commission. They can take as long as they want to decide the case.
They schedule a hearing, but if you are going to have that petition

subject to all of the provisions of section 13a(1), then what happens
about 60 days notice, 7 months, an additional 2 months, and so on?
I just can't think it through because there is no similarity between a
proceeding under section 13a(2) and a proceeding under section
13a (1) . I don't know what it means.
I could say this, that if it is the intent of the author of the bill that

there be a time limitation placed on the Commission in section 13a (2) ,
that might be a step in the right direction because as I pointed out to
you they can take an awful long time to decide a case under section

'13a(2). I don't think that is what they intended, but I don't know how
it would work. And I have been unable to think it through.
I suppose I should conclude on that point by saying that we are,

therefore, opposed to that provision. Certainly, I am opposed to any-
thing I do not understand.
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Senator LAIISCHE. You are now discussing the bill as written begin-
ning on line 11 on page 6 and going down to line 15 on page 7; that is,
the discontinuance of intrastate trains, is that right?
Mr. MOLONEY. Yes, or the discontinuance of a train that the rail-

road started out before the State commission and then came in under
the Interstate Commerce Commission under 13a (2) .
If I am operating today a passenger train in two States, I can go

to those State commissions for authority to take that train off because
the present law says the carrier may come to the Interstate Commerce
Commission but shall not be compelled to.
In other words—in putting section 13a on the books, Congress very

carefully preserved the jurisdiction of the State commissions.
Senator LAUSCHE. Is the present law different in its application to

intrastate trains as distinguished from the interstate?
Mr. MOLONEY. Yes, sir; because the intrastate train, the only way I

can get before the Interstate Commerce 'Commission is under section
13a(2) , which is an entirely different procedural setup.

Section 13a(1) covers interstate trains but the intrastate trains you
would have to come to the 
SenatorLAUSCHE. What is the jurisdiction for having a different law

applicable to the intra as distinguished from the interstate?
Mr. MOLONEY. Well, one justification is that where you are dealing

with the intrastate train—let me check just a minute—I think the
justification, Senator, would be this; that in the one instance you are
in substance giving the Commission the power to act, as I said, in an
appellant capacity and even to the extent of a trial de noire, over a
matter that originated under the authority and jurisdiction of the
State regulatory commission.
Senator LATJSCHE. All right. You may proceed.
Mr. MOLONEY. Now, as I pointed out, the bill would, as other bills

that have been before the—well, certainly the subcommittee—this bill
would provide for court review in behalf of anyone complaining of
the action or inaction of the Commission; and as I have pointed out
in previous testimony we are opposed to that provision. We feel that,
it would take the heat off of local authorities that try to exert them-
selves to solve a difficult problem. After you get through with some
9 months or 11 months before the Interstate Commerce Commission,
and then you go to the Supreme Court, and in each instance we feel
that a restraining order would probably issue, the train would con-
tinue to operate during the entire time and the losses would be stag-
gering.
Where you have a train that is losing thousands of dollars a day,

a million or two million dollars a year, time becomes very important
and we feel that if the Commission has not been able to find that
public convenience and necessity require the continued operation of
the train that that ought to be the end to it.
If there is any way they can find that public convenience and neces-

sity does require the continued operation of the train I feel quite
confident the Commission would so decide.
Another amendment that would be made is the amendment that

would do, in substance, what S. 2711—I think it is that this committee
reported out and that passed the Senate and which was aimed at the
particular situation that occurred, namely, where a railroad dis-
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continued the train prior to the expiration of the 30-day notice period
and after the Commission had announced that it would not investigate
or suspend the notice. That provision would fix it so that the railroad
could not discontinue the train until the expiration of the notice period.

Senator LAUSCHE. Was the situation that prompted the adoption of
S. 2711 that the discontinuances were made after the Commission an-.
nounced that it would not investigate?
Mr. MOLONEY. Yes; and before the expiration of the 30 days. But

the funny part about that situation, Senator, is this. That at the time
the railroad discontinued that train there still remained some 15 or 20
days before the expiration of the notice period.
In other words, under the present law, the minute the railroad did

that, in my opinion, the Interstate Commerce Commission could have
said, "We are instituting an investigation as of now and you put the
train on and run it."
Senator LATTSCHE. Well, I never knew that the Commission had

announced that it would not investigate.
Mr. MOLONEY. Yes; it had announced.
Senator LATISCHE. They had announced?
Mr. MOLONEY. Yes, sir.
Senator LAITSCHE. The impression that I had was that the discon-

tinuance was made before the 30 days expired without the Commission
having taken any action in that 30-day period on the notice.
Mr. MOLONEY. No, the Commission had announced that they were

not going to investigate or suspend. In other words, on the 
Senator LAUSCHE. All right. That has been answered now. Now,

why shouldn't the carrier be prohibited from changing within the
notice period?
Mr. MOLONEY. If I may explain it this way, I think the carrier can

be prohibited by present law because the law says that it may dis-
continue upon the expiration of the 30-day notice period. They may
discontinue the train if the Commission does not exercise its veto
power before the expiration of the 30-day notice period.
I am going to speak very frankly now. I do not believe that the

Commission understood the proceeding that it had before it or the
law that it was operating under because I think if the Commission
had thought it through and they wanted to slap the wrist of that rail-
road and put that train—direct that train to run for 4 months, they
had full authority, in my opinion, to do so.
Senator LAUSCHE. That is, within the 30 days?
Mr. MOLONEY. Under the present law.
Senator LAUSCHE. Within the 30-day period, even though the dis-

continuance was made, the Commission could have announced its
purpose to investigate and upon that announcement all of the time
limitations would again become effective?
Mr. MOLONEY. They could have announced their intention to in-

vestigate and have ordered the train to operate for 4 months pending
the investigation. They could do that, Senator, because under the
present law the Commission has the last 10 days of the notice period
in which to do that very thing.
And as I have pointed out to you, there was still more than 10

days left in the notice period. So this amendment, I am trying to
say, is an amendment that really is not necessary and frankly it just
clobbers up the statute books and I think that, as I said, if the Corn-
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mission had really thought it through that they could—they had all
the machinery and power that was necessary to deal with that pro-
ceeding.
Now, one other thing, Senator. The statement is made time and

time again and I find myself falling into that trap on occasion—
they talk about the Commission having only 4 months to finish an
investigation. Now, that is not so. Under the present law the Commis-
sion having instituted an investigation has no time limit in which
to complete that investigation. The railroad—if they haven't com-
pleted it at the end of 4 months the railroad is then free to discon-
tinue that train but if it does that it does it fully recognizing that on
the completion of the investigation the Commission may find that
public convenience and necessity do require that train to continue
and the Commission has full authority to order the railroad to put
the train back on.

Senator PEARSON. Yes, but it isn't any more reasonable for the I.C.C.
to set that limitation of 4 months upon itself rather than let the train
go off and then at a later date with an undetermined period of investi-
gation come in and order the train to come back on. Isn't it to the
railroad's benefit that they adopt that policy or interpretation?
Mr. MOLONEY. Yes. Yes, from a practical standpoint you are 100 per-

cent correct, Senator, that it is a more clean way to handle the matter.
This is one reason that the railroads have, as you heard the chairman
say, when they are not able to complete an investigation in 4 months
they have asked the railroad to continue to operate the train for
another 30 or 60 days or so until they can complete it, and the rail-
roads, recognizing the practical situation that you have described
have said, "Yes, we will continue to operate the train."
I was simply pointing out that from the legal standpoint, here

again, it may be like that going forward with the evidence and the
burden of proof technically, the statute gives the Commission an
unlimited time in which to handle the investigation.
Senator LAUSCHE. All right. You may proceed to your next subject.
Mr. MOLONEY. Section 2 of S. 3861 would authorize and direct the

Secretary of Transportation, acting in cooperation with the Inter-
state Commerce Commission and other interested Federal agencies
and departments, to undertake and submit within 1 year after the
date of enactment of the bill a study of the existing and future poten-
tial for intercity railroad passenger service in the United States to the
Committee on Commerce of the Senate and to the Committee on
Interstate and Foreign Commerce of the House, and the bill enumer-
ates six particular matters that the Secretary is to consider, among
other things, in making the study.
As Mr. Goodfellow pointed out, we have no particular objection to

the study. We feel, however, of course, that it was a matter that was
crone into at considerable lengths by the Doyle report. We are not sure
just what would be accomplished by it, but we would intend if such
a study were undertaken to cooperate to the fullest extent.
We feel that it is a mistake to limit the active participants to .the

Secretary of Transportation, the Interstate Commerce Commission,
and other interested Federal agencies and departments because we
feel that we, that is the railroads, would certainly be interested m
being a participant in any such study.

98-319--6S--9
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We also feel that it would have to embrace airlines, air transporta-
tion, highway transportation, both bus and private automobile, and
the entire gamut of means of transporting people from one city to
another. So we have no objection to the study and would fully coop-
erate if such a study were undertaken.
I think, Senator, that completes my statement.
Senator LAUSCHE. Does section 2 now cover all modes of transporta-

tion, surface, air, and highway?
Mr. MOLONEY. The way it is worded I think it does. I think it could

be more clear, but I think a reasonable interpretation would call for
an affirmative answer to your question.
It says, "Existing resources of all types for meeting the Nation's

present passenger transportation needs." It refers to anticipated ex-
pansion of those resources and particularly it refers to the interstate
highway program, the auto production, and so on. So, I think the
answer is "Yes."

Senator LAUSCHE. Do you recall whether the Doyle report made
specific findings on some of the questions which we are discussing
here today that is, passenger train discontinuance?
Mr. MOLONEY. I think it concluded or stated, shall I say, that the

long haul intercity passenger train operation was going down the
drain and that there really wasn't any way to stop it.
Senator LAUSCHE. Yes, I have it here. I think there ought to be

printed in the record the conclusions reached by the Doyle committee
on June 26, 1961, and I would so order.
(The extract referred to follows:)

H. CONCLUSIONS

Kind and amount of railroad passenger service needed
1. Railroad intercity passenger service meets no important needs that cannot

be provided for by other carriers and possesses no uniquely necessary service
advantages. It serves no locations which cannot be served by air or highways.

(a) The unique characteristics of rail passenger service do not com-
mand a market sufficient to support the service. It is one of the safest
means of public transport and it is Most reliable during severe weather.
Passengers attracted by these qualities are those looking for an alternative
service on random occasions.

2. The only rail passenger service which has a place in intercity passenger
transportation today is a service offering a combination of price and convenience
which will attract business in open competition at full-cost fares. There is no
need for and no national dependence upon a high cost duplicating service which
ca.nnot continue without public operating subsidy.

3. The responsible Federal agencies have not at this time stated a specific
national defense requirement for rail passenger service. These agencies should
seriously review this matter in the near future as it is possible the service may
disappear in a very few years. If there is +a requirement for partial preservation,
it should be known as early as possible.

4. We believe that there will eventually be an important demand for rail
passenger service within the large urban regions developing in the United
States. This requirement is 10 to 20 years in the future. It is not clear whether
service could be reconstituted at that time unless preserved throughout the period,
but it would appear doubtful.
Essential nature of the rail passenger service problem

5. Railroad passenger service has been self-supporting only 4 (1942-45) out of
the past 30 years. In the remaining 26 years some part of the full cost of provid-
ing passenger service has been provided from freight earnings.

6. The core of the problem is that passenger service has been operated in a
manner placing the most important emphasis on low cost production of a large
volume, rather than a manner emphasizing the matching of supply with demand,
and obtaining operating characteristics necessary to meet passenger demand.
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The tendency has been to run fewer and longer trains each year with the result
that schedules are decreased, but not necessarily seat-miles. This has reduced the
convenience of the service to the passenger and reduced his opportunity to use it.
The evidence before us indicates that a rail passenger service properly oriented
and fitted to the market and operated only in the volume markets, could produce
a far higher ratio of revenues to expenses.

7. The railroads have operated many services over routes of such low traffic
density that the service could not possibly pay for itself. The burden of such
service has adversely affected the whole. There are a combination of reasons for
this, primarily obsolete laws and regulations and management apathy as long as
enough freight revenues were flowing in. Another cause of an excessive and un-
profitable volume of service is the failure of railroad managements to pool equip-
ment and services and to reduce duplicating facilities.

8. As a result of these factors, railroad passenger service has next to the lowest
production cost per seat-mile and the highest cost per passenger-mile actually
carried among the public carriers. It appears inescapable that if the service was
reduced and tailored to the traffic, the enlarged revenue per car-mile would more
than offset any increased expense.

9. The traditional management organization in railroad companies has dis-
persed responsibility for earnings of the passenger service so broadly that there
is no effective profit-responsible management of this service. Passenger service
has not been demand oriented and has not been operated with a sound relation-
ship between production and demand or with adequate production cost controls.
In part, this is because the passenger business is a minor revenue producer in all
but a handful of the companies and simply has not received top-level manage-
ment attention. Only three or four companies in the industry have a vice presi-
dent assigned to the passenger service.
10. If present trends continue, and there is no important evidence to the con-

trary, ICC Examiner Hosmer's now famous prophecy will be true:
"For more than a century the railroad passenger coach has occupied an inter-

esting and useful place in American life, but at the present time the inescapable
fact—and certainly to many people an unpleasant one—seems to be that in a
decade or so this time-honored vehicle may take its place in the transportation
museums along with the stagecoach and the steam locomotive."
The very age of the railroad coach is one of its worst handicaps. The coach

and the people who operate it seem to have forgotten how to change their habits
and to have forgotten that innovation and intelligent improvement have been a
hallmark of American business since well before the coach's birth.

Conduct of the Federal responsibility
11. Federal and State regulatory agencies must realize that the 19th century

concept of the common carrier responsibility of the railroads to provide a com-
plete transportation service to every locality along every mile of the track be-
came obsolete during the 1930's. This concept was based upon the monopolistic
nature of the carrier rendering the service and upon the premise that protection
from competition could be provided by the regulatory agencies. Such protection
would allow a composite fare and freight rate structure producing enough rev-
enues to support a complete service. The ability to protect any of the common
carriers from competition has declined in some cases to the vanishing point, and
regulation must recognize this in administration of ratemaking and service re-
quirements. The Interstate Commerce Commission should recommend any statu-
tory changes that are needed to provide complete flexibility of regulation of rail
and highway carriers, a flexibility sufficient to permit these carriers to find their
place in passenger transport through rate and service adjustments.
12. Federal regulators should be absolutely certain that property traffic moving

in passenger service is paying full cost plus a return. If costing techniques need
to be developed to assure this end, work should commence immediately.

13. The present train discontinuance authority of the Interstate Commerce
Commission should be continued, at least for intercity trains.
14. The Interstate Commerce Commission should immediately undertake a

program to remedy the deficiencies in market information and cost finding noted
at many places in this report.
15. We find several evidences of a lack of coordination in Federal policies

affecting passenger transportation. Either a central transportation agency in the
executive branch or a congressional study group should be responsible for care-
ful study of these matters and the preparation of necessary remedial legislation.
Two conflicts are worth noting:
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(a) Allegheny Airlines, a local service carrier currently receiving over
$3 million per year in Federal operating subsidy, recently initiated a no-
reservation coach fare of $11.82 between Philadelphia and Pittsburgh, Pa.
The principal railroad serving these cities, the Pennsylvania Railroad,
charges $15.07 for the same trip by rail coach. The Pennsylvania Railroad
reported a loss of $38 million on its passenger business in 1959.

Allegheny's regular fare between these points is $19.95. This promotional
fare may be sound economics (an investigation is presently underway by the
CAB), but here is a case of a federally subsidized carrier undercutting the
fare of another federally regulated carrier who is, and has been, losing large
sums providing this public service. Some one agency must be responsible
for harmonizing Federal actions in intercity passenger transportation.
(b) The second lack is coordination between the Federal Aviation Agency's

Federal-aid airport program and the Civil Aeronautics Board's local service
certification programs. Cities have received airport grants from the Federal
Government to provide airports meeting standards necessary for scheduled
passenger service only to be refused such service. This refusal comes from the
CAB, another Federal agency which also spends money to provide public air
service. There are also cases where local airline service has been certificated
to a city and for some reason or another the airport has never been improved
sufficiently to permit transport operations.
(0) A third important Federal policy problem has been revealed during

our study. Time has not permitted specific recommendations. The Federal
Government has made possible many innovations in passenger transport
through equipment or operational research 'and development, much of it
under military auspices. We have had no basic approach to the introduction
of innovations. As transportation becomes more complex and public and
private investments larger, the impact of innovations will be so great that
specific planning, coordinating, and forethought must be provided. We act to
regulate and promote each mode or device in transportation as though it were
an entity alone and would continue an indefinite and unchanged existence.
Both public and private investments should be based on long-range plans
for easing and guiding the introduction of new and radically different de-
vices. The Federal Aviation Agency is now preparing plans which will
request at least $400 million over 10 years for development of a supersonic
air passenger transport. Sound public policy would require that this invest-
ment first 'be weighed against the benefits that might flow from alternative
Investments in other phases of passenger transport. Secondly, when the deci-
sion is made, plans should early be laid to facilitate an orderly changeover
of airline equipment. Hundreds of millions of dollars of private investment
may be made obsolete well before present depreciation rates recover the cost,
and radical changes in airways and airports may have to accompany these
new vehicles. Many other passenger and freight innovations, each with a
resounding impact on our complex and sensitive transport system, could be
mentioned. The need for premeditated Federal policies aiding and controlling
these introductions is clear.

Conduct of the railroad management responsibility
16. This chapter makes a further contribution to the already substantial litera-

ture on the railroad passenger 'service problem. Railroad management has now
received much free consultation on this subject and we believe the next step is
for the responsible railroad leaders to attempt an industrywide determination of
the future of the passenger 'business. If that determination is to make no im-
portant changes, railroad managements will, and should, proceed with the pres-
ently scheduled train discontinuance programs moving toward the time of com-
plete abolition of the service. We cannot avoid the 'conclusion that this reflects
the views of the majority today.

If, however, the railroad industry can 'agree on a positive program, involving
a willingness to make the Important management and operating changes which
will be necessary, it should be assured of the wholehearted cooperation of Gov-
ernment in providing those aids that are uniquely within the Federal province.
The railroad passenger business is truly at the crossroads and management's
minimum responsibility at this time is to give top-level industry attention to de-
termining a course of action.

Conclusion for all interested parties
17. The railroad passenger business is not a mean national asset even at this

time. Its present 'book investment is $3 to $5 billion of private capital. It still pro-
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duces total annual revenues of over $1,200 million. It can still move 300 people
In comfort at a very high degree of safety at 80 miles an hour with only 3 or 4 men
and only 1,500 horsepower. If this service goes to the museum with the stagecoach,
it will not be for the same reasons. If a program to rationalize and revitalize rail
passenger service cannot be carried out by existing managements because they
cannot overcome the problems of equipment interchange, trackage rights, financial
realinements, managerial realinements, and eliciting the reasonably unified co-
operation of over 80 companies, a national railroad passenger service corporation
should be considered.
• Before we write this big business off, and it is big even by American standards,
a very thorough economic and market analysis should be made with sufficient
financing and a sufficient length of time to produce new empirical data from the
ear repair shop and the ticket counter on up. Operations analysis techniques
should be employed in regard to scheduling, optimum consist, meshing with other
railroad operations, etc. If the results of such a study indicate profitable opera-
tions based on conservative traffic and financial forecasts, a national passenger
service corporation should be formed which would have complete control of mar-
keting and producing the service. Such a corporation could move immediately to
eliminate duplication, pool equipment and services, avoid circuitous routings
planned to operate solely on owned tracks, centralize maintenance and install
modern -cost accounting and traffic reporting systems. Appendix A, immediately
following, contains an outline suggesting the important elements in the founding
and operation of such a corporation. It is presented to stimulate thought and
action.

APPENDIX A

PROPOSAL FOR NATIONAL RAILROAD PASSENGER SERVICE CORPORATION

1. Formation
There are three possibilities for a suitable and financially competent cor-

porate structure. The first would be to use an existing corporation, such as the
Pullman Co. Additional capital could be supplied by the railroads who are al-
ready stockholders, or by other private investors. A Federal loan might also be
Used. The second possibility would be to form a new joint public-private corpora-
tion with controlling interest in private hands and Federal interest in the form
Of a loan or purchase of preferred stock, or other senior and marketable in-
strument. A third possibility would be to form a public (Federal) corporation
in which the Federal Government would have control and full operating re-
sponsibility. It might be advantageous to have some private capital, possibly
nonvoting stock. The Federal investment should be through purchase of equities
Or marketable issuances that would ease a future transition to private owner-
ship. Until the recommended study is made the interest in the corporation on
the part of railroads and private investors cannot be estimated. The possibility
of either of the first two plans, therefore, cannot be judged. One of the advan-
tages of a Federal corporation will be its strong position in relation to State
and local taxation, State commission regulation of train service, and State full-
crew laws. It is also possible that a strongly managed public corporation might
have a greater initial success in working out new labor contracts.

2. Aquisition of property
Of course such a large-scale venture should not attempt to take over the rail

passenger business in all parts of the United States at once. Preferably it should
start with the eastern district and move successively to other areas. The cor-
poration should acquire all cars and, perhaps, locomotives presently used in pas-
senger train service, all station and terminal property used exclusively for pas-
senger service and all repair shops and storage yards used for such service.
(Commuter property would not be acquired. Commuter service should be op-
erated by the railroad, or by a local public authority.) This would relieve the
railroads of all solely related passenger property now on the books. The pur-
chase price should be present book value or some other reasonable and clear
standard which could be agreed upon. Payment should be in cash or cash and
securities. If a Federal corporation is formed the securities should be nonvoting.

3. Property program
The corporation would in the early stages determine, aided by the preceding

survey, the properties which would be used in the near future and dispose of
the remainder. This would, of course, be the older rolling stock and surplus yards
and buildings. A car rebuilding program using existing frames and trucks should



130

be immediately undertaken to provide modern utilitarian equipment at the lowest

feasible cost. Such equipment should be depreciated on a 7 to 10 year basis.

Duplicating and obsolete terminal properties should be consolidated and re-

designed in a continuing and orderly program. The corporation should acquire

all passenger properties in a district—not just the least profitable holdings the

companies wish to unload. A joint manufacturer-carrier equipment develop.

ment program should be initiated with adequate time and financing.

4. Operating program
The corporation should have complete control over operations including pas-

senger train service employees and the contracting or execution of maintenance.

Trains should be scheduled and routed flexibly with the specific purpose of test-

ing public desires and developing optimum combinations of route, schedule,

and consist. Routes should maximize revenues in selecting cities and be as di-

rect as possible. The corporation should have operating rights over any track-

age in the United States, through eminent domain, if necessary. Its trains would

be under the dispatch control of the track-owning railroad at all times. Owning

railroad should be compensated through the usual types of railroad joint-operat-

ing agreement. The rates for track use should be fully compensatory including

provision for additional maintenance costs due to passenger service if thorough

cost accounting demonstrated such a differential. The corporation should have

complete freedom to serve or not to serve routes, subject to 30-day public no-

tices of suspension, and should have ratemaking freedom within maximum rate

limitations set by the ICC. The entire design should be to produce a pattern

of economically sound routes and services and to continually adjust fares, routes,

and services according to demands and costs. Needless to say a complete modern

marketing and merchandising program should be undertaken. Passenger trans-

port is a highly competitive and rapidly changing business and the carriers

must have freedom to maneuver. The entire program would be most heavily

concentrated in the areas with the best potential for rail service, which have

already been discussed.

5. Final disposition
Since the original premise is not to initiate a national railroad passenger

service corporation unless conservative forecasts indicate a very good possibility
of profit it would he most likely that the corporation could become a profitable

venture and, therefore, a good investment. If it were private there would be no
disposition problem except repayment of Federal loans or repurchase of fed-
erally held securities. If the Federal corporation were used, acquisition by private
Investors should be a natural step at the completion of the major capital expan-
sion and development programs and the establishment of stable profitable serv-
ice. This would be some time after the most experimental portions of the market-
ing program.
The national passenger service corporation is not presented as a recommenda-

tion of this study. It cannot be, pending completion of the necessary study and
analysis. The above outline does indicate the direction in which rail passenger
service may well have to move if it is to avoid certain extinction. Information
at hand indicates the direction should be profitable.

Senator LAIISCHE. If the Smathers subcommittee report in 1958 made
any recommendations on passenger service that should be printed in
the record.
(Excerpts from the report follow:)

[90th Cong., second sess., Rept. No. 1647]

TRANSPORTATION ACT OF 1958

JUNE 3, 1958.—Ordered to be printed

Mr. SMATHERS, from the Committee on Interstate and Foreign Commerce, sub-
mitted the following report together with individual views

[To accompany S. 3778]

The Committee on Interstate and Foreign Commerce, to whom was referred
the bill (S. 3778) to amend the Interstate Commerce Act, as amended, so as to
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-strengthen and improve the national transportation system, and for other pur-
poses, having considered the same, report favorably thereon with amendments
and recommend that the hill as amended do pass.

I. INTRODUCTION

The purpose of this bill is to amend the Interstate Commerce Act, as amended,
in order to provide necessary and desirable changes to enable strengthening
of our Nation's transportation system, in the public interest.
This bill is the outgrowth of extensive hearings held by the Surface Transpor-

tation Subcommittee on the deteriorating position of American railroads. Those
hearings were begun in January 1958 and held for 31/2 months. For 2 days in
May the full committee held additional hearings solely on the subcommittee's rec-
ommendation for amendment to the rule of ratemaking found in part I of the
Interstate Commerce Act. Part I applies mainly to the regulation of railroads.

II. ADOPTION OF THE SUBCOMMITTEE REPORT, WITH AMENDMENTS, BY THE FULL
COMMITTEE

The report of the subcommittee entitled "Problems of the Railroads," commit-
tee print dated April 30, 1958, with certain technical amendments, is printed at
the end of this report. This subcommittee report is hereby adopted as the report
of the full committee on S. 3778, subject to the changes agreed to by the full
committee discussed before and reflected as amendments to S. 3778 as reported to
the Senate.

REPORT OF THE SUBCOMMITTEE ON SURFACE TRANSPORTATION

APRIL 30, 1958

PROBLEMS OF THE RAILROADS

I. INTRODUCTION

The Surface Transportation Subcommittee is concerned generally with the wel-
fare of the Nation's transportation system and particularly with those carriers
performing surface transportation, motor carriers, freight forwarders, railroads,
and domestic water carriers.
The subcommittee believes that all forms of transportation must be kept

healthy and vigorous if the economy of the United States is to be adequately
served and if the Nation's defense is to be properly maintained.
For generations the railroads have been the bedrock of our Nation's transpor-

tation system. It was the railroads that pioneered the development and growth of
the East, the West, the North, and the South. Their history is closely linked with
the economic progress of our Nation. It was only a few years ago that the rail-
roads were the biggest business of the Nation. They ranked first as a purchaser
of goods and services. Steel mills once counted them as their best single customers
as did the fuel oil sellers, the lumbermen the coal-mine operators, and many
others.
During times of crisis for our Nation the railroads have met the challenge.

During World War II the railroads transported more than 90 percent of all
military freight traffic and 97 percent of organized military passenger movements.
Thus the railroads were, and are, a vital part of this Nation's security.

Because of the essential part the railroads play in our whole transportation
system, it was a cause of great concern to your subcommittee when we observed
the rapid deterioration of the railroad position in the fall of 1957.
For example, the carloadings of class I railroads for the week ending November

9, 1957, declined 12.6 percent from the same period of 1955. Figures for September
1957, showed net income to be $65 million as compared to $80 million for September
1955, a decrease in excess of 18 percent. Another discouraging sign was the de-
crease in railroad net working capital from approximately $880 million in Septem-
ber 1955 to approximately $526 million in September 1957; it is considered that
8600 million is the minimum safe net working capital necessary for railroads.

It was clear from these and other similar figures that not only were the rail-
roads being adversely affected by the business recession which was then appearing
but that, in fact, the sickness of the railroads was contributing greatly to the
deepening recession of the Nation.
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- As a result of these observations, it was determined that the Subcommittee on
Surface Transportation should hold hearings and look into the problems of the
railroads in relation to our national transportation system and the recession. Con-
sequently, on November 22, 1957, hearings were announced to begin on January 13,
1958.
In announcing the hearings, three main areas were suggested as topics for

attention. First, matters on which the railroads could help themselves; second,
desirable changes in ICC policy and practices, and, third, new legislation neces-
sary to revitalize the railroad industry and maintain it as an efficient part of our
national transportation system.
The hearings proceeded over an 11-week period during which 103 witnesses

were heard. Witnesses appeared on behalf of railroads, motor carriers, air car-
riers, water carriers, representatives of the State and Federal regulatory commis-
sions (including the Interstate Commerce Commission) , the Defense Department
and the Agriculture Department. There also appeared representatives of shippers,
agricultural associations, and labor organizations, as well as experts on transpor-
tation matters, from leading educational institutions, eoonomists, analysts, fi-
nancial experts, and others. The hearings were concluded on April 3, 1958.

II. GENERAL COMMENTS

The testimony substantiated the subcommittee's concern about the deteriorat-
ing railroad situation. As a matter of fact, the uncontrovertible testimony
revealed that the decline in the railroad position was occurring at a greater rate
than the decline in the Nation's economy.

It was obvious from the testimony that the railroads no longer are a monopoly
in the transportation field. This was dramatically illustrated by the fact that
the railroad's share of freight traffic had declined from 74.9 percent of the total
intercity ton-miles in 1929 to 48.2 percent in 1956.

Likewise, the railroads' share of passenger miles declined from 70.7 percent of
the total for commercial carriers in 1929 to 34.9 percent in 1956. The testimony
revealed that railroad passenger miles in the first 2 months of 1958 declined at a
faster rate than comparable months in 1957.
The decline in railroad employment indicates the general decline of the railroad

position. In 1923 railroad employees numbered 1,857,674. This declined to 861,928,
a loss of about 1 million, by February 1958. Unemployment in the industry is
accelerating rapidly. There has been a decrease of 348,182 jobs from March 1953
to March 1958; an average decrease per month of 5,800 employees for the past 60
months.
The railroads as a whole are in a poor financial position. Net working capital

as shown by the railroads has declined as follows:

Dec. 31, 1945 $1,643,100,000
Dec. 31, 1955 938,100,000
Dec. 31, 1956 683,600,000
Dec. 31, 1957 555,300,000
Jan. 31, 1958 396,500,000

This is particularly significant when it is pointed out that the total cash ex-
penses of the railroads ( wages, fuel and materials, rents and taxes) are approxi-
mately $750 million per month. The rate of return on net investment in the rail-
road industry has moved downward from 4.22 percent in 1955, to 3.95 percent in
1956, and down to 3.35 percent in 1957.

Freight carloadings for class I railroads declined from 3,446,330 cars in March
1957 to 2,702,066 cars in March 1958 a decline of 21.6 percent.

According to the statistics of the First National City Bank of New York, for
the calendar year 1956, the rate of return on net assets of the 73 leading corpora-
tions in the industrial group revealed that the class I railroads were third from
the bottom for that year. Many other class I railroads were below the average
figure.
The largest rail carrier, the Pennsylvania Railroad, returned only 2.9 percent

in 1956 and last year this small return was reduced by over 50 percent, giving
the Pennsylvania Railroad a return of only 1.4 percent in 1957. During the first 2
months of 1958 this carrier lost more than $11 million.
The aggregate net income shown by all class I railroads for the first 2 months

of 1957 was $91.4 million. Their net income for the corresponding 2 months of
1958 is down to $6 million.
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Comparing February of 1957 with February of 1958: In February, 1957, the class
I railroads had a $47.5 million profit, in February, 1958, the class I railroads oi
this country had a $10.7 million loss.
The subcommittee realizes that the railroads' financial condition results, in a

large measure, from the general passenger deficit of about $700 million in 1950
and similar large amounts in recent years. The railroads are attempting to
eliminate a great deal of this unprofitable passenger service. The subcommittee
believes, however, that the railroads should retain a certain amount of passenger
service, whether profitable or not, as part of the railroads' obligation to serve the
public and to provide for the national defense. This subject of declining railroad
passenger service is recommended for further study
Because of their financial plight, the railroads find it extremely difficult to

borrow money other than by the issuance of equipment obligations. The situation
of the eastern railroads is particularly serious. Eastern railroads are in worse
financial straits than the southern and western railroads because they operate in
a densely populated area of high costs and severe competition from other modes
of transportation. The presence of the large volume of commuter traffic, carried
at a loss, also contributes to the poor financial condition of the eastern railroads.
The southern and western railroads are not in as serious condition as those in
the East because operating conditions are more favorable in the South and West.
However, the 'problems of the southern and western railroads are mounting and
following the pattern of the railroads in the East.

III. REASONS FOR THE RAILROAD DECLINE

From the testimony, the subcommittee has concluded that the general decline
is due to a number of reasons, some of which we will mention here. One reason is
the development of newer methods of transportation that offer intense competition
to the railroads. These newer methods include the tremendous number of private
cars on the highways, the development of airplanes, and the building of modern
highways on which move a large number of buses and trucks. All of these modes of
transportation cut into the traffic that could be hauled by the railroads.
A second reason for the general decline of the railroads is the Government

assistance offered to the railroads' competitors. This includes the building of
highways and airport, the provision of toll-free waterways, and other facilities.
A third reason for the decline of the railroads is overregulation. The Federal

Government, through the Interstate Commerce Commission, and the vast majority
of the 48 States, through State regulatory agencies, supervise and dictate to the
railroads, usually under laws and procedures that are ancient and outmoded.
A fourth reason is the attitude of some railroad managements. There has been a

failure to recognize changing conditions, times and tastes. A failure to compete
aggressively for business by use of modernized equipment, by adjustments in plant
and financial structures, as well as failure to adjust rates to compete effectively
for traffic.

IV. HELP NEEDED BY THE RAILROADS

From the facts adduced at the hearings your subcommittee has concluded that
the railroads are in need of help, some immediate and some long range, some by the
industry itself, some by Government agencies, some by labor organizations, and
some by the Congress.

COMMUTER SERVICE AND LOCAL AND STATE TAXES

The subcommittee would like to comment on problems in two areas in which
the railroads' difficulties are attributable to factors principally under the control
of State and local governments and their agencies. One is the burden imposed on
the railroads by commuter service in large metropolitan areas.
The subcommittee heard much testimony with respect to the problem of con-

tinuing commuter service by railroads. It was clear from the testimony that

the railroads were operating these services at enormous losses. This is the result
of many factors which we will not go into here. It may be said that basically the
commuter service problem is a local one having both social and economic impli-

cations. However, it is also a matter of deep concern to the Federal Government

because of the impact that losing commuter service can have on the ability of an

interstate rail carrier to render its interstate service. That this is so, is clearly

evident from the fact that there are several carriers in the East which

are faced with the imminent threat of bankruptcy primarily because of the heavy
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losses from rendering commuter and other local passenger service. Because of
the burden that these losing intrastate services are imposing on interstate com-
merce, the 'subcommittee feels that the Federal Government can no longer stand
aside to the extent it has in the past. The Interstate Commerce Commission already
has authority to require increases in intrastate rates where this is an unjust
discrimination or burden on interstate commerce, but in many cases the answer
to the losses from commuter services does not lie in merely increasing fares. It is-
evident that fares which would theoretically return a profit to the railroads
would generally result in charges substantially greater than commuters are ac-
customed to paying and, in some instances, prohibitive charges. Accordingly, the
solution is not readily apparent. Because the solutions which may be found for.
this problem are essentially local, the subcommittee deems it desirable to leave
to the local government agencies involved the job of seeking specifically tailored
solutions to their particular problem.

Solutions to this problem cannot be longer delayed and it is believed that the
clarification of the Interstate Commerce Commission's authority over intrastate
rates, together with the new authority conferred upon the Commission over service
as subsequently explained in this report, will lead to the prompt finding of appro-
priate solutions by local authorities.
The second matter on which the subcommittee is constrained to comment is

the amount of State and local taxes paid by the railroads. Representatives of
the railroads testified that local and State taxes borne by the rail lines are dis-
proportionately high and bear no relationship to the earnings of the properties
and, therefore, constitute an unfair burden on their operations. The subcommittee
suggests that State and local governments reexamine taxes now borne by the rail-
roads for the purpose of determining and correcting inequitable tax situations
that exist.
The subcommittee further suggests that if communities and States take action

to allow reduced taxes for the railroads in order to maintain railroad commuter
service, the Federal Government should likewise give a proportionate remittance
of Federal income taxes to allow the amount of such local and State tax reduc-
tions to be retained by the railroads.

A. Help by the industry
The railroad industry has not, in the subcommittee's opinion, been sufficiently

interested in self-help in such matters as consolidations and mergers of railroads;'
joint use of facilities in order to eliminate waste, such as multiple terminals and
yards that require expensive interchange operations; reduction of duplications
in freight and passenger services by pooling and joint operations; abandonment
or consolidation of nonpaying branch and secondary lines; abolishing of =-
necessarily circuitous routes for freight movements; improved handling of less-
than-carload traffic; coordination of transportation services and facilities by
establishment of through routes and joint rates with other forms of transporta-
tion; and modernization of the freight-rate structure, including revision of below-
cost freight rates to levels that cover cost and yield some margin of profit as
well as adjustment of rates excessively above cost to attract traffic and yield
more revenue.

B. Help by railroad labor
The subcommittee wishes to commend railroad labor on the aggressive spirit

that it shows in approaching its problems but points out that there should be
reappraisal of the entire railroad labor situation in the light of the present
plight of the railroads. This is necessary because the number and kind of jobs
held by the membership of the railroad labor unions is inextricably intertwined
with the economic welfare of the railroad industry. The problems of the two
groups are mutual problems.
The brotherhoods should realize that if the railroads should go under, the Fed-

eral Government is not going to take over uneconomic railroads and continue to
operate them in an uneconomic fashion. If bankruptcy results in Government
operation, it is clear that there will be fewer jobs than at present in the railroad
industry. The subcommittee urges that railroad labor cooperate in proceedings
designed to' strengthen the economic position of the railroads.
C. Help by the Interstate Commerce Commission
Help can be given by the Interstate Commerce Commission without addi-

tional legislation. The subcommittee has noted with approval that in recent years
the ICC has improved the speed of its administration of the regulatory process.
The subcommittee urges that there be continued effort for improvement in the
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handling of regulatory proceedings. The subcommittee likewise urges that the
ICC continue to take into account current competitive factors in the adjudica-
tion of rate cases.
The subcommittee, from its observation of the Commission, is not satisfied

that the Commission is devoting its efforts to the most fruitful areas of regula-
tion. The Commission should earnestly examine the Interstate Commerce Act,
and related acts, and come forward with legislative recommendations which will
reduce its sphere of action to matters which fundamentally affect transportation.
There are some activities now required of the Commission which are of no great
consequence but which take time and effort. This attention could be devoted to
matters of greater significance. These matters of importance are now delayed
because of preoccupation with relatively minor problems.
Over a period of many years regulatory commissions, like individuals dealing

with controversial issues, tend to form habits of belaboring relatively unim-
portant details involving form rather than substance, while procrastinating on
coming to grips with important policy matters that involve serious matters of
public interest.
The subcommittee suggests the need for reexamination and revision of the ob-

jectives of the statutes under which the Commission operates. For instance,
under the various parts of the Interstate Commerce Act, the Commission, in the
exercise of its power to prescribe just and reasonable rates, is charged with giving
due consideration among other factors, to the need of revenues sufficient to
enable the carriers "under honest, economical and efficient management" to pro-
vide railroad transportation service. It is doubtful that the Commission itself
would assert that it has used its powers under this provision of law to the full
extent to protect the public interest.
Although it is not directly related to the problems of the railroads, another

example of the Commission's performance that concerns the subcommittee arises
because no definite plan was prescribed in advance concerning the nature of the
territory to be served by motor carriers following their regulation in 1935. As an
outgrowth of grandfather certificates granted pursuant to this legislation, there
are many kinds, types and descriptions of certificates and operating rights, many
of them restrictive and uneconomic. Where such operations prevent full loading
and return loads, regulation promotes waste.
When public convenience and necessity is narrowly construed, as it was by

the ICC in granting these grandfather rights, common carriers, both regular and
irregular route, are permitted to transport only specific commodities. The com-
modity descriptions in carrier certificates have little uniformity, are confusing
and instigate protracted proceedings on interpretation of the language. Some-
times they are limited to intended use, such as, "commodities to be used in a
drugstore," or "grocery store," causing innocent as well as deliberate violations.
Many motor carriers have accumulated certificates, as many as 200, piece by
piece, some of which cover varying commodities and run into overlapping ter-
ritories. In such instances local terminal managers themselves find difficulty
in interpreting and complying with certificated authority. Loose compliance re-
sults. The Commission and its staff spends a disproportionate amount of time
struggling with the details of this situation.
A final example of an area in which the Commission could help lies in the area

of rate relationships. As has been confirmed by the statements made in the
recent hearings, the Commission appears to be losing control over rate relation-
ships. When carriers are permitted to meet competition by other carriers or by
private carriage at limited points without reference to the rates at other points,
it legalizes the disturbance of rate relationships to the detriment of shippers.
When a rate is suspended and made subject to investigation, a decision gen-

erally cannot be reached within the 7-month suspension period provided by law.
This rate action may involve a single rate covering relatively unimportant move-
ments or rates involving a movement of great economic impact. Each receives the
same "due process" treatment and formal consideration. If the rate is found to
be unlawful, it is ordered canceled. In the meantime, the rate may have gone into
effect automatically because the 7-month suspension period has expired. If it is
ordered canceled, a rate situation is disrupted which has been in effect for a con-
siderable period of time and to which the parties and competitors have adjusted
themselves in the meantime. Yet the Commission will often base its decision on a
record which may be 2 or more years old and not representative of current con-
ditions. In fact, the shipper may have resorted to private transportation or gone
out of business since the rate was first proposed.
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If rates are attacked by complaint, the rate is already in effect and the shipper
may continue paying that rate and suffering the economic consequences for years
before question of the lawfulness of the rate is actually decided.
The Commission might help the carriers, and shippers as well, by improving its

performance in this area.
D. Help by the Congress
'This assistance can be provided by a number of amendments to the Interstate

Commerce Act:
(1) To establish a plan of guaranteed loans under the administration of the

Interstate Commerce 'Commission, to aid temporarily in the financing of rail-
roads, subject to the Interstate Commerce Act that are unable to obtain needed
funds upon reasonable terms through ordinary commercial channels;
(2) To provide for the establishment by common carriers subject to the Inter-

state Commerce Act of "construction reserve" funds as a means of obtaining tax
deferrals to stimulate investment in equipment and other necessary transporta-
tion facilities;
(3) To amend the Interstate Commerce Act, section 15 (a), by adding a new

subparagraph 3 to read as follows:
"In a proceeding involving competition with another mode of transportation,

the Commission, in determining whether a rail rate is lower than a reasonable
minimum rate, shall consider the facts and circumstances attending the move-
ment of the traffic by railroad and not by such other mode."
(4) To make more effective those provisions of the Interstate Commerce Act

enabling the Interstate 'Commerce Commission to remove discrimination against
interstate or foreign commerce found to result from intrastate rates;
(5) To vest the Interstate Commerce Commission with authority to authorize,

in proper cases, the discontinuance, curtailment or consolidation of unprofitable
railroad services and facilities burdening interstate commerce;
(6) To limit the scope and application of the agricultural commodities clause

under which motor vehicles engaged in the transportation of certain commodities
are exempt from economic regulation under the Interstate Commerce Act and to
redefine the exemption to bring under economic regulation frozen fruits and
vegetables and imported agricultural commodities; and
(7) To make it clear that all commercial transportation of property by motor

vehicle in interstate or foreign commerce, except private carriage 'and transpor-
tation otherwise specifically exempt, is subject to regulation.
(8) To provide for a transportation policy study group of three qualified

transportation experts to study important matters of transportation policy and
report thereon within 18 months.

V. RECOMMENDATIONS NOT WITHIN JURISDICTION OF THIS SUBCOMMITTEE

Because of the jurisdictional limitations of the various congressional com-
mittees, there are some proposals we submit to the appropriate committees with
recommendations for action.
(1) The Senate Finance Committee should recommend repeal of the Federal

excise taxes of 10 percent on passenger transportation charges and 3 percent on
freight transportation charges.
(2) The subcommittee also urges that the Senate Finance Committee give

favorable consideration to the railroad's' proposal that legislation be enacted pro-
viding that, at the election of the taxpayer, the maximum useful life of depre-
ciable railroad property may be considered 20 years for tax purposes.
(3) The Senate Post Office and Civil Service Committee should take action to

modernize legislation applying to those forms of transportation necessary for
carrying United 'States mail. The legislation should provide equitable treatment
for all such modes of transportation, in regard both to opportunity to obtain the
traffic and payment for service performed.

VI. DISCUSSION OF SUBCOMMITTEE'S LEGISLATIVE PROPOSALS

There follows explanation and discussion of the subcommittee's several recom-
mendations for immediate legislative action noted above.
•

5. ICC AUTHORITY OVER UNPROFITABLE SERVICES AND FACILITIES

A most serious problem for the railroads is the difficulty and delay they often
encounter when they seek to discontinue or change the operation of services or
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facilities that no longer pay their way and for which there is no longer sufficient
public need to justify the heavy financial losses entailed. The subcommittee be-lieves that the maintenance and operation of such outmoded services and facili-
ties constitutes a heavy burden on interstate commerce.

Railroad management, it must be understood, is not always free without au-
thorization to discontinue, curtail, consolidate or otherwise change 'services or
facilities in an effort to deal realistically with unprofitable, deficit-producing
operations. Generally speaking, such matters fall within the scope of State law;
and in a great many instances a railroad may not discontinue or change the opera-
tion of a train or other service or facility without first obtaining permission to do
so from the regulatory authority of the State in which the operation is conducted.

Without reciting individual cases the subcommittee is satisfied that ,State
regulatory bodies all too often have been excessively conservative and unduly
repressive in requiring the maintenance of uneconomic and unnecessary services
and facilities. Even when allowing the discontinuance or change of a service
or facility, these groups have frequently delayed decisions beyond a reasonable
time limit. In many such cases, State regulatory commissions have shown a defi-
nite lack of appreciation for the serious impact on a railroad's financial condi-
tion resulting from prolonged loss-producing operations.
To improve this situation, the subcommittee proposes to give the Interstate

Commerce Commission jurisdiction in the field of discontinuance or change of rail
services and facilities similar to the jurisdiction it now has over intrastate rates
ufider secton 13 of the Interstate Commerce Act so that when called upon to do
so it may deal with such matters that impose an undue burden on interstate
commerce. This, the subcommittee believes, would protect and further the broad
public interest in a sound transportation system and would prevent undue im-
portance being attached to matters of a local nature.

Senator LAUSCHE. I have no further questions.
I think this will conclude the hearings on this bill. The record will

remain open for about 10 days for additional statements.
(Whereupon, the hearing adjourned at 11:40 a.m.)





ADDITIONAL STATEMENTS AND LETTERS

TESTIMONY OF HON. ROBERT C. BYRD, U.S. SENATOR FROM THE STATE OF WEST
VIRGINIA

Mr. Chairman, I am grateful for the opportunity to testify at this hearing on
:S. 3861, a bill to amend section 13a of the Interstate Commerce Act, and to au-
-thorize a study of essential railroad passenger service by the U.S. Secretary of
'Transportation.

The fact that inter-city non-commuter railroad passenger service has been
•declining both in the quality and quantity of the service offered to the public
is no longer a new finding.

It has been taking place for well over 15 years.
The reasons are not hard to document. They stem from the advent of the jet

.age and the superhighway as well as from the fact that freight traffic is the
remaining profitable service for the railroads to operate.
That some of the fall-off in rail traffic should have occurred because of the

increase in air and highway travel is understandable.
•But that the extent of the drop-off should be as great as it has been does not

,quite make as much sense. It does not make sense that only 1.4 percent of all
intercity travel should be by rail. Yet that is a fact.
I do not believe that the United States government should ever decide, as a

matter of public policy, that it is in the national interest to foster a decline in
rail passenger service with a view toward the possible elimination of all such
inter-city service.
I do not believe the day should ever come when it is no longer possible to travel

from city to city by railroad.
On the contrary, I believe the United States government should set itself

firmly in favor of increased inter-city rail passenger service.
I do not say this because I am a sentimentalist about the railroads. I make

this statement because I firmly believe that the long- and medium-haul passenger
train has an important and proper role to play in our nation's future trans-
portation "mix."
Passenger trains have their place just as jets, autos, and interstate buses have

theirs. Neither the one, nor any of the others, is in any way a complete substitute
for each other.
Thus, while there are services the airlines can perform which are unique, simi-

larly the railroads offer certain advantages to the public which cannot be other-
wise provided.
To take just one example, the airlines are somewhat at the mercy of the

elements. During severe storms the planes often do not fly. Yet no such condi-
tions apply to rail transport. Rain or shine the railroads almost always can
,operate.

Further, nearly all of our small rural communities, like many of those which
I am privileged to represent, are serviced by rail links to the exclusion of any
other form of transport save autos or buses. And since not every family owns
a car or may want to travel by bus, there should exist a substantial reservoir
of prospective rail passengers who would be more than willing to take the train
if the train can be there to carry them.

It is for these reasons that I heartily endorse Section 2 of S. 3861 which
authorizes the Secretary of Transportation, in cooperation with the Interstate
Commerce Commission and other interested Federal agencies and departments,
to undertake a study of the existing and future potential for inter-city railroad
passenger service in this country.
I think such a study will clearly show that the public interest will only be

served by a continuation—and expansion—of inter-city rail passenger service.
I believe that a majority of West Virginians would favor such an expansion

in our State. Rail lines go into almost every city and hamlet in West Virginia.
Today they are used almost exclusively for hauling coal and the other products
-of our industries to the marketplace. But I think there is a tremendous opportu-

(139 )
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nity for profitable passenger service if only a concerted effort is made to re-think
this problem and find solutions to it.
It may mean using single-unit, commuter type, self-propelled cars. Perhaps

it would mean consolidating stations and railroad operations into more efficient
units. I believe the railroads have the ability to transfer the efficiency which
they have brought to freight operations to the passenger field.
I believe the study which is authorized in this bill, if it explores every pos-

sible avenue, including subsidies, will find a way to preserve and expand inter-
city rail passenger service and will prove a landmark in the history of American
railroads.
I again would like to thank the Chairman of this distinguished Committee for

permitting me to testify here today.

STATEMENT BY HON. CLIFFORD P. CASE, U.S. SENATOR FROM THE STATE OF
NEW JERSEY

Unless this Committee and the Congress act affirmatively, effectively and soon,
the passenger train may become a thing of the past.
In the 10 years since the passage of the Transportation Act of 1958, almost

900 trains have been discontinued. There are now fewer than 600 passenger trains
operating in the country compared to more than 20,000 back in 1929, and the
Interstate Commerce Commission faces a rising stack of petitions to discontinue
many of these 600.

It is not for nostalgia's sake that we must retain and build upon our rail pas-
senger system. The system is vital to our ever more urbanized and mobile society
of which congestion is the predominant characteristic.
The passenger train potentially is the most efficient of all modes of transporta-

tion of large numbers of people. The trains do not require new and expensive
rights-of-way, covered with tons of concrete, as do automobiles, buses and trucks.
Trains typically go from city center to city center usually to the convenience of
their passengers.

Airline passengers frequently lose much or even all of the time they hope to
save through flying because of delays in takeoffs or landings, or, assuming they
are lucky enough to encounter neither, because of the time it takes to get down-
town. Only a few days ago, airlines in the Northeast Corridor were advising
passengers between New York and Washington to save time by going by train.
Last year the railroads carried almost 300 million passengers at estimated

revenue of $485 million. This compares with a peak of more than 910 million
passengers carried in 1944 at revenues approaching $1.8 billion.
While these figures serve to show the sad trend of passenger service in the

U.S., it is significant that millions still use the railroads and that some lines even
make a profit. And millions more would use trains, I am convinced, if there were
better service, on-time and cleaner trains.
For years the ICC has shown almost total indifference to the plight of railroad

passengers. Thus headlines greeted the recent recommendation of ICC Examiner
John S. Messer for establishment of minimum standards for service on passenger
trains, including the requirement that all trains have air conditioning, heating
facilities, lighting, rest rooms and drinking water "in good operational order."

Since the late 1950's I have introduced legislation to prevent the drain of essen-
tial rail passenger service so that there might be something to which to apply
the minimum standards Mr. Messer so rightly recommends. My bills—the current
measure is S. 1685—would amend the Transportation Act of 1958 ( Section 13a
of the Interstate Commerce Act) which regulates the discontinuance of passenger
trains and ferries.
This law gave the railroads almost carte blanc power to dismember the nation's

passenger railroads. With the aid of a supine Interstate Commerce Commission
they have nearly succeeded in doing so.

Belatedly the ICC has proposed amendments to the law. The proposals are.
however, not only late but too little.
In general the ICC bill ( S. 3861) proposes a "comprehensive study" of the need

for, and means of preserving, a national railroad passenger system. Further, the
ICC proposes that the "study" of passenger needs be paralleled by "steps . . . to,
maintain a minimum level of essential passenger service." To do this, the agency
recommends that Section 13a be "suitably amended to modernize its provisions
and render them more effective as an instrument of policy during the duration,
of the study."
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Unfortunately, the "suitable amendments" proposed by the ICC do not meet
the need.
For example, the ICC proposal would not change existing law which does not

require that some public agency, either state or federal, assume jurisdiction in
an interstate passenger discontinuance. If the appropriate state agency, assum-
ing there is one, refuses to take jurisdiction, the carrier is under no compulsion
to clear a discontinuance with the ICC, and the service can be dropped unimpeded.
In a recent example of how this provision operates, the State of New Jersey

and the ICC both disclaimed jurisdiction over a proposal to drop the Erie Lacka-
wanna Ferries between Hoboken, N.J. and New York City. This left the operator
of the ferries free to scuttle the service, and it was scuttled, resulting in incon-
venience to thousands of daily commuters.
The ICC proposals also are wanting in that they would not require the Com-

mission to issue orders in cases coming before it which it decides not to in-
vestigate. Under existing law, not only does ICC "inaction" leave a carrier free to
drop a passenger service, but the courts have held that the public has no appeal.
Under the color of this non-provision, the Weehawken ferries in New Jersey and
trains involved in more than 60 other cases before the ICC have gone out of busi-
ness in the last 10 years.
, The ICC bill does not recognize its own responsibility with regard to employees
of a discontinued passenger service, though under existing law the ICC may rou-
tinely protect workers affected by a line abandonment.
On the affirmative side there are some slight improvements contained in the

ICC bill.
-(1) The proposed legislation, I am glad to say, adopts a provision in my bill

giving state regulatory agencies additional time (seven months, as compared to
four in existing law) to act on discontinuances 'of trains operating wholly within
a single state.
(2) The ICC makes proposals to protect the public against a railroad dropping

a train during the notice period which brings the Commission into a discontinu-
ance case.
• (3) There is a provision which would prevent the removal of a carrier's last
train between two interstate points. This is strictly stop-gap to assure that pas-
senger railroads do not go out of business altogether while the ICC study is
Underway.
And (4) the measure gives the Commission an additional three to five months

to investigate proposed interstate discontinuances, although this is hardly suffi-
cient in matters of such complexity.
In sum, the ICC proposals amount to only minimal improvement in the present

law. They would not assure continuance of essential passenger services while
rehabilitation programs are developed, as my bill ( S. 1685) would.
The provisions of S. 1685 were fully explained by my testimony before the

Surface Transportation Subcommittee last year. Essentially, they would revoke
the arbitrary authority Congress granted the carriers under Section 13a to drop
vital passenger service without hearing or appeal.
If the ICC wishes to maintain a "minimum level of essential railroad passenger

service" while it investigates the nation's rail passenger system, it could help by
getting behind S. 1685. My bill has been supported by the Railway Labor Execu-
tives' Association, the National Association of Railroad Passengers and by a
number of state regulatory agencies.
By acting favorably on S. 1685 the Committee and the Congress will serve

notice that they clearly understand the vital role that passenger railroads can,
and must, play in the nation's transportation system now and in the future.

[From the New York Times, July 27, 19681

AIR OR RAIL?

Current difficulties for the airlines at New York's congested airports present a
golden opportunity for the railroads to attract customers to their potentially
profitable, middle-distance runs in the busy Northeast corridor.
Although the flight time from New York to Washington is under an hour, air

travelers between this city and the nation's capital normally have to figure on
two hours from center city to center city. With the current delays for aircraft
stacked up over airports and waiting for runway clearances, the air time from

98-319-68 10
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Hon. WARREN G. MAGNUSON,
Chairman, Senate Commerce Committee,
Washington, D.C.

Manhattan to Capitol Hill is beginning to approach the fastest t
rain run of

three hours and 35 minutes.
The trouble is that trains are frequently behind schedule also, 

and that the

railroads have become notoriously contemptuous of passenger comfort. 
Further-

more, rail schedules frequently ignore passenger convenience. For e
xample, the

two early morning trains from New York to Washington make 
numerous stops

and take almost four hours for the trip. The 8 A.M. President out of 
Pennsyl-

vania Station doesn't reach Washington until 11:50—when it's on 
time—and

that's only seven minutes ahead of a bus that leaves New York at the sa
me hour.

Surely the railroads can do better than that, even without the new high 
speed

equipment that has been subject to such inordinate delays. The railroads 
could

also attract and hold more passengers by improving the cleanliness of their 
ears

and the quality of dining-car and other services. A little effort in these a
reas

would go a long way toward changing the don't-give-a-damn-for-the-passe
nger

image of railroad management.
Switching more Atlantic corridor passengers to the rail won't solve the airport

congestion problem, but it could helix Currently, some 12.8 per cent of all sched-

uled flights in and out of New York's airports originate in or are destined 
for

Boston and Washington. This traffic could be served almost as quickly and

perhaps more efficiently on the ground if the railroads would make the effort.

TRANSPORTATION ASSOCIATION OF AMERICA,
Washington, D.C., July 22,1968.

Hon. WARREN G. MAGNUSON,
Chairman, Commerce Committee,
U.S. Senate,
Washington, D.C.

DEAR CHAIRMAN MAGNUSON: On behalf of the Board of Directors of TAA. I

should like to reaffirm the Association's opposition to any substantive changes

in Section 13a of the Interstate Commerce Act. This Section, in our opinion,

provides a fair means by which railroads faced with unprofitable passenger-train

operations can seek administrative relief through the Interstate Commerce

Commission. The latest proposed changes in this Section are contained in S. 3861,

which is the subject of current hearings before your Committee.
In May and August of 1967, two witnesses appeared before your Committee

to present TAA's views on a number of bills designed to amend Section 13a,

including S. 1175, a bill very similar to S. 3861. At that time, these witnesses

cited reasons why TAA believed specific proposed provisions are undesirable,

and why such legislation would unduly delay future unprofitable passenger-

train discontinuance cases. While a number of changes have been made in S. 3861,

this bill, as written, still does not overcome the basic objections that were
expressed during last year's hearings. Therefore, we recommend that your Com-

mittee not give Section 1 of this bill favorable consideration. We have no

objection to the study proposed in Section 2 of the bill.
We request that this letter be made a part of the official transcript of these

hearings.
Sincerely,

HAROLD HAMMOND, President.

THE NATIONAL INDUSTRIAL TRAFFIC LEAGUE,
July 26, 1968.

DEAR Mn. CHAIRMAN: The National Industrial Traffic League is greatly con-
cerned with the provisions of S. 3861 and other pending bills which would in-
hibit the efforts of the railroads to eliminate unprofitable and burdensome pas-
senger train service.
As you know, the League is a national organization of shippers and as such

represents both large and small users of transportation services in every part
of the country. In addition to manufacturers of all types, the Leagues mem-
bership embraces shippers of agricultural products, products of mines and in-
cludes Chambers of Commerce, Boards of Trade and other organizations. The
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League is generally recognized as the voice of the nation's transportation rate
payers.
Our concern with the pending passenger service legislation is that the deficits

from passenger service must inevitably be made up either by a higher level of
freight rates or a lower level of freight service—particularly with respect to the
provision of an adequate car supply.
Based on the accounting procedures prescribed by the Interstate Commerce

Commission for separation of expenses between freight and passenger services
the railroads will likely incur a deficit from passenger services in 1968 of be-
tween $500 million and $600 million. The precise extent to which these constitute
avoidable costs and losses is debatable but unquestionably there is an avoidable
loss of at least $100 to $200 million.
In the last few years there has been an accelerating decline in the use of

intercity rail passenger services. The Post Office Department has diverted sub-
stantial mail revenues from passenger trains and operating costs and losses
have increased. The railroads' only remedy is to eliminate these hopelessly losing
operations.
In August 1967 railroads increased freight rates by approximately $300 mil-

lion, again in June 1968 freight rates were increased by approximately $300 mil-
lion and the railroads are now seeking further increases.
The losses from passenger service were obviously a major factor in motivat-

ing the railroads to seek higher rates and if the passenger losses are permitted
to continue and worsen they inevitably will result in still higher freight rates and
consequent inflationary pressures.
The National Industrial Traffic League sees no objection to a full scale

investigation of railroad passenger service such as suggested by the Interstate

Commerce Commission but the other provisions of the pending bills would cer-
tainly have the effect of inhibiting and seriously retarding the railroads' efforts
to relieve themselves and their shippers of the serious burden of these losses.
The League, therefore, urges the Senate Commerce Committee not to approve

the provisions of any of the pending bills which would in any way inhibit the

efforts of the railroads to eliminate unprofitable intercity passenger train service.
Respectfully submitted.

SAM HALL FLINT,
Chairman, Legislative Committee.

WASHINGTON, D.C., July 25, 1968.
Senator WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.& Senate, Washington, D.C.

DEAR SENATOR MAGNUSON : This letter is responsive to inquiry from your staff
concerning any possible effect passage of S. 3861 might have on pending litiga-
tion in the United States District Court for the Northern District of Illino!s,
No. 68 0 956, City of Chicago, et al. v. United States of America, et al., an action
which seeks to set aside orders of the Interstate Commerce Commission issued
under section 13a(1) of the Act and thus to restore full operation of the "Geor-
gian" passenger trains between Chicago, Ill. and Atlanta, Ga. The suit was cora-
mencd May 27, 1968 by City of Chicago, Metropolitan Government of Nashville
and Davidson County Tennessee, Village of Milford, City of Watseka, City of
Hoopeston, City of Danville, City of Terre Haute, City of Vincennes and Broth-
erhood of Railroad Trainmen. These plaintiffs have been joined by the State
regulatory agencies of Georgia, Tennessee and Alabama and by City of Evans-
ville and National Association of 'Railroad Passengers. I serve as commerce
counsel for all plaintiffs.

S. 3861 was introduced July 19, 1968 at the request of the Interstate Com-
merce Commission, which had transmitted its draft bill and recommendations
in a report to your Committee on June 25, 1968. In so far as section 13a (1) of
the Act is concerned, S. 3861 contains two amendments which are entirely
new and which have not been the subject of prior hearing in the 90th Congress.
One provision is the "last train" amendment. The other provision, which has
received scant attention thus far, is an amendment which would specifically
require that notice of a proposed discontinuance be posted at all stations served
by a train which is jointly operated by two or more carriers. No change is pro-
posed in the required service of the notice upon Governors of States in which
the train is operated.
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This letter is addressed to the second of the proposed amendments to section
13a (1). The case before the court at Chicago involves the discontinuance by
Chicago & Eastern Illinois Railroad Company ("C&EI") of its segment of the
"Georgian" passenger trains operating daily in each direction between Chicago,
Ill. and Atlanta, Ga. The C&EI handles the train between Chicago, Ill. and
Evansville, Ind. where Louisville & Nashville Railroad Company takes over
the train for the operation between Evansville, Ind. and Atlanta, Ga. C&EI
served notice that it would discontinue its segment of the operation. The Com-
mission authorized this partial discontinuance, by final action on May 15, 1968.
Two orders were served on May 15, 1968. The first, issued at 9 :30 AM, would

have ruled in the traveling public's favor by dismissing the proceeding for failure
of C&EI to effectively invoke the Commission's jurisdiction in that notice of
the proposed discontinuance was not posted at stations served by the train
south of Evansville, Ind., and the notice as posted failed to adequately describe
the through-route nature of the train.
The second order, denominated "corrected order", was issued at 3 :00 PM.

It found that C&EI had invoked the Commission's jurisdiction, thus ruling in
the railroad's favor.
The sole justification for the notice amendment contained in S. 3861 was

given yesterday by I.C.C. Chairman Paul J. Tierney;
"Fifth, lines 8-10 page 2 of S. 3861 provide more adequate notice to all patrons

of a given train."
The sole comment contained in the I.C.C.'s June 25, 1968 report to the Com-

mittee is:
"Requires the posting of the notice on the property of carriers other than those

proposing a discontinuance where the train or trains are part of a joint service—
This provision is new." (p. 60)
"Item 2 provides for more adequate notice to rail passengers and is basically

self-explanatory." (p. 63)
I know of no discontinuance proceeding pending before the I.C.C. or the fed-

eral courts (other than the instant action in Chicago) where the issue of the
I.C.C.'s failure to require notice at all stations served by a train is in issue. Plain-
tiffs take the position before the court in Chicago that notice is presently required
at all stations served by a train, and that the failure to provide proper and
adequate notice rendered the agency without jurisdiction to authorize the dis-
continuance of C&EI's segment of the "Georgian" train.
A contrary interpretation of existing law, by enactment of the I.C.C.'s proposal

without satisfactory explanation„ could possibly be adverse to the 14 plaintiffs,
Including three state agencies, seeking to restore the "Georgian" train for its
full run between Chicago, Ill., and Atlanta, Ga.

Very truly yours,
GORDON P. MACDOUGALL.

Service Date: May 15, 1968.

ORDER

At a Session of the INTERSTATE COMMERCE COMMISSION, Division 3, acting as an
Appellate Division, held at its office in Washington, D.C., on the 8th day of May,
1968.

Finance Docket No. 24725

CHICAGO & EASTERN ILLINOIS RAILROAD CO.—DISCONTINUANCE OF TRAINS Nos.
93 AND 54 BETWEEN CHICAGO, ILL., AND EVANSVILLE, IND.

Upon consideration of the record in the above-titled proceedings, including
the petition filed by the Cities of Chicago, Danville, Hoopeston, Terre Haute, Cin-
cennes and Watseka and the Village of Milford, on March 1, 1968, for reconsidera-
tion of the order of the Commission, Division 3, dated January 25, 1968, author-
izing the above-titled discontinuance; applicant's reply thereto; petitioners' mo-
tion to strike certain matter appearing in the reply; and applicant's reIpy to the
motion, and
It appearing, That the matters appearing in the reply to the petition objected

to in the motion to strike are not of record in this proceeding and therefore not
properly before this Commission as evidence and that no objection is made to
motion to strike;
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It further appearing, That in order to invoke the jurisdiction of this Commis-
sion under section 13a (1) of the Interstate Commerce Act a carrier must comply
with certain requirements, including the posting of notice "in each station, depot,
or other facility involved" (49 CFR 43.5 (j) ), which notice must contain a "com-
plete description of the present service of the train . . . involved and of the dis-
continuance or change of operation or service proposed" (49 CFR 43.5 (c) ) ;
and that the purpose of requiring such notice is to give the travelling public
affected the opportunity to protest the proposed discontinuance; and
It further appearing, That applicant in the above-titled proceeding failed to

give the proper notice required, as described above, in that no notice was posted
in those facilities along the through route of trains Nos. 93 and 54 south of
Evansville, Ind., and the notice as posted contained no mention of the through-
route nature of the trains south of Evansville; and that applicant therefore has
not effectively invoked the jurisdiction of this Commission in the above-titled
proceeding:

It is ordered, That the motion to strike certain matters appearing in applicant's
reply to the petition for reconsideration be, and it is hereby, granted;
It is further ordered, That the petition, insofar as it seeks dismissal of the

above-titled proceeding for failure to invoke this Commission's jurisdiction under
section 13a (1), be, and it is hereby, granted, and in all other respects is denied.
By the Commission, Division 3, acting as an Appellate Division.

, [SEAL] H. NEIL GARSON, Secretary.

Service Date: May 15,1968.

CORRECTED ORDER

At a Session of the INTERSTATE COMMERCE COMMISSION, Division 3, acting as an
Appellate Division, held at its office in Washington, D.C., on the 8th day of
May, 1968

Finance Docket No. 24725

CHICAGO & EASTERN ILLINOIS RAILROAD CO.—DISCONTINUANCE OF TRAINS Nos. 93
AND 54 BETWEEN CHICAGO, ILL., AND EVANSVILLE, IND.

Upon consideration of the record in the above-titled proceedings, including the
petition filed by the Cities of Chicago, Danville, Hoopeston, Terre Haute, Vin-
cennes, and Watseka and the Village of Milford, on March 1, 1968, for recon-
sideration of the order of the Commission, Division 3, dated January 25, 1968,
authorizing the above-titled discontinuance; applicant's reply thereto; petition-
ers' motion to strike certain matter appearing in the reply; and applicant's reply
to the motion; and
It appearing, That the order of the Commission, Division 3, acting as an

Appellate Division, dated May 8, 1968, and served earlier on May 15, 1968,
erroneously indicated that the Commission had granted the petition insofar as
it sought dismissal of the above-titled proceeding for failure to properly invoke
this Commission's jurisdiction under section 13a(1) ;
It further appearing, That the matters appearing in the reply to the petition

objected to in the motion to strike are not of record in this proceeding and
therefore not properly before this Commission as evidence and that no objection
is made to the motion to strike;
It further appearing, That in order to invoke the jurisdiction of this Commis-

sion under section 13a (1) of the Interstate Commerce Act a carrier must comply
with certain requirements, including the posting of notice "in each station, depot,
or other facility involved" (49 CFR 43.5(j) ), which notice must contain a "com-
plete description of the present service of the train . . . involved and of the dis-
continuance or change of operation or service proposed" (49 CFR 43.5 (c) ) ; and
that the purpose of requiring such notice is to give the travelling public affected
the opportunity to protest the proposed discontinuance;
It further appearing, That applicant in the above-titled proceeding gave the

proper notice required, as described above; and
It further appearing, That no other new issues are raised or evidence of sub-

stance offered to support the request for reconsideration, and good cause has
not been shown for granting the relief requested;
It is ordered, That the motion to strike certain matters appearing in appli-

cant's reply to the petition for reconsideration be, and it is hereby, granted;
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It is further ordered, That the petition for reconsideration be, 
and it is hereby,

denied in all respects.
By the Commission, Division 3, acting as an Appellate Divisi

on.

[SEAL]
H. NEIL GARSON, Secretary.

THE BOARD OF PITBLIC TRANSPORTATION
OF MORRIS COUNTY, N.J.,

Morristown, N.J., August 1, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Senate Commerce Committee,
Washington, D.C.:

The Board of Public Transportation of Morris County, New 
Jersey, an Agency

of County Government dedicated to protecting and preserving 
the public interest

in public transportation, respectfully requests that the follow
ing Statement be

entered into the Record, on S. 3861.
It is the belief, and recommendation of this Board that before

 any Legislation

is considered, The Congress should find and determine that the 
National economy,

welfare, future and security require the preservation and im
provement of rail

passenger service. Attention is directed to the fact that all over 
the World, includ-

ing throughout the U.S.S.R., each year shows more, better an
d faster rail pas-

senger service, whereas in the United States of America, the ex
act reverse is

true.
If The Congress believes that balanced public transportation servic

es, with each

mode doing the job for which it is best adapted, is required in the 
public interest,

then it becomes necessary for The Congress to decide how a
dequate, reliable, and

attractive public transportation services, including that by rail, can 
be provided

in a manner fair to all parties at interest.
To determine how rail transportation, as one example, can be p

rovided in a

manner fair to all concerned, it is first necessary for The Congress to 
recognize

that there are four basic types of rail passenger service. They are:
 the Trans-

continental; the long-haul runs of say between 500 and 1,000 miles; th
e inter-

city runs of say between 100 and 500 miles; and last but by no means l
east, the

suburban runs of up to 100 miles, including the most essential, commuter

service.
Each of these types of service presents a different problem, and the problems

vary with the area served and with the railroads performing the service. There

are no simple, quick, easy or pat answers, as the problems are serious and their

roots go deep.
To date, The Public has received little consideration and even less protection

under transportation legislation, which invariably is drawn to protect and to

further the interests and desires of the railroads. There is no "Public Defender",

nor does The Public have skilled lobbyists to present its side of the case. It is

time for a change. The Public must receive equal consideration with that

accorded the common carriers.
The Congress should recognize, and insist, that the seven indispensable links

required to solve railroad passenger problems be forged into a chain without

further loss of time. The Seven Links are: The Federal Government; The State

Government; County Government; Municipal Government; Railroad Manage-

ment; Railroad Labor; and last, but by no means least, The Public.

Before writing legislation intended to preserve and to improve railroad pas-

senger service, The Congress should make sure that it has heard and received

all facts bearing on the case, from all sides of the problem. "The Public" should

be invited to present its side of the case, whenever the Railroads or regulatory

bodies are asked to testify. The facts presented by "The Public"—who, after

all, are the people who patronize the services—should receive as serious con-

sideration as is accorded those presented by anyone else.
This Board recommends that The Congress direct the Department of Trans-

portation to arrange and to conduct a symposium requiring from three to six
days, if necessary, so that all parties at interest in rail passenger service can
present their facts and recommendations. One or two days should be devoted
to Trans-continental, and Long Haul passenger service; one or two days to
Inter-City runs; and one or two to suburban and commuter service, since these
various types of service have little in common.
Today, the record is very clear as to what has happened, and is happening to

rail passenger service in the United States of America. How it has happened
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a,

is quite obvious, but far too little attention has been directed to "Why It
Happened". The only reasons given have been those which interested parties,
generally other than "The Public" have placed in the record—the whole story
has never been told.
When our fine Country spends billion of dollars on esoteric projects such as

trying to put a man on the moon—and yet it cannot insure him a convenient,
comfortable ride between his home and place of business—where he works to
earn the money to pay the taxes, some part of which are spent on far-out
projects—it is high time for a change.

Respectfully submitted For The Board.
THOMAS T. TABER, Chairman.

LOUISVILLE & NASHVILLE RAILROAD CO.,
Louisville, Ky., July 8, 1968.

Re S. 2711, S. 1685, S. 1175, S. 512, S. Con. Res. 25, S.J. Res. 52, and bill
introduced on June 28: passenger trains.

Hon. WARREN G. MAGNUSON,
Chairman, Senate Committee on Commerce,
Washington, D.C.
DEAR SENATOR MAGNUSON : The Captioned bills have for their purpose extension

of the period in which a railroad must operate a losing passenger train after
the date upon which it proposes discontinuance, authorization of the Interstate
Commerce Commission to impose conditions not only upon the discontinuance of
the train but upon the overall passenger service of the applicant, and authoriza-
tion of imposition of conditions for the protection of labor.
The Louisville and Nashville Railroad Company respectfully urges that

Section 13a be left as it is. We oppose any amendments of this statute. Section
13a has enabled L&N to discontinue, with resulting economies, passenger trains
which had been abandoned by the public and which were suffering staggering
operating losses, but which, under prior law, would have been discontinued only
after long delay while running virtually without patronage. These discontinu-
ances, and other actions, have enabled the nation's railroads to render low-cost
service to shippers and to those passengers who actually use the trains that
can justfiably be continued in operation. This contrasted with the long delays
this Company encountered prior to 1959 when we had to proceed before state
commissions. In every case before the Interstate Commerce Commission it decided
the proposal within the time limits set by the statute, and nobody requested L&N
to extend the time. Our experience does not show that additional time would serve
any needed purpose.
The imposition of conditions relating to the passenger service would be a

tremendous invasion of the responsibilities of management and would impose
terrific burdens upon the Interstate Commerce Commission. Job protection
conditions are not needed when one aspect of service over a given line is
discontinued. In all L&N train discontinuances the crews manning the trains
were able to exercise their seniority rights to other L&N positions, and the
junior employee on the extra board who was unemployed temporarily because
of the level of business received the job protection provided by Congress through
the provisions of the Railroad Unemployment Insurance Act.

Yours very truly,

HOD. WARREN G. MAGNTJSON,
U.S. Senate, Washington, D.C.
DEAR SENATOR MAGNUSON : I am informed that the proposed legislation which

has for its purpose altering Sec. 13a of Interstate Commerce Act so as to place a
"freeze" on the removal of passenger trains, will be considered in executive
session of the respective Commerce Committees of the Senate and House of
Representatives this week.

Section 13a as now written, fully protects the public, in that it provides for full
review, including public hearings, by the Interstate Commerce Commission; and
after having just recently experienced a series of hearings in connection with a

W. H. KENDALL, President.

THE KANSAS CITY SOUTHERN RAILWAY CO.,
LOUISIANA & ARKANSAS RAILWAY CO.,

Kansas City, Mo., July 8, 1968.
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passenger train-off application, we can attest to the depth and thoroughness of the

Commission's inquiry into such applications. To remove this means of affording

the public and the carriers of dealing with the merit, or lack of merit, of train

removal applications, and substitute therefor measures shortly to be considered

in executive session of the Commerce Committee, will place an undue burden

upon the railroads vis-a-vis the public inasmuch as it has been proven in many

specific instances that intercity trains, for the most part, are economically un-

feasible and an imposition upon an industry already operating at a rate of

return which would be considered unconscionable in other industries.

I trust, and respectfully request that the deliberations of the Commerce

Committee will result in no change in the existing law which will deprive the

railroads of the forum procedure, and time they now have for proving the

lack of need for and obtaining relief from the necessity of operating at a loss,

specific intercity passenger trains.
With kind regards, I am,

Sincerely yours,
W. N. DERAMUS III, President.

ILLINOIS CENTRAL RAILROAD,
Chicago, Ill., July 10, 1968.

Hon. WARREN G. MAGNUSON,
U.S. Congress, Washington, D.C.

MY DEAR Mn. MAGNUSON : This letter is intended to supplement my telegram of

yesterday, in which I urged that your committees give cautious consideration

to the proposed changes in Section 13a of the Interestate Commerce Act dealing

with train discontinuance legislation.
As I indicated in my telegram, the provisions of Section 13a are not, as is

commonly believed, applicable only to discontinuance cases. They may also be used

as a vehicle for constructive improvements in passenger train service. A perfect

example of this situation is found in a recent Illinois Central case, Finance Docket

No. 25129. Here, by the application of the now flexible provisions of Section

13a (1) , the Illinois Central was able to quickly implement a great improve-

ment in the service provided by Trains 3 and 4, the Mid-American, between

Chicago and Memphis. Upon receiving authority from the Interstate Commerce

Commission to make the change in service as proposed, with one exception

involving stopping at one point, these trains were speeded up greatly by the

elimination of certain little-used intermediate station stops. A full one hour

and 45 minutes was cut from the schedule of Train No. 3, while one hour and

50 minutes was taken from the running time of Train No. 4. Additionally, No. 4

was rescheduled on a convenient daytime schedule, instead of its former over-

night schedule. Of particular importance is the fact that these improvements in

service were placed in effect on June 30, only 49 days after we posted notices to

make them effective.
The rescheduling of Trains 3 and 4 is, of course, a part of the Illinois Central's

"Mini Corridor" concept of operation between Chicago and Carbondale. This

proposal, which to date has only been partially implemented, due to the necessity

of securing regulatory approval from both the Interstate Commerce Commission

and the Illinois Commerce Commission, has been enthusiastically supported by

civic and university officials, including the following:
Mr. John Scouffas, Assistant Dean of Students, University of Illinois,

Champaign, Illinois.
Mr. David Keene, Mayor, City of Carbondale, Illinois.
Mr. Alexander McMillan, Director, Transportation Institute, Southern

Illinois University, Carbondale, Illinois.
Mr. Henry Loeb, Mayor, City of Memphis, Tennessee.

Presently pending before the Interstate Commerce Commission is a proceeding

to reschedule and speed up Trains 9 and 10 between Chicago and Carbondale,
in order to bring their schedules into the overall Mini Corridor concept of service.

Additionally, a similar proceeding is pending before the Illinois Commerce Com-

mission for Trains 25 and 28. It is our hope that the complete Mini Corridor

service will be implemented by the fall of this year; however, changes in Section

13a could well result in serious setbacks for this target date, delaying the imple-

mentation until 1970, if then.
Apart from our Mini Corridor proposal, the present provisions of Section

13a have been of vital importance in permitting the expeditious discontinuance
of a number of trains providing local type service, trains which, prior to their

discontinuance, had been almost totally deserted by the traveling public in
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favor of the automobile. Such trains can be viewed as the cancerous parts of the
total passenger operation. Without the ability to promptly terminate their opera-
tions, these trains, operating with little patronage and revenue to support them,
serve only to incur deficits of such magnitude that the economic viability of the
entire passenger operation, including its profitable parts, is threatened. It would
be tragic if the entire passenger service were destroyed simply because of an
inability to eliminate its cancerous parts, an inability caused by radical changes
in the present provisions of Section 13a.

It is hardly necessary to dwell upon the importance of the benefits that have
inured to the general public as a result of the application of the present pro-
visions of Section 13a. If the railroads had not been able to eliminate the number
of deficit ridden passenger trains that have, to date, been eliminated by use of
Section 13a, the present level of freight rates would have had to be substantially
higher to support such deficits, and the recent increases in freight rates would
have been much greater. However, if there were such a very much higher level
of freight rates, a vast amount of competitive freight traffic would have been
lost to motor carriers and water carriers, carriers which are not in the position
of being required to support huge passenger deficits. But as the vicious cycle
would continue, the remaining freight traffic, not lost to competitive carriers,
would have had to be charged an even higher level of rates to support the fixed
costs of operating the railroads. And then most of this traffic would probably
have been driven away by the then unbearably high rates.
The end result, and I submit that it is not a far-fetched end result if such

events had occurred, is that those railroads with significant passenger operations
would have been forced into bankruptcy.
Such a result did not occur simply because it was possible to eliminate the

deficit ridden trains, through the application of the provisions of Section 13a.
However, if the provisions of this section are changed so that it will no longer
be possible to quickly remove such trains, the above described vicious circle
could well come into operation. This is the case even though the present passenger
deficit may not, in itself, be sufficient to cause such a result. Yet as present trends
of sharply declining revenue and sharply escalating costs continue, and there is
no reason to believe they will not do so, present deficits will climb sharply—
from their already high level—if it is impossible to eliminate trains which
operate at a substantial loss.

Accordingly, I urge that extreme caution be exercised in the revision of Section
13a of the Interstate Commerce Act, lest it become most difficult, if not impossi-
ble, to utilize its provisions for the implementation of changes designed to im-
prove service, as well as to eliminate those cancerous trains whose deficits sap
the economic viability of the passenger operation as well as jeopardize the
economic stability of the railroad system as a whole.

Sincerely yours,
WILLIAM B. JOHNSON, President.

CHICAGO & NORTH WESTERN RAILWAY CO.,
Chicago, Ill., July 26, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.S. Senate, Washington, D.0 .
DEAR SENATOR MAGNUSON : In my letter to you of July 9, 1968, I expressed

North Western's opposition to the proposed revision of Section 13a of the
Interstate Commerce Act to revise procedures and standards for passenger train
discontinuances as contained in the ICC's recommended bill, H.R. 18212. That
revision is now also proposed in S. 3861, and for the reasons stated in my letter
of July 9th, a copy of which is attached, we oppose S. 3861.

Particularly objectionable are the special standards for discontinuance of last
trains during a two year period. Unless Congress sees fit to subsidize the losses
on last trains which might otherwise be discontinued, there will be an excessive
burden placed on the railroads in continuing unnecessary service.
I respectfully urge that S. 3861 be amended to exclude any provisions as to

last trains.
North Western stands willing, of course, to participate fully in any study of

the passenger problem conducted by the Department of Transportation as
proposed in S. 3861. However, we see no useful purpose in revising the existing
train discontinuance standards or procedures.

Sincerely yours,
BEN W. HEINEMAN, Chairman.
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CHICAGO & NORTH WESTERN RAILWAY CO.,
Chicago, Ill., July 9, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Committee on Commerce,
U.S. Senate, Washington, D.C.
DEAR SENATOR MAGNUSON : I would like to take the opportunity to express

this Company's opposition to S. 1175, S.J. Res. 52, S. Con. Res. 25, and to
H.R. 18212, which are various proposed revisions of Section 13a of the Interstate
Commerce Act dealing with train discontinuances. We are opposed to what are
unnecessarily drastic revisions of the train discontinuance statute because such
legislation would inevitably result in a severe imposition of continued very large
losses in operating relatively unused passenger services.

Section 13a has remained unchanged since its passage in 1958 and has been
effective in alleviating serious burdens in providing passenger service between
intercity markets. In the case of North Western we experienced intercity pas-
senger deficits from 1958 through 1967 as included in the passenger deficits re-
ported to the I.C.C. in our annual Report Form A as follow:

1958  $14,728,000
1959  13,860,000
1960  10,926,000
1961  8,282,000
1962  6,712,000
1963  6,053,000
1964  4,482,000
1965 4,138,000
1966  4,032,000
1967  4,841,000

Total  78,054,000

We had made steady progress in reducing the intercity passenger deficit from
1958 to 1966 despite large increases in operating costs and a continuing decline
in passenger revenue. The reduction has been almost entirely through removal
of intercity passenger trains under Section 13a. If the huge deficit level of 1958
had continued from 1958 through 1967, we would have experienced a cumulative
intercity passenger deficit of $147,280,000 instead of $78,054,000. In fact, the
cumulative deficits would have been much, much greater than $147 million due
to increased operating costs which would have been applicable to the trains
which were removed and due to a probable severe decline in revenue on the
trains had they been operated.

North Western's intercity passenger deficits have been a significant factor
in causing a meager rate of return and inadequate or nonexistent net railway
operating income. From 1962 through 1967 North Western had the following rates
of return and net railway operating income:

Rate of return Net railway oper-
(percent) ating income

Year:
1962 ($291,662)
1963 2.2 11, 349, 938
1964 2. 1 10,657, 636
1965 2.6 13, 534, 090
1966 2.6 13, 807, 615
1967 (9, 856, 408)

The losses from intercity passenger service are still with us, however, and they
are increasing. From 1966 to 1967 North Western's intercity passenger deficit in-
creased by $809,000 due primarily to increased operating costs including large in-
creases in wages and fringe benefits.

Confronted with an increasing intercity passenger deficit, North Western in an
effort to preserve as much intercity passenger service as possible will raise its
intercity passenger fares by 25% on July 10, 1968, and is seeking to curtail por-
tions of loss-producing service north of Green Bay, Wisconsin.
The intercity passenger losses are very real indeed. The 1967 loss of $4,841,000

almost equaled our net railway operating deficit from all other operations. While
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the passenger deficit reported to the I.C.C. is on a fully distributed basis, the
direct out-of-pocket above-the-rail losses have been unduly burdensome as well.
For example, the direct loss from intercity passenger service in 1967 was over
$1,992,000.

Continued losses from intercity passenger service put an unwarranted strain
upon our ability to provide essential freight service to freight shippers. We can-
not proceed with modernization of the railroad plant and purchase of needed
equipment as rapidly as required when faced with the drain of large passenger
deficits. For example, the 1967 direct losses of over $1,992,000 if eliminated would
have provided savings for purchase of 133 boxcars for freight service in one
year alone. Revision of Section 13a as contained in S. 1175, S.J. Res. 52, S. Con.
Res. 25, and H.R. 18212 will impede modernization of freight service to the detri-
ment of the public.

Section 13a has prevented the collapse of several railroads from the sheer eco-
nomic waste of unneeded passenger service. The serious economic plight of the
railroads in 1958 has not improved markedly by 1968. In terms of a revival of pas-
senger rider volume on intercity passenger trains, the prospects are as dim as in
1958 except perhaps in the North East corridor where the costly high speed pas-
senger service experiment remains untested.
The purport of S. 1175 combined with S.J. Res. 52 and S. Con. Res. 25 and of

H.R. 18212 appears to be to preserve passenger service by lengthening procedures,
imposing a moratorium, or imposing special standards until Congress or some
government agency can yet again study the problem and recommend some form
of relief. A great burden would be placed on the railroads during the study period
of one year and sixty days under S. 1175 combined with S.J. Res. 52 and S. Con.
Res. 25 through imposition of a moratorium on train discontinuances. A similarly
excessive burden would be placed upon the railroads during a study period of at
least two years under H.R. 18212 through imposition of special standards as to
discontinuance of last trains between interstate points.
There is no useful purpose in imposing a moratorium on discontinuances for

any period of time. If a discontinuance is warranted, the carrier should be per-
mitted to effect the savings from discontinuance without delay. The railroads
simply cannot afford the continuing losses which will mount if a moratorium
occurs. Nor can the railroads afford the continuing losses which would occur if
the I.C.C.'s recently proposed revision of Section 13a is adopted. That proposal
as introduced in the House in H.R. 18212 imposes special standards for two years
for discontinuance of last trains.

Last trains are particularly costly to operate since many direct costs are related
only to the operation of the last train which would be spread among several
trains if operated between the same points. This is quite apparent in the case
of terminal costs. The costs per mile operated of last trains are normally much
higher than other trains and the savings to be afforded by discontinuance are
usually greater. The burden of operating last trains can be unusually severe.
The special standards proposed by the I.C.C. in H.R. 18212 to be applied

to last trains are unwarranted in that they ignore the financial burden of oper-
ating such trains except in the case of a failing carrier close to or in bankruptcy.
Under Section 13a as now in effect there is a proper balancing of the factors
of public convenience and necessity and the financial burden of continued opera-
tion of the trains. Under the I.C.C.'s proposal, the balancing of factors would be
eliminated and, in effect, the sole test would be public convenience and necessity.

• This elusive standard as normally applied would result in the required continued
operation of last trains in almost every case where some members of the public
testified that they needed the service. The last train would probably have to be
continued for two years despite any showing of large out-of-pocket losses.
As a practical example, I would point to a case we now have before the

Public Service Commission of Wisconsin involving discontinuance of last trains
seasonally between Green Bay and Ashland, Wisconsin. We have proposed to
discontinue these trains from Labor Day to Memorial Day each year and have
arranged for a substitute bus service to be operated by a local bus carrier. The
trains operate at an out-of-pocket loss of $240,000 during the period they are
proposed to be discontinued and carry an average daily load of passengers of
less than 40. If this case were before the I.C.C. under the proposed special
standards for last trains contained in H.R. 18212, any proof of a $240,000 loss
would not be considered and a showing of 40 riders per day could easily be
interpreted as a public need for service by rail even though bus service would
be more than adequate. In effect, we could be required to continue the service
for two consecutive years while we await the solution, if any, to be provided
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by a special study—all at cumulative losses during the period of over $480,000.
H.R. 18212 is particularly unfair in changing the standards in the middle of

proceedings already in progress before the I.C.C. under Section 13a or before
State regulatory agencies under State statutes. At a minimum H.R. 18212
should provide that proceedings already commenced before the I.C.C. or any
state regulatory agency should be permitted to be completed. Again I would
turn to our example of the case we now have before the Public Service Com-
mission of Wisconsin on our Green Bay-Ashland service. This case originated
in June, 1968 (with a proposal to discontinue the trains involved after Labor
Day, 1)68. The matter is now set for hearing in late July and we anticipate a
ruling on the discontinuance by Labor Day. We have taken this case to the
Wisconsin Commission even though an interstate train is involved between
Chicago, Illinois, and Ashland, Wisconsin, because the service problem in-
volved is peculiarly a local one of the need for service in part of Wisconsin and
the lack of a need for service in another part. Under H.R. 18212, this case would
be superseded entirely, and we would have to Start all over again with an
entirely new proceeding under protracted time periods before the I.C.C. in-
volving notices, hearings, reconsideration, etc., which could delay the case by
one year beyond the date in September, 1968, when the case may be decided by
the Public Service Commission of Wisconsin. Delay in this matter would be
completely unjustified. We submit, therefore, that any revision of Section 13a
should not supersede any state law and at a minimum should not supersede any
state law already invoked by a carrier.
In the event Section 13a is amended to provide for the I.C.C.'s proposed special

standards for last trains, I can foresee an immediate reaction by passenger rail-
roads to discontinue other trains which are not last trains which they otherwise
would not have sought to discontinue. The carriers will have to seek some form of
relief and other trains will quite suddenly become ripe for discontinuance. In the
case of North Western if we are not permitted to remove last trains, we might
very well have to turn to our Chicago-Milwaukee-Green Bay service where six
to ten trains daily are operated. While the losses on those trains might not be as
great as on last trains, they would be factors which could be considered under
Section 13a which could result in a discontinuance. I believe, therefore, that it
would be most unwise for Congress to set special standards for last trains be-
cause it would inevitably result in removal of trains for which there is a greater
public need. Congress would have protected the public right out of more neces-
sary services.
The implicit suggestion in S. 1175, S.J. Res. 52, S. Con. Res. 25 and H.R. 18212

is that intercity passenger service may ultimately be subsidized by the Federal
government after special studies and investigation are completed. In other words,
let's preserve the service, regardless of use by the public, until we determine how
it may be paid for. I do not believe that an uneconomic service should be con-
tinued unless there is a genuinely purposeful need for the service. In the case of
our suburban service in the Chicago area we have converted what was a very
uneconomical service which was needed by the public to get to and from work
into a service which rather remarkably now earns over $2,000,000 per year. This
was done, however, without subsidy by the government, primarily through a
complete modernization of equipment, more efficient operating methods, vigorous
promotion, and a realistic fare structure. I am not suggesting that such methods
will work in the case of intercity passenger service where quite obviously the
market is too limited and has been eroded by automobile and air transportation.
I do not foresee how intercity passenger service in most areas can be operated
without continuing large deficits. And when the time comes for replacement of
existing equipment, most of the service may disappear completely as no prudent
management will be able to make large investments in losing services. For the
time being so long as existing equipment can be used, intercity service may con-
tinue except to the extent it is discontinued where it is an unnecessary burden.

It is clearly in the public interest to remove those lightly patronized passenger
trains not needed by the publicand reduce the deficits so that the railroads may
get about the business they are best able to perform for the public. The savings
to be afforded from discontinuance of unnecessary service are essential to the
continued modernization of the railroad plant and purchase of equipment needed
by freight shippers.
However, if intercity pt.) ssenger service is desired by the public and efficient

management cannot provide the service within its own financial capacity, we can
only turn to government subsidy as the answer. I would, therefore, suggest that
if any proposed revision of Section 13a is seriously designed to preserve service

•

1
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until a complete examination of the service needs are made, there should be animmediate subsidy from the Federal government of 90% of the savings whichmight otherwise be afforded by discontinuance of a train. If Congress desires topreserve passenger service, for example, no matter how much it is used by thepublic, then Congress should provide for the alleviation of the major part of thecost of providing such service. I do not believe it is useful to preserve all of theremaining intercity passenger service, but if this is a public policy which appearsto be desired, then it should be paid for immediately as a public expense. I see nomaterial justification for continued imposition of the burden upon the railroads.I suspect that Congress would not find it to be justified as a burden upon thepublic either in most instances.
In summary, we are opposed to any revision of Section 13a which involves alengthening of procedures before the which involves a moratorium on dis-

continuances, or which involves special standards as to last trains and super-
session of State authority over cases already in progress. Finally, if Congressao determines that a preservation of the existing level of passenger service is re-
quired, and we certainly do not believe it is, then a form of subsidy should be
provided to a carrier equal to 90% of the savings which might otherwise be
afforded if the carrier were to discontinue a train or trains pursuant to Section
13a as presently written.

Sincerely,
BEN W. HEINEMAN, Chairman.

SOUTHERN PACIFIC CO.,
San Francisco, Calif., July 5, 1968.

Hon. WARREN G. MAGNUSON,
Chairman, Senate Committee on Commerce,
Hon. HARLEY 0. STAGGERS,
Chairman, House Committee on Interstate and Foreign Commerce,
Washington, D.C.
GENTLEMEN: Upon careful analysis, Southern Pacific Company is strongly

opposed to any of the proposed changes to the present provisions of Section
13a (1) of the Interstate Commerce Act. As enacted in 1958, this statute has been
and is fair and equitable to not only the rail carriers but also railway labor and
other members of the interested public. These provisions have permitted the dis-
continuance of passenger trains only when the Interstate Commerce Commission
has satisfied itself that there is no public need for these trains and that their con-
tinued operation results in out-of-pocket losses. The law has not permitted whole-
sale abandonment, as is evidenced by the substantial number of I.C.C. decisions
denying proposals to discontinue passenger-train service.
Any of the proposed changes in the law would in effect require the freight ship-

pers of this, and other railroads, to subsidize the waste of maintaining a pas-
senger service which the traveling public has in most instances abandoned.

So far as Southern Pacific Company is concerned, our passenger deficit in
1967 aggregated almost $20 million. I submit that no privately-owned company,
even in the public utility field, should be asked to absorb such a deficit, which
represents some 27 per cent of its earnings from freight service.

Very truly yours,
B. F. BIAGGINI, President.

CHICAGO, MILWAUKEE, ST. PAUL &
PACIFIC RAILROAD CO.,
Chicago, Iii., July 5, 1968.

Hon. WARREN G. MAGNUSON,
Senate Office Building,
Washington, D.C.
MY DEAR SENATOR: I am opposed to the pending so-called Train-off Legisla-

tion, which will come up for consideration in your Committee soon.
I feel that the Railroad Industry as a whole has been acting with restraint

in discontinuing its passenger service under the existing law. I am not aware
of any change in circumstances which make it necessary to place more restrictive
conditions on the railroads in their attempt to rid themselves of unprofitable
passenger service.
The present law permits the handling of each case on its merits. The proposedlaw, which would include a general moratorium, could and undoubtedly would,
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