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PREFACE 

In the analyses submitted herewith we have endeav
ored to marshal in a ~ystematic manner the essential in
formation with reference to the various subjects covered, 
and "to relate the whole discussion. to the issues involved 
in stabilizing and reorganizing American transportation. 
In the four months at our disposal we could not cover in 
detail every phase of the broad problem before us, nor 
have we been able to give adequate attention to literary 
form. Numerous topics pertaining to highly technical 
questions and of interest to particular groups have been 
omitted as falling outside the primary purpose of our in
quiries. 

In the conduct of the investigation I have had the col
laboration of a number of the regular staff of the Brook
ings Institution and of sever:i1 other specialists recruited 
for particular phases of the problem. Charles O. Hardy, 
Adah L. Lee, and Fred W. Powell have acted as a col
laborating committee sharing responsibility in the prepa
ration of the report as a whole. Dr. Hardy has contrib
uted Part III and mu!\t;.of Chapters II and III; Dr. 
Powell is primarily responsible for Part IX and Chapter 
X; Miss Lee has collaborated with me in Part V. Dr. 
Isador Lubin is the author of Chapter IX; Dr. Benjamin 
P. Whitaker of Chapt~r XI; Charles L. Dearing of 
Chapters XXIV, XXV, and XXVI; and Paul T. David 
of Chapter XXXI. Dr. Frieda Baird, Sheldon B. Akers, 
Edwin A. Lamke, and Ralph P. Ward, of the Institution 
staff, served as statistical assistants. 

Chapter VII was contributed by Dr. Ralph L. Dewey, 
of Ohio State Unive~ity; Chapter VIII by Dr. Wilfred 

v 
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Eldred, transportation specialist; Chapters XXXIV and 
XXXV by Charles W. Eliot, zd, Director of Planning, 
National Capital Park and Planning Commission; Chap
ter XXIX and a part of Chapter XXXIII by Ralph J. 
Fogg, consulting engineer; Chapter XXX by Lloyd C. 
Hoeltzel, United States Department of Commerce; and 
Chapter XXVIII by Porter R. Taylor, formerly Direc
tor, Bureau of Markets, Pennsylvania Department of 
Agriculture. Dr. Susumu Kobe, of the University of 
Michigan, contributed Chapters IV, V, and VI, and as
sisted in connection with a number of other chapters. 

The undersigned has contributed the chapters not 
otherwise designated and he accepts responsibility for the 
entire analysis. 

We have received innumerable suggestions and a 
large number of special memoranda from persons and 
organizations interested in transportation, for all of 
which we are very grateful. We are especially indebted 
to the Interstate Commerce Commission for its generous 
aid in the assembling of statistical information. 

Washington, D.C., 
February, 1933. 

H.\ROLD G. MOULTON 
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REPORT OF THE NATIONAL 
TRANSPORTATION COMMITTEE 

INTRODUCTORY 

Herewith are presented: 

A. The Conclusions of the National Transportation 
Committee. 

B. The Report of the Committee. 

C. Supplemental report by former Governor Alfred. 
E. Smith who prefaces it, "While I am in sub
stantial agreement with the greater part of the 
Committee Report, this supplementary memo
randum states my conclusions in my own lan
guage, placing the emphasis where I think it be
longs." 

D. Special studies by the research staff to be pub
lished shortly by the Brookings Institution, 
Washington, D.C. ' 

The Committee associated itself at the request of 
certain Business Associations, Savings Banks, Insurance 
Compani~, and fiduciary and philanthropic institutions 
interested' in railroad securities (see Appendix) i!l re
sponse to an invitation in essential part a£ fpllows: 

"We, the undersigned organizations, representing 
many of the interests concerned, believe that there is 
no more important present task than a thor~ugh'and 
satisfactory solution of the railroad problem, as an 
integral but the most urgent part of the entire trans
portation problem. We beg that you 'examine all 

xv 
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phases of the proble!p. and recommend a solution 
~':, which, with due regard for the public interest, will' 
T' ~ al! o~nity'~_railroadsAtli.i~_co':1..ij= 

try to bc:.Jlut O_fl a busIl~~s ~asis, so that neither now 
'f nOrTilthe future will they J:Qustitute a N~s~..nLthreat 

'0" I to the\ny~ted savings of OUl:,c;!tizens, to loss of em
p~~e-eat'ner~ to1li';;Sighi1ity 
of the insurance-companies an(:Lsallings banks.>- ;lnd 
so that the present burdeno~ the Federal treasury 
and the American taxpayer may ~n--afair' measure 
re-rfioveiP.'- -

'----------The Committee met and organized on October 7, 
1932. It was composed of Calvin Coolidge, Chairman, 
Bernard M. Baruch, Vice-Chairman, former Governor 
Alfred E. Smith, Alexander Legge and Clark Howell. 
John W. Power acted as secretary. The Committee 
selected Dr. Harold G. Moulton, of the Brookings In
stitution, to organize a research staff. 

Just as the Committee's work was nearing a close, it 
lost the distinguished director of its deliberations who 
was giving his great talents unsparingly to this work. 
The report had not taken form at the time of his death, 
but the Committee has tried to carry on in the spirit of 
his leadership. 

The Committee gathered its facts from three sources: 

( I) Open hearings; 

(2) Studies by other investigating bodies, memo
randa, briefs and specific suggestions; 

The work of Dr. Moulton and the staff. - . 
This mass of material is too voluminous and varied 

to publish in full, but the work undertaken by the re-
xvi 
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search staff 'will be published shortly by the Brookings c 

Institution. Dr. Moulton's conclusions are his own. 
The transport pro~m has been With man since the 

f!.rst rude tra:ils of pre-histo1)& It!as shaped the destiny 
of humanity. The closing of the caravan routes to the 
trast I!!9i{:S dis~ America HistQ!:ilsfuif-;;r;r~ 
lar conseq~ust now, largely due to the recent 
raptclCreVelopment of new forms of transportation, the 
railroad problem is acute in nearly all important coun
tries, including our own. Commissions more or less simi
lar to this Committee have been at work in England, 
Canada and the Argentine Republic and we have con
s!dered their reports and analyses. There are railroad 
commissions in nearly every one of our forty-eight 
States and similar bodies in many other countries. 
These, the Interstate Commerce Commission and the 
very able Congressional Committees on these subjects 
have all been devoting themselves to the problems cre
ated by these rapid shifts. Much of this work and a great 
mass of other data have been assembled and given care
ful study by the Committee. The problem is very com
plex and while the Committee is in substantial agree
ment as to conclusions, it is too much to expect that four 
men of independent mental processes would all arrive 
at decisioRs by identical paths, or with equal emphasis 
on various factors. 

A •. CONCLUSIONS, OF THE COMMITTEE 

1. The tailroad system must be preserved. Changed 
conditions re~ new policies but n~QMdomru:~ 
ra!lro~atI9n:~!ne·developme~J~fr!ion.a.nd 
o~w methods of tran!port maKe it l!!lIle_c~sary for 
GovernmentruftliertO create and fos~petition 
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w~th or~!Il~JE~~c1S au_cl!!1.~n~e agai~opoly. 
That is an expensIve and ineffective attempt to do in
directly what Government has shown its ability to do 
directly. Regulation is sufficient. Governmel)t' policies 
shouldJletr;~any purposepei.th~_ ~- to 
hali~l!~ny form of transportation ~i~hJelation to any 
o~Ol'm. We ~tsolve th_e,problem.on the theory 
upon ,.wb..i.clL.h!lrses are l!.a"I'!g.jg.ppcdin .... 1L.rac-=_In :J:.fair 
fie!!L:l!luQ.l.avor compet~tio1'! shQ.uld.be.pertpitted to 
decide. the· result . .;.Regulation ~houl~3.t~~pt to 
"run the business" of transportation. It..mould concen
trate o~~i1!ig .. -tEe putiIlc a~ins!:aiscximi11lltion and 
ext()rtion and..on.reqUiring t1le most efficient seryice at 
~he lowest competitive,cost. -------, . 

(r) Parallel lines and. systl(ms are wasteful imd un
~cessary.--Regional consolidations should be 
h_astened .and; wherenecessary, enforced, look
ing eventually to a single National system with 
regionai'divlSiiLnf a'!.c1 the elimination of all ex
cess and-o!lsolete lines and equipment. Neither 
holding companies nor l!~Y 'other device should 
be pertp.jtteotohinder..consoliclatlon'orevade the 
l~i:er_ Q.t.thCL,spirit of regulatory Jaw. 

Unprofitable railroad services should be re
placed by cheaper alternative transport· meth
ods. 

(3) Railroads should be permitted to own and op
erate competing services, including water lines, 
but regulatory jurisdiction should be extended 
to water rates and practices in ~tal, inter
coastal and lake shipping to relieve commerce 
of present chaotic conditions. Congress should 
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promptly clarify its intention on the long-and
short-haul clause of the Transportation Act. 

(4) Government assumption of all or part of the 
costs of inefficient competing transport as a de
fense against monopoly is no longer warranted 
and 'should be abandoned.. As a general prin
ciple inland waterways should bear all costs of 
amortization, interest, maintenance and opera
tion of the facilities for their navigation. If they 
cannot bear such charges and compete with other 
forms of transport, they should be abandoned. 
The St. Lawrence Waterway should be tested' 
by this rule of self-support and if it fails in that 
test the pending treaty with Canada should not 
be ratified. Governmental commercial opera
tion of the actual facilities of transportation, 
such as barge-lines, should not be continued. 

(5) Automotive transportation should be put under 
. such regulation as is necessary for public pro
tection. It should bear its fair burden of tax but 
only on a basis of compensation for public ex
penditure on its behalf, plus its share of the gen
eral tax load. Neither tax nor regulation should 
be applied for any purpose of handicapping the 
rrutrch of progress for the benefit of the rail
roads. 

(6) Wages and working conditions of labor in tranS- • 
portation are determinable by established pro
cedure in another forum and are not within the 
scope of this inquiry. There should be noheav
ier burdens on the railroads in employin~ labor 
to operate automobiles than on their' competi~ 
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(8) 

tors. In the railroads (as in other industries) 
rates, capitalization, salaries and wages must all 
follow changing economic conditions, but none 
should be sacrificed for the benefit of others. 

Beacons, weather service and similar .auxiliaries 
to-alr-fiafficshould be -~~i~tatiied ;t 'public ex
'pense;aiia air trillisport' shou!aoeencouraged 
diiring-its'de,,~lopment stage but we believe that 
everysuch service should ultlrruifely pay its 0\Vn 
way. -, 
The Committee has no recommendations to make 
on pipe lines. 

II. The policy of trying to appraise railroad prop
erties on some selected basis of valuation and then say
ling that they are entitled to earn a fair return on this 
appraisal should be reconsidered. Where competition 
with trucks and other methods exists, it will determine 
rates. In other cases rates must be regulated, but the 
basis of costs of operation under efficient management 
is a better general guide than any attempt to preserve 
capital structures regardless of economic trends. We see 
no reason why the rate-l]!aking rule should not ~.m 
pl;;'in English that railroads~~~~:
sonable profit based upon .. 91lits-o£.dfu:.i.ent operation all<i 
thattli.ey are not entitled to earnings merely to pre
se~~e!~'p"itali,~~'-

III. The railroads should do much that they have 
not done to improve ,their condition without any Gov
ernment help at all. They should promp~!:,{ be freed of 
all unnecessary restrictions on the doing of it. It has been 
estimated that less than a. 20 per cent increase in traffic 
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would put most of them on an earning basis. In view ot 
the narrowness of this margin of loss and of the very 
great savings possible'in railroad operation, we regard 
their outlook as far from hopeless. 

(a) Railroads should adopt the competing methods 
of which they complain. 

(b) Railroads should co-operate to reduce competitive 
expense. 

(I) Unnecessary services should be abandoned. 

(2) Metropolitan terminals should be consoli-
dated and unnecessary facilities scrapped. 

(3) Circuitous haulage should be eliminated. 

(c) Financial management should be improved. 

(d) Transport methods and equipment should be 
brought up-to-date. 

(e) In view of what could be done by better man
agement, the general outlook seems far from 
hopeless. 

IV. Regulatory jurisdiction should be extended to the 
whole National transportation system but applied only 
to the extCfnt necessary for public protection. The exist
ing regulatory mechanism of the Interstate Commerce 
Commission is inadequate and should be improved by 
reorganization without expansion or increased expense. 

V. Emergency Recommendations. 

(I) Corporate reorganization can and should be 
facilitated by revision of the bankruptcy pro
cedure. 
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(2) The recapture claus; should be repealed re-
. troactively: . 

(3) The statutory ruie ofrat~~making should be 
revised. • 

(4-) "Adequate security" does not necessarily 
mean "marketable collateral." 

B. THE REPORT 

I. The railroad system must be preserved. Changed 
conditions require new policies but not abandonment of 
ra~lroad regulation. The development of regulation and. of 
new methods of transport make it unnecessary for Gov
ernment further to create and. foster competition with or 
among railroads as a defense against monopoly. That. is 
an expensive and ineffective attempt to do indirectly what 
the Government has shown its ability to do directly. Regu
lation is sufficient. Government policies should be' freed 
of any purpose either to favor or to handicap any form of 
transportation with relation to Olny other form. We cannot 
solve the problem on the theory upon which horses are 
handicapped in a race. In a fair field and no favor competi
tion should be permitted to decide the result. Regulation 
should not attempt to "run the business" of transporta
tion. It should concentrate on protecting the public 
against discrimination and extortion and on requiring the 
most efficient service at the lowest competitive cost. . 

At the foundation of our system of communication 
i~~oad~f~~most iffip;;rtan~~inglee.I~: 
m,ent m our SOCial and econom~fs'rapid-extenslOn 
enabled us to cover thegreater naoltabIepart of a con- . 
t~veform-of liberal lioyernment of
liS ,000,000 .people united in a common fanguage, pur
pose and ideal and to maintain National solidarity 
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through periods of stress. Both security and material 
welfare are involved in its cilntlnl!e.d.eilicie;lf c;:xi~ 
~blic interest is OeeP.e.t-t:h-:l,I1. ~iIiveStment.2!:..ill. 
need of good service. We are addre~ing arn~tter of / 
National concern of the-first magnitude. The railroad' 
system must be contJnu and its e Clency p~ 
cause of National necessity-economic, social- and de-
fensive. -

(a) Governmental fos~lIg. or!I/Petltlon is 
Tanger necessary as a defense ag.4W ona ~ 

Above all other enterprises, railroads are, therefore, 
"affected with a public interest" _ and, under an ancient 
dOCtrine of our law, peculiarly subject to Government 
regwation. In earlier development, the railroad fran
chise created an effective and complete monopoly against 
which industJ;iaL and social segments had no defense. 
Rigorous governmental control was· mevitable. It took 
two forms: first, an effort to foster competition among 
different raHroads and to create and maintain, by Fed
eral financial aid, other forms of competing transporta
tion such as waterways; seco~ an intense regulatory 
control of the railroads themselves. The latter has been 
practiced long enough and sufficiently extended to pro\'e 
that it dominates competition or imy other influence as 
the government law of railroad practice. To the extent 
that the monopoly inherent in the railroad franchise was 
a menace, it is of the utmost importance to recognize 
that current railroad regulation safely controls it. Other 
safeguards have appeared. With increasing effect, new 
methods of transport are invading customary fields of 
railroad patronage. On a basis of economic efficiency, in
dependent of Government aid, pipe lines, motor trans-
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port and airways are all making bids for business which 
the railroads can retain only by offering equivalent serv
ice at competitive rates. In these areas of competition, 
there is no longer complete monopoly. These two devel
opment&-perfection of regulation and appearance of 
competing methods--have created a new principle, viz: 

Insofar as government policies have been designed, 
by Federal intervention, to create and maintain com
petition with or among railroads as a defense against 
monopoly, they should be abandoned as wasteful and 
unnecessary. Regulation is sufficient. 

(b) Regulation should provide a fair field and no 
favor. 

The railroads complain that they are shackled by 
regulation while their competitors are free and unduly 
advantaged by various forms of discrimination in their 
favor. To the extent that this is true, it is unfair. But 
it must be equally clear that, notwithstanding the deep 
public interest in our railroads, the Government cannot 
stand in the way of progress. Certain regulation of com
petitive methods is necessary. They cannot be permitted 
to escape their just tax burdens. They ought not 'to be 
artificially advantaged by subsidy or otherwise. But 
regulation of them must arise from its own necessity, 
and burdens upon them must derive from justice. The 
Government cannot, for the sake of the railroads, in
vent and apply to their competitors either regulation or 
burden on the theory upon which horses are handicapped 
in a race. A similar principle applies to -Glilroads, and 
to the extent that they are handicapped by burdens for 
which the reason is obsolete or non-existent, Government 
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has a positive duty to remove them. The guiding rule of 
the whole matter seems to us quite clear: 

With the danger of railroad monopoly· going or 
gone and (whether going or gone) completely co".. 
trolled by regulation, GO'IJernmmt has a positive duty 
to see to ;t that neither the railroads nor their com
petitors .e either unduly handicapped or unduly ad
'Vtmtaged. Thereafter, in a fa;" field and no flS'fJor, eco
nomic competition must decide the qutCstion of sur
'Viva! under private ownership and operation. 

( c) Regulation should not be abandoned. It should 
be put on the simple basis of public protection. . 

There is respectable opinion that the development of 
effective competitive methods argues for the abandon
ment of all railroad regulation. The Committee cannot 
concur. Competition of paralld methods is as yet lim
ited and localized and, while it is a powerful and grow
ing force against monopoly, it does not rdieve the neces
sity for railroad regulation and, because of other aspects 
of public interest and dependence already mentioned, 
in our opinion, it never will. On the contrary, we regard 
regulation as necessary in the interest of both the rail
roads and the public and we think that it should be ex
tended to other forms of transportation. 

But, for reasons stated hereinafter, more care must 
be taken to maintain managerial initiative. Regulation, 
whether of railroads or other forms should not attempt 
to "run the business" of transportation. It should con
centrate on protecting the public against discrimination, 
extortion and other abuses of monopoly and on insuring 
the most efficient service at the lowest competitive cost. 
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If these conclusions on general principles are correct, 
several changes in policy flow inevitably therefrom, viz: 

(1) Parallel J.ii,.es and systems are wasteful and un
necessary. Regional consolidations should be has
tened and, where necessary, enforced, looking 
eventually to a single National system with re
gional divisions and the elimination of all excess 
and obsolete lines and equipment. Neither holding 
companies nor any other device should be permitted 
to hinder consolidation or evade the letter or the 
spirit of regulatory law. 

The policy of maintaining parallel and competing 
lines or systems on the theory that thus extortionate rates 
and discrimination may be restrained is wasteful and, of 
course, untenable under a system which controls rates 
and practices to the ultimate. 

Duplication and unnecessary overheads, facilities and 
services, inherent in the present multiplicity of railroads, 
are very expensive and consolidations should be has
tened. In plans for this, consideration should be given to 
creating a single efficient system (rather than competing 
systems) for each natural trade area, even to the ultimate 
extent of a single National network with regional divi
sions. It has been estimated by good authority that sev
eral hundred million dollars, or enough to pay interest 
on a large part of the outstanding railroad bonds, can 
be saved. Consolidation is so vital to the public welfare 
that, unless it is voluntarily accomplished within a rea
sonable time, the Government should compel it. Neither 
holding companies nor any other device sLould be per
mitted to hinder consolidation or to evade the letter or 
spirit of regulatory laws. 
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(2) Unprofitable railroad services should be replaced by 
cheaper alternative transport methods. 

In view of the rapid development of automotive and 
other transport, there is no justification for maintenance 
by railroads of losing services and lines, and there de
volves upon regulatory bodies and controlling interests 
something more than a negative duty to hasten their 
replacement by alternative methods, such as motor trans
port, which can render adequate service on a profitable 
basis in cases where rail transportation can operate only 
at a loss. 

(3) Railroads should be permitted to own and operate 
competing services, including water lines, but regu
latory jurisdiction should be extended to water 
rates and practices in coastal, inter-coastal and lake 
shipping to relieve commerce of present chaotic 
conditions. Congress should promptly clarify its in
tention on the long-and-short-haul clause of the 
Transportation Act: 

Restrictions on the ownership by railroads of water
borne, automotive or other competing services seems 
anomalous in a regime which has demonstrated its effec
tive control of both rates and practices. 

There are certain competitive situations where rail
road rates between two ports are fixed by regulation and 
unregulated water rates are in chaos. This is disturbing 
to commerce and unfair to railroads. For this and other 
reasons, we believe that the jurisdiction of the regulat
ing body should be extended to cover inter-coastal, 
coastal and lake commerce. We do not mean to recom
mend that water rates, based on actual lower costs, 
should be regulated upward to equalize traffic in favor 
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of railroads. But we do believe that, in such a situation, 
some stabilizing influence should be applied in the inter
est of commerce generally as well as in fairness to rail
roads. 

The law prohibits a railroad from charging less for 
a longer than for a shorter haul, over the same line, in 
the same rurectiort, the shorter being included in the 
longer, but permits the Interstate Commerce. Commis
sion a discretion to relieve this restriction. 

The law is not altogether clear and the Commission's 
interpretation and decisions have been the subject of 
long and persistent controversy. Grave consequences 
affecting wide economic areas are involved and the situa
tion requires prompt clarification. Two pending sugges
tions by the Interstate Commerce Commission and one 
by the House Committee might contribute thereto. If 
jurisdiction of the Commission be extended to include 
inter-coastal commerce, or if a new rule of rate-making 
be adopted, the problem would be simplified. But if 
neither of these things is done, it is important that Con
gress act at once to declare its intention on this important 
application of the so-called "long-and-short-haul" con
troversy. 

(4) Government assumption of all or part of the costs 
of inefficient competing transport as a defense 
against monopoly is no longer· warranted and 
should be abandoned. As a general principle inland 
waterways should bear all costs of amortization, 
interest, maintenance and operation of the facilities 
for their navigation. If they cannot bear such 
charges and compete with other fom3 of transport, 
they should be abandoned. The St. Lawrence. 
Waterway should be tested by this rule of self-
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support and if it fails in that test the pending treaty 
with Canaaa should not be ratified. Governmental 
commercial operation of the actual facilities of 
transportation, such as barge-lines, should not be 
continued. 

Creation and maintenance, by .Government, of com
peting methods of transport, where the result is not (as 
in the Panama Canal) to provide more efficient service 
at lower cost, but only (as in some inland waterways) 
to maintain at the taxpayers' expense, more costly and 
less efficient service can no longer be justified as a defense 
against monopoly. 

This Government has long been committed to the im
provement and maintenance of shipways and of at least 
the outer harbors of ports accessible to great naturally 
navigable waterways. This involves expense, defrayed 
by taxation of the whole Nation, but applied at particu
lar points, in the development of the instrumentalities 
of interstate and international commerce. To an extent, 
these waterways are the railroads' competitors and, a~ 
far as they go, these expenditures favor them. But in 
respect of accessories to naturally navigable waterways, 
such as ocean harbors and their approaches and the har
bors and channels of the Great Lakes, this is a recog
nized function ·of government the world over, for naval 
as well :jS commercial purposes, and the railroads may 
be presumed to have been located, financed, and con
structed with this in view. We have not heard it decried 
as an unjust handicap and with these remarks it passes 
from our consideration. 

But, with inland waterways in general, the case is 
otherwise. For the sake of illustration, let us imagine a 
Federally constructed canal between, for example, To
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peka and Oklahoma City-a stark ditch. If that canal 
fairly bore the burdens of its cost of construction and 
operation and yet could furnish transportation at an ad
vantage over rails, nobody could complain, regardless 
of the extent to which it diverted railroad traffic. But if 
such was not the case and the canal could compete only 
if the public paid enough of these charges to undercut 
the cost of rails, it seems too obvious for argument that 
its creation and maintenance would be a direct impair- . 
ment of the railroad system by public subsidy and dis- . 
tinctly inimical to the National interest. 

Exactly the same principle of self-support seems ap
plicable to any natural waterway upon which improve
ment and engineering devices are necessary to provide 
effective navigation. We think it is the very touchstone 
of the whole vexed problem and that every existing or 
projected improvement should be tested by its applica
tion. Any project which fails to answer that test should 
be abandoned, without hesitation, as an unwarranted 
waste of public money. 

(a). The Great Lakes Waterway. 

The connecting channels of the Great Lakes were not 
navigable in the modern sense in their natural state, but 
the Great Lakes Waterway now stands as a fully created, 
implemented and efficient system of navigation which, 
in many respects, falls under the considerations govern
ing Federal improvement of ocean ports, harbors and 
shipways. 

(b) The St. Lawrence SeaWllY. - , 
There are obviously not at present any facilities for 

navigation, by ocean-going vessels, of the restricted wa-
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. terways connecting the Great Lakes with each other and 
: with the sea. The project to create such a shipway to the 
. head of Lake Superior is a major engineering project 

of stupendous magnitude and very great cost. There is 
diversity of opinion as to whether the project is prac
ticable. It is clear from our studies that the peculiar 

--type of Lake bulk-carriers is far more efficient than any 
ocean freighter and from this fact that the area of econ
'omy is restricted practically to savings in cost of trans
.shipment. But our studies also show that, in no reason
able probability, could this minor saving be enough to 
approximate even the carrying charges on this project. 

In conformity with one of the general principles al
ready announced, if this seaway could be shown to be 
the march of progress and if cheaper and more efficient 
transportation can thus be achieved, no barrier should 
be imposed against such a development. But we think: 
that, before ratification of the pending seaway treaty 
with Canada bargaining away valuable American rights, 
this project should be fairly tested on the rule of self
support and, if it fails, the treaty should not be ratified. 

(c) GO'IJernmetJt barge lines. 

Argument for and against Government-operation of 
barge lines was strongly pressed IJefore us. In this case, 

. not only is the waterway itself provi.ded and maintained 
at public expense, but the actual business of transporta
tion thereon is in part financed by Government. The 
claim is made, and in our judgment sustained, that, if 
the methods of accounting used by the Government in 
respect to the Panama Canal were applied, they would 
reveal operating losses which are charged to the tax
payer. We think: that actual Government operation of 
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the facilities of transportation, wholly or partly at public 
expense, is unjust to the vast majority of people, and 
unwarranted by any argument that has come to our at
tention. 

(d) Inland waterways in general. 

We recommend that the Congress give consideration 
to the formulation of a consistent policy on inland water
ways. We think that the test of self-support should be 
applied to every existing or proposed inland waterway. 

Unbearable tax burdens are generally recognized as a 
principal hindrance to economic recovery. Our waterway 
policy for the past few years has averaged a cost of about 
100 millioti dollars annually and tremendous projects 
involving hundreds of millions are being considered. 
Our studies show no commensurate economic benefit 
resulting from much of this spending. In such circum
stances, we think that a large part of this activity should 
be abandoned or at least suspended. It bears heavily on 
the taxpayer as a direct burden and even more heavily 
on the whole community in its contribution to the post
ponement of prosperity. At a time when the very 
stability of our system'depends on the balancing of Fed
eral expenditures with revenue and the sources of 
taxation seem almost dry, we find it difficult to justify 
this wasteful outpouring of hundreds of millions of dol
'lars for results so barren of economic returns. 

(5) Automotive transportation should be put under 
such regulation as is necessary for public protec
tion. It should bear its fair burden of tall: but only 
on a basis of compensation for pul1lic expenditure 
on its behaH. plus its share of the general tall: load. 
Neither tall: nor regulation should be applied for 
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any purpose of handicapping the march of progress 
for the benefit of the railroads. 

The problem of the automobile is very difficult. Its 
roadbed is provided at public expense and it requires 
few, if any, terminal or similar facilities. It need not
as must railroad&-load any part of its cost of operation 
with a charge for this construction and maintenance. It 
can make rates which do not involve charges for depre
ciation and amortization. It can pay whatever scale of 
wages and exact whatever hours of labor it can make 
effective. It can bargain closely and instantly and can 
walk away with business while the railroads are involved 
in a prescribed process before their regulating overseers. 
It is not attached to rails and can furnish swift door-to
door service which railroads as such cannot even approxi
mate. It may be a common canjer, a contract carrier or a 
private operator. It moves intra-state and inter-state and 
may change its character in these matters instantly. It 
need not maintain continuous schedules and service. It 
can pick its business and is prone to take the cream of 
the traffic and leave the rest for the railroads, which must 
receive whatever is tendered. It can be permanently or 
sporadically in business and competition. With these ad
vantages it has made inroads into railroad business and 
the difficulties are only partly suggested by this short 
recitation of complexities. 

The problem thus presented has been regarded as 
serious in every important country and commissions simi
lar to this Committee have been convened in several of 
them. The difficulty is not solely in the amount of ton
nage diverted but resides also in the chaotic rate condi
tions presented to commerce in general and in many new 
necessities for public protection. It has been a matter of 
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primary concern to our Interstate Commerce Commis
sion, to State Commissions everywhere, to the Congress, 
to the highway users themselves; and to all who have 
given great study to the transport problem. 

One thing is certain. Automotive transportation is an 
advance in the march of progress. It is here to stay. We 
cannot invent restrictions for the benefit of railroads. 
We can only apply such regulation and assess such taxes 
as would be necessary if there were no railroads, and 
let the effect be what it may. 

On the question of whether public financing of road
beds operates as a subsidy, there is a vast variety of cir
cumstance. The automobile itself, its fuel, lubricants and 
operations are all heavily taxed. Does the total of these 
assessments -bear its share of the general tax load and 
also sufficiently reimburse the public expenditure on the 
roads it uses? If it does, the circumstance that the charge 
is not comparable in amount to railroad costs of con
struction and maintenance of terminals and roadbeds is 
immaterial. The purpose is not to handicap automotive 
competition, but only to do justice. 

These questions are of mixed State and Federal bear
ing and very difficult of determination. Both taxes and 
regulation on motor transport vary among the States 
and, while it has been strongly urged as the only solu
tion, the Committee believes it impracticable to get uni
formity by any plan for concert of State action. Our 
studies clearly indicate that in some States automotive 
vehicles do not bear their full burden of taxes. We think 
they should pay the carrying charges and cost of main
tenance of the highways they use and also their share of 
the general tax load. The Interstate COmln~rce Commis
sion recommends regulation of inter-state buses and ex-
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tension of their jurisdiction to include inter-state trucks. 
The Committee believes that the situation requires gen
eral Federal jurisdiction of motor transport. It recog
nizes that no such intricacy of regulation as characterizes 
railroad supervision can ever be extended to this field, 
but it is convinced that a broad measure of Federal and 
uniform State control can and should be applied. 

A valuable advance is registered in the recent report 
of the Joint Committee of Railroads and Highway Users 
on the regulation and taxation of highway transportation 
recommending principles governing the subject which 
have been agreed to by these diverse interests. This kind 
of public-spirited cooperation is one of the most hopeful 
aspects of this difficult problem. 

(6) Wages and working conditions of labor in trans
portation are determinable by established proce
dure in another forum and are not within the scope 
of this inquiry. There sbould be no heavier burdens 
on the railroads in employing labor to operate au
tomobiles than on their competitors. In the rail
roads (as in other industries) rates, capitalization, 
salaries and wages must all follow changing eco
nomic conditions, but none sbould be sacrificed for 
the benefit of others. 

It is asserted in behalf of the railroads that certain 
restrictions imposed on them in the mafter of hiring 
labor for truck and bus operation which automotive 
transport escapes, unfairly prejudice the railroads and 
that labor in this competing industry is not properly 
protected. The Committee thinks that the railroads 
should be under no greater restrictions in employing la
bor for automotive operation than are other automotive 
users but it would prefer to see equalization by improv-
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ing conditions in automotive labor rather than by impair
ing conditions of employment in railroads. 

The Committee regards the particular wages and con
ditions of labor generally as beyond the scope of its in
quiry. It merely offers the suggestion that, while Gov
ernments cannot and should not attempt to regulate the 
use by owners of their own automotive property, they 
might, in assessing taxes or issuing licenses, impose con
ditions of employment on vehicles not operated by own
ers. 

The Committee believes that a permanent and uni
versalliquidation and downward adjustment of values 
and incomes of all kinds have occurred in this country 
and that railroad rates, capital structures, salaries and 
wages must all respond to this generally changed con
dition, but that none should be sacrificed for the benefit 
of others. 

A considerable number of obsolete rules governing 
overtime, hours constituting days' work, and restrictions 
on service, survive in the railroad wage structure. The 
Committee does not wish to see labor lose any of its 
hard-won improvement in conditions, but it believes 
that the just substance .of them can be retained without 
adherence to obsolete forms, and that labor is as eager 
as railroads to modernize and simplify the structure of 
wages and working schedules. 

We regret that the labor organizations did not see fit 
to avail themselves of the Committee's invitation to sub
mit their recommendations on the general subjects of 
our investigation. We had hoped to have the benefit 
of their wide knowledge concerning railrM4labor condi
tions and also their views on the best methods of protect
ing labor in railroads from conditions in competing 
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methods and of improving conditions in the latter field. 
It is only fair to call attention to the fact that our mate
rial does not include any presentation by the labor or
ganizations of any facts that might have seemed perti
nent from their point o~ view. 

(7) Beacons, weather service and similar auxiliaries to 
air traffic should be maintained at public expense 
and air transport should be encouraged during its 
development stage but we believe that every such 
service should ultimately pay its own way. 

Air service is diverting some'traffic from railroads and 
threatens greater inroads. Here again the railroads ~re 
confronted with a development of human progress. It 
cannot be handicapped in their behalf. The most that 
they can ask: is that it be not unfairly advantaged and, 
for reasons stated herein, we think: that the real railroad 
remedy against this competition is to enter and help de
velop it. 

Existing American airways are unquestionably subsi
dized at public expense. Various forms of fiying-aids are 
maintained. Mail contracts, paying much more than re
ceipts from air postage, are in effect with a deliberate 
purpose of subsidy and there is no doubt that lower rates 
on all air service are thus made possible at public ex
pense. 

The Committee believes that beacons and fiying-aids 
are like lighthouses and navigation aids at sea and can
not be abandoned or charged for. The railroads were 

. themselves subsidized in their development period. We 
cannot condemn Government aids to the inauguration of 
this valuable service. But, however much subsidy may be 
justified in a development period, we feel that every 
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established transport service should ultimately be self
sustaining, that air service has a definite place, that it 
will inexorably take that place without the continuing 
necessity for the subsidy granted in the early stages of 
development and that the necessity for such aid is even 
now decreasing. It is of the utII/ost importance that such 
aid as is given should be fairly and economically dis
tributed. 

(8) The Committee has no recommendation to make on 
pipe li~es. 

There are projects for a wider use of pipe lines as a 
transportation agency but at present they do not consti
tute a problem. They are not subsidized and they are 
effectively regulated. The subject has been ably and 
exhaustively studied by the House Committee on Com
merce in a. forthcoming report. From our own studies 
we do not recommend further present affirmative action. 

II. The policy of trying to appraise railroad properties 
on some selected basis of valuation and then saying that 
they are entitled to earn a fair return on this appraisal 
should be reconsidered. Where competition with trucks 
and other methods exists, it will determine rates. In other 
cases rates must be regulated but the basis of costs of 
operation under efficient management is a better general 
guide than any attempt to preserve capital structures re
gardless of economic trends. We see no reason why the 
rate-making rule should not say in plain English that rail
roads are entitled to make a reasonable profit based upon 
costs of efficient operation and that they are not entitled 
to earnings merely to preserve present. structures if over
capitalized. 

Notwithstanding social and economic aependence on 
railroads-right or wrong-we have, since the begin
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ning, relied on private initiative for their development 
and financial support. Profit,is the only incentive to pri
vate investment. Unless the railroads are permitted rea
sonable earnings on the cost of efficient operation, there 
is no alternative to Government ownership and complete 
socialiZation of our railroad system. But that does not 
mean that railroads, any more than other industries, are 
entitled to a guarantee of earnings on their investments 
in property: In early periods of railroad development 
and unregulated monopoly, the profit incentive was 
over-emphasized and resulted in unconscionable abuse. 
Extravagant profits, or the hope of them, contributed to 
the rapidity of the extension of the system, but they 
also got a sharp rebuke in certain instances of attempted 
confiscatory rate regulation. The courts intervened with 
an opinion that rate-making must be limited by the right 
to a "fair return" on the value devoted to public serv
ice. Though originally probably intended as a protection 
against confiscation in individual cases, this principle, by 
a process of evolution, became a rule governing ~he gen
erallevel of rates. 

We think this rule should be abandoned. Nobody ever 
thinks of saying that the costs of bricks and mortar in 
an industrial plant should determine what it shall charge 
for its products. If it can keep its costs low enough tei 
earn a profit on what its product is worth to the public 
in competition with other products, then it is worth from 
ten to twenty times what it can earn. If it cannot do that, 
it is as apt to be a liability as an asset. 

In this sense, the present railroad rule puts the cart 
before the horse. It tends to ununiformity of results, per
petuation of debt and of obsol,ete and exaggerated capital 
structure, insufficiency of allowance for obsolescence and 
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depreciation, inadequacy of surplus and reserves, and 
maintenance of unnecessary properties and facilities. The 
results are unjustifiably high rates in some cases and 
low rates in others. It evolved on the theory that, if 
not so restricted., the railroad monopoly would earn in
ordinately. That theory is becoming obsolete. The day 
is not far distant, if, indeed., it has not already arrived, 
when, even if wholly unregulated, some of our rail
roads may have difficulty in earning a "fair return" on 
asset values, no matter by what rules such values are 
defined. These competitive. developments are inexorable. 
The public is entitled to all benefits of the march of 
progress and nothing will prevent that consummation. 
We think that the right principle of rate-making is as 
follows: 

Wherever there is fair economic competition it will 
decide the rate question and it should be permitted to 
do so freely. Where there is no such competition, the 
problem of rate regulation arises, but costs of service 
under efficient operation are a better general guide 
than some arbitrary determination of asset values. 

If, on that basis, a railroad cannot earn enough to sup
port its capital structure, the remedy is not to raise rates. 
It is to revise the structure. And if on no reasonable re
vision can the capital structure be maintained, it is an 
economic misfit. Parts of it that cannot live should be 
abandoned and the rest either set up in a new system or 
consolidated with other groupings. 

Fixed railroad indebtedness is not commonly retired. 
It is refunded. It is a universal rule of financing that 
any debt for purchase of productive faaJjities should be 
amortized during the lives of those facilities out of re-
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turns from their use. Railroads are not exempt from this 
well-established principle and rates should be subject to 
no restriction which contravenes it. A Cause contributing 
to the present crisis is the unwieldy proportion of inter
est-bearing debt in railroad capitalization, much of it 
representing facilities long ago scrapped. We distinctly 
do not believe that past mistakes as represented by pres
ent unwieldy debt structures should be salvaged by in
creased rates. The present debt structure must be revised 
and losses written off. But, as to the future, we do 
think that rate-making should look to the retirement of 
new debt incurred for purchase of productive facilities 
during their lives and out of returns from their use. 

The Interstate Commerce Commission petitions for 
"A simple rule which shall make it clear that, in regulat
ing the general level of rates, we shall always keep in 
mind and be guided by the need for producing, so far 
as possible, revenues which are sufficient for the main
tenance of an adequate National railway transportation 
system and also recognize the principle that the railroads 
may justly earn a surplus in time of prosperity to offset 
deficiencies in time of depression." 

The Interstate and Foreign Commerce Committee of 
the House of Representatives recommends the follow
ing: "In the exercise of its power to prescribe just and 
reasonable rates the Commission shall give due consid
eration, among other factors, to the effect of rates on 
the movement of traffic, to the need, in the public inter
est, of adequate and efficient railway transportation serv
ice at the lowest cost consistent with the furnishing of 
such service; and to the need of revenues sufficient to 
enable the carriers, under honest, economical, and effi
cient management, to provide such service." 
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It will thus be seen that those who have given the 
subject of rate-making the closest attention have aban
doned the theory of making rates on some basis of evalu
ation. It is said that the principles just discussed are im
plicit in both of these suggested rules. If so, we approve 
them, but the Committee sees no reason why a rule for 
rate-making should not say in plain English that rail
roads are entitled to make a reasonable profit on costs 
of efficient operation and that they are not entitled to 
preserve over-capitalized corporate structures. 

III. The railroads should do much that they have not 
done to improve their condition without any Government 
help at all. They should promptly be freed of all unneces
sary restrictions on the .doing of it. It has been estimated 
that less than a 20 per cent increase in traffic would put 
most of them on an earning basis. In view of the narrow
ness of this margin of loss and of the very great savings 
possible in railroad operation, we regard their outlook as 
far from hopeless. 

The effect of protracted depression is to reveal the un
derlying trends of an era. While part of our transport 
difficulties are, like other troubles, no more than reflec
tions of depression, continued traffic stagnation has un-' 
covered organic difficulties. I t by no means follows, how~ 
ever, that this condition was either caused, or can be 
cured by Government. In this time of extreme stress on 
everybody, the public has a right to expect the railroads 
to do what they can for themselves before-they calIon 
the rest of us and we are convinced that there is a great 
deal which the railroads have left undone. It has been 
said by experienced and informed obserVers that-be
cause of enforced reduction in expense--a 20 per cent 
or even a lesser increase in traffic volume would put most 
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of the railroads on an earning basis and that less than 
a 50 per cent increase would restore them to net earning. 
levels of 1929. Passing the question of strict accuracy 
in these broad assertions, the fact is that, here as else
where, there has been such liquidation of the general ex
travagance of the 1929 delusion, that a very moderate 
movement on the upward business spiral would dissi
pate much of the seeming cloud on the splvency of many 
railroads. The Committee is not proceeding on conjec
tures of unwarranted optimism, but it does seem that, 
if the margin of loss is as scant as this, it is narrow enough 
to invite some robust action in railroad administration 
to improve earning statements--not by increased traffic 
or Government intervention-but by economies and im
provements in operation, and perhaps by a reduction .in. 
rates to attract more business. That has been the uni
versal action in sister industries and that is the view of 
some of the leading authorities in railroad management. 

Against this view it is urged that railroads have been 
prevented by statutes and regulations from acting freely 
or that, where they have been permitted to act, restric
tions legally imposed upon them as railroads have been 
extended to them in new fields. While we believe that 
this argument is too much emphasized, we have found 
some substance in this complaint. The Committee be
lieves that railroads should be permitted to act along the 
lines suggested herein subject to no more and no heavier 
restrictions than their competitors and that the Congress 
and regulatory bodies owe them a positive dlity'..;to· re
lieve them promptly of any handicap whatever:in this 
regard. 

xliii 



AMERICAN TRANSPORTATION PROBLEM 

(a) Railroads should adopt the competing methods of 
which they complain. 

Much of the difficulty which the railroads ascribe to 
automotive and potential air and pipe line competition 
should and could have been relieved by an alert and 
aggressive railroad policy. We believe that if the rail
roads had regarded themselves more accurately as pur
veyors of transportation rather than as guardians of a 
monopoly, they would have been more alert to take 
advantage of every developinent in their field and that 
a more progressive policy might have turned to their own 
distinct advantage the very things they now regard as 
a burden and a threat. 

Resort to Government as an alternative to self-help 
is to be deplored. The early transport pioneers did not 
go to Washington to have their ferries and steamboats -
protected against rails. They developed the rail service 
and became controlling figures in the new field. We 
think it is quite clear that the railroads have been dis
tinctly remiss in not getting the most out of the new 
methods. It seems to us that the truck, in local and ter
minal service, motor drawn equipment on rails and high
ways in many cases, and the airplane, where rapid transit 
is required, afford a way to a beneficent transport revo
lution, that the railroads themselves owed a duty to the 
public to have led, and that the quicker they do so now, 
the better it will be for all concerned. After they have 
taken this logical step, we wonder whether they will be 
so eager to restrict these other forms of transportation 
as they are now. 
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(b) Railroads should cooperate to reduce competitiv~ 
expense. 

(1) Unnecessary services should be abandoned. 

We think that there has not been sufficient cooperation. 
among the railroads. As an example, we quote from the 
Interstate Commerce Commission's 1932 report, P. 37: 

"The expenses so chargeable to passenger and al
lied services for the year 1931 before taxes, rentals 
and interest were 110.82 per cent of the revenues 
from those services. For the freight service the cor
responding figW-e was only 68.62." 

The public is familiar with the spectacle of "crack" 
passenger trains shuttling back and forth across the C<lun
try empty or nearly so and perhaps, also, with the ex
planation that this "is necessary to retain the competitive 
reputation for seryice"-in other words, for sales pro
motion or advertising. The Committee believes that 
agreements in good faith and within the law could re
lieve this expense. We think empty trains should either 
be filled by reduced rates or taken out of service. With 
our whole economic structure at stress, sympathy with 
such extravagance is difficult. 

(2) Metropolitan terminals should be consolidated 
and unnecessary facilities acrapped. 

Terminal expenses constitute an astonishing propor
tion of railway costs. Great economies, and much im
proved service, are possible through the use of trucks in 
terminal areas and further large savings by unification of 
railway and other terminal facilities. Railroads have in
sisted on separate terminals in metropolitan areas for 
purely competitive advantage. The resulting multiplic-

xlv 
~, 



AMERICAN TRANSPORTATION PROBLEM 

ity has imposed high costs, poor service, and great waste. 
This burden upon shippers is indefensible. Reform is as 
necessary to modern metropolitan convenience as to rail
road economy. It is impossible to deal effectively with 
the manifold problem of a modern city without a unified 
plan of development for all forms of transportation. 
This problem differs in different cities and there are 
legal and other difficulties involved, but much could be 
accomplished at once by cooperation among railroads and 
a complete solution would be greatly facilitated if all 
forms of transportation were placed under a single regu
latory agency and if railroad consolidation were worked 
out along regional lines. 

These improvements would entail wholesale scrapping 
of some facilities. We cannot follow the argument 
against the writing-off of obsolete, non-earning, and un
necessary properties. We think that there are thousands 
of miles of trackage and many other facilities, both in 
terminals and elsewhere, which serve no necessary pur
pose an.d which do not now earn and never can. They 
are handicaps on efficient operation and burdens on the 
public. Their elimination would reduce capital assets 
but it would result in lower rates, better earnings and 
improved service. 

(3) Circuitous haulage should be eliminated. 

Circuity in haulage to keep traffic on the rails of a 
single system entails great waste for which the Commit
tee can find no sufficient excuse. As in all attempts to 
apply general principles to the infinite variety' of cir
cumstance in a great nation, a Bat rule requiring freight 
to be routed by the most direct route, letting the revenue 
fall where it may, would result in some hardship, but 
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the present practice leads to grotesque results. It is not 
easy to reduce the effect to figures, but the unnecessary 
haulage of freight has been estimated at a large percent
age of total ton-mileage. Until the railroads are willing, 
by cooperation, to eliminate this kind of waste, it is diffi
cult to share their apprehension of competing methods. 

(c) Financial management should be improved. 

We have discussed our view of the contribution of 
existing rate-making rules to present financial distress, 
but we also question the policy of some railroads in ap
plying too great a proportion of earnings to dividends 
and too little to the retirement of debt and the accumula
tion of surpluses and reserves-a practice which we re
gard as responsible, at least in part, for the existing un
fortunate condition of some roads. 

(d) Transport methods and equipment should be 
brought up-to-date. 

We acknowledge the restrictions on railroad initiative 
through regulation of appliances and on railroad re
sources through rate regulation. We are also aware of 
the progress that has been made in speed, quality of 
service, and increase in the radius of use of material 
equipment. Nevertheless, it cannot be fairly said that 
railroad advance in applied science is abreast of that in 
other industrial fields. For example, the improvements 
in Germany with stream-lined Diesel and electric trains 
of very light tonnage maintaining schedules 'bf 96 miles 
per hour to offset motor transport, has no ~(junterpart 
here. The Committee has not found it practicable to 
make exhaustive studies on this subject, bllt offers the 
suggestion that"' the Interstate Commerc«}. Commission 
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authorize, and the railroads set up, one or more central 
research and engineering organizations to which all rail
roads in certain groups shall contribute--their products 
to be available to all contributors. 

(e) In view of what could be done by better manage
ment, the general outlook seems far from hopeless. 

Generally speaking, it must be recalled that, in rail
roads--almost alone among sister industries-rates re
main at boom-time levels. Adjustment to new economic 
horizons lags. It is hard for us to believe that whole
hearted cooperation and vigorous application of contem
porary principles of industrial management and control, 
within the various railroad companies themselves, along 
lines just discussed, would not do more than can Gov
ernment or any other outside force to rehabilitate this 
most important of American industries. . 

In depths of depression, as at peaks of prosperity, 
fundamental values become distorted by the fog of 
gloom, on the one hand, and the rosy haze of hope on the 
other. These opportunities for aggressive policy and 
management coupled with at least some of our sugges
tions in aid of the transportation situation as a whole seem 

. to us to indicate a distinctly hopeful (rather than a de
spairing) prospect for the railroads and we think that 
both regulating agencies and others having interest and 
in1lu~nce in the railroads should act promptly to over
come what seems to us a degree of inertia in this regard. 

IV. Regulatory jurisdiction should be extended to the 
whole National transportation system but applied only to 
the extent necessary for public protection. The existing 
regulatory mechanism of the Interstate Commerce Com-
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mission is inadequate and should be improved by reor
ganization without expansion or increased expense. 

The work of the Interstate Commerce Commission is 
a contribution to the advancing science of political econ
omy. One has only to read its most recent report to 
realize the sympathy and intelligence with which it ad
dresses the problems confronting it. It has pioneered a 
complex subject and, if.it has recently operated on prin
ciples which this Committee regards as in part obsolete, 
it is important to remember that they are statutory prin
ciples. We think that if critics would give more attention 
to the legal limitations upon the Commission and its own 
repeated recommendations thereon, they would find less 
ground for complaint. 

The studies of the Committee clearly indicate the ad
visability of extension of regulatory jurisdiction to the 
whole transportation system. The Committee feels that 
a judicial type of organization, such as the Commission 
now has, is inappropriate to its present work and wholly 
inadequate to a wider jurisdiction. In extending its pow
ers, it is not necessary to expand its personnel and ex
penditures. What is needed is to reorganize its functions, 
divide its work, and give it a form and method more 
appropriate to the tasks before it. At present they include 
rate-making, and that is at least a quasi-legislative func
tion; decisions in conflicting causes, and that is distinctly 
judicial; and supervision of administration, and that is 
certainly executive. From another angle of @.nalysis, we 
find it attempting to plan, and that is a stafi' duty, and 
to carry plans into execution, and that is purely operative. 
For all these inconsistent purposes, it must finally act 
in a body on many questions, with no s~cient latitude 
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for delegation, and that is utterly inconsistent with any 
modern theory of operation except for legislative and 
judicial action of the very highest order. 

The data before us indicate that (whatever may be the 
limits to which actual regulation or administration is ex
tended) the necessity for planning and for comprehen
sive information on the whole transport problem is ab
solute. A cogent railroad argument is to the effect that 
the Government has regulated the' initiative out of the 
railroads, and that by reason thereof, they are in their 
present plight. While there is a tendency to overempha
size this, three facts remain: first, that the Government, 
principally through the agency of the Commission, has 
for many years assumed to dominate railroad adminis
tration; second, that railroad policy and management 
are not abreast of sister industries; and third, that some 
railroads are in a perilous condition. Nobody can assume 
authority without accepting responsibility. The existing 
railroad condition speaks for itself to say that regulation 
by the Commission has left something to be desired. 

The lack: of incentive or authority in the Commission 
to plan and to act affirmatively is evident throughout its 
most recent report. It hopes that "efforts have been or 
will be made to bring the rival transportation agencies 
into some measure of agreement." It thinks that "no 
rival transportation agency should be given unfair ad
vantage," but complains that "there is no adequate in
formation ..• nor do we know of any comprehensive 
and definite plan for a cure ••. " It believes that the 
public "safety and convenience" should be protected by 
regulation of automotive agencies but asb for "a thor
ough investigation under authority of Congress." It says 
of regulation of port-to-port rates, ''We have not in-
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vestigated this subject, but are convinced that it merits 
serious consideration by Congress." Speaking of restric
tions on railroad ownership of water-carrier lines, "If the 
railroads wish this prohibition removed, they should so 
request the Congress without further delay. Until the 
reasons for such a change have been fully presented,- we 
have no opinion to express upon it." On the question of 
stilling of railroad initiative, there is the suggestion that 
the railroads "ask the appropriate authorities for definite 
relief." Without unduly extending these quotations, it 
is fair to say that the whole report is eloquent of a 
somewhat passive attitude toward acknowledged evils 
and also of grave difficulties that have arisen from drastic 
regulation verging on administration by an authority 
which sits and hears but has only a limited scope in which 
to inquire and plan and act. 

If, as we think it should, the regulating body should 
pass on railroad corporate reorganization, there would 
be a new and expert function for which we think the 
Commission is not now equipped or organized. There 
should be a separate department and an appropriate ex~ 
pert personnel for this work. This is an emergency1mat
ter. 

The organization should be reformed without expan
sion to act along wider and .more affirmative lines with 
less attempt to run the business of transportation and 
with more concentration on protection of the public, and 
maintenance of a healthy national transport system. It 
should have inquisitorial powers and duties to keep con
stantly abreast of changing developments aii.~hould be 
required to report annually to Congress on the state of 
the nation's whole transport system with its recom
mendations for betterment. 
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Its activities should be reorganized with appropriate 
separate departments, with a chief at the head of each, 
for its legislative, executive and judicial functions, and 
for each major special function such as control of cor
porate reorganization. It should have also a planning 
department with a research staff and such other depart
ments as experience indicates. Except in the exercise of 
its more important legislative and judicial functions, de
partmental hearings and decisions should be sufficient 
and action as a body should not be required. While all 
heads of departments should sit in council on basic poli
cies and important problems, the body should have a 
vote only on the most important legislative and judicial 
decisions. Either one man, or at most an executive com
mittee of three, should have exclusive responsibility and 
authority in all executive functions, and final decision in 
all but the more important legislative and judicial func
tions of the separate departments. 

This form of organization and method divides, de
centralizes and so speeds works, permits specialization 
yet assembles special views on general policies. It retains 
the advantage of the committee form for council but se
cures the advantage of a compact responsible group for 
action. All these attributes will be needed in the tasks 
inevitably confronting future transport regulation and 
only a few of them are available now. 

V. Emergency Recommendations. 

(1) Corporate reorganization can and should be facili. 
tated by revision of the bankruptcy procedure. 

Present railroad distress is sufficiently shown in the 
current report of the Interstate Commerce Commission, 
that IZZ Class I railways failed to earn fixed charges in 
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the first three quarters of 1932. The financial structures 
of many railroads carry too many inflexible charges and 
too few liquid surplus assets to survive protracted non
earning periods. This condition cannot be cured by in
creasing rates to salvage old mistakes or by lending Gov
ernment money to preserve them. They require realistic 
reorganization in accordance with the facts. Some rail
roads can hope to survive only on drastic reorganization 
and scaling down of fixed obligations. 

The Reconstruction Finance Corporation was created 
to tide over an emergency, in the hope of some recovery, 
but this use of Federal credit encountered a link between 
the emergent and the more permanent problems. The 
fixed charges of some roads are heavier than any fair 
prospect of restored traffic will bear. The corporation 
cannot pour public treasure into situations where, instead 
of temporarily supporting operations and loaning to 
maintain prudent interest payments, there is a wasteful 
delta of out-flowing streams of. interest on unsupportable 
capital structures. That would postpone inevitable re
adjustments at public loss to no good purpose. There is 
need to reform these top-heavy structures to make them 
available for emergency aid before it is too late and 
the present legal mechanism is too slow and cumbersome 
to serve. 

We recommend revision of bankruptcy procedure to 
permit prompt and realistic reorganization of overcapi
talized corporate structures without destructive receiver
ships and judicial sales on depressed markets. to the end 
that the railroads' justifiable borrowing requirements 
may be met with safety to the lender under adequate 
protection. 
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(2) The recapture clause should be repealed retroac
tively. 

The so-called "Recapture Clause" of Section I5-a of 
the Transportation Act is based on an economic miscon
ception and has proved to be an element of uncertainty 
in railroad financing. We join the recommendation of 
the Commission for its repeal "both for the future and 
retroactively." 

(3) The statutory rule of rate-making should be re
vised. 

Reasons and suggestion for amending the present 
rate-making rule are discussed beginning at page 2 I.' As 
was there stated, rate-making cannot be made to preserve 
unsound capital structures or to "attract capital" regard
less of what the service is worth but if the rule is put 
on a common-sense and forthright basis, we can approach 
the railroads' financial problem with more intelligence. 
While this is a permanent as well as an emergency re
form we think it is important to a prompt and sound 
solution of the railroad problem. We understand that 
both the Interstate Commerce Commission and the 
House Committee on Interstate and Foreign Commerce 
recommend a change and regard its necessity as emer
gent. Indeed the Committee found no opposition to 
change in any of the evidence or representations before it. 

(4) "Adequate security" does not necessarily mean 
"marketable collateral." 

The Reconstruction Finance Act requires "adequate 
security" for railroad loans. It should do l'I) ;1nd we rec
ommend no change in the law. As a matter of interpre-

I Page xxxviii in present volume. 
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tation, however, if, upon reorganization of overcapital
ized structures or on sound existing structures, a particu
lar loan is sufficiently protected by priority of lien and 
reasonable prospects of earnings available to its priority 
of payment, we do not regard marketable collateral as 
a determining factor. In fact we believe that, with 
prompt improvement of capital structures where neces
sary, private capital will be available for necessitous rail
road loans. 

BERNARD M. BARUCH, 

Vice-Chairman 
CLARK HOWiLL 

ALEXANDER LEGGE 

New York, February 13, 1933 

C. SUPPLEMENTAL REPORT OF ALFRED E. SMITH 

While I am in su19stantial agreement with the greater 
part of the Committee's report, this supplementary 
memorandum states my conclusions in my own language, 
placing the emphasis where I think it belongs. 

EMERGENCY ACTION 

As to emergency action, I recommend the following: 
I. The recapture clause of the Transportation Act 

should be repealed retroactively. 
2. A debtor relief act with a special provision govern

ing railroads, which will have for its object scaling 
down debts and composing differences without 
bankruptcy receiverships, should be pas.sed, but its 
operation should be for the period of the emer
gency only, which for the purposes of this act 
should be declared to end on January I, 1935. 

After most careful consideration I cannot recommend 
Iv 



AMERICAN TRANSPORTATION PROBLEM 

as an emergency measure that there is immediate need 
of action by Congress to make a new statutory rule of 
rate making, nor that the present powers of the Recon
struction Finance Corporation to make loans to rail
roads should be extended or materially changed. Specifi
cally I believe no useful purpose will be served at this 
time by an extension of the powers of the Reconstruction 
Finance Corporation with regard to railroads so that 
they can make additional loans without full collateral, 
upon the assumption that railroad rates will be adjusted 
in such a way that these loans are bound to be repaid. 

Coming now to the basic troubles which afHict the 
railroads I have considered carefully the diagnosis 
offered by numerous groups and individuals, and the 
corresponding cures. No purpose would be served by 
extended analysis and comment because this subject is 
fully covered in the report of the staff. My conclusions 
are stated herein in summary form. 

THE RAILROAD'S COMPETITORS 

As to the subject of competition by air, water, pipe 
and highway lines, I believe that the effect of competi
tion of these lines upon the railroads has been exag
gerated. Drastic regulation of competing services is not 
the solution of the railroad problem, and such regulation 
should be established only in the general public interest. 
Regulation is expensive. It is bureaucratic. Once estab
lished it expands, and it paralyzes private initiative 
without offering constructive leadership. I believe that 
the air lines should be left as they are at the present, 
with no more regulation than is now pro\ided for. This 
is a new field, and the less private initiative is interfered 
with, the better it will be in the long run. The railroads 
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had their day of freedom from restriction coupled with 
enormous government subsidies. That day is over and 
individual initiative in blazing trails and laying ties for 
railroad lines across the Rocky Mountains and the Sier~ 
ras is no longer needed. Air lines are an infant industry 
and are entitled for the present to some government 
help without undue regulation. 

The pipe lines are built. They serve a very limited 
purpose. They present no serious menace to the rail
roads. I see no advantage in extending regulatory con
trol over them. 

As to water transportation, with particular reference 
to inland waterways, I believe that government subsidies 
in this field should be curtailed, not primarily because 
they result in unfair competition with the railroads, but 
because these subsidies have not proved effective. Cer
tainly the New York State Barge Canal cannot be said 
to compete with the existing railroads, because in spite 
of construction and maintenance by the State and free 
toils, the barge canal carries so little freight that it pre
sents no problem to the railroads. The New York State 
Barge Canal is an heirloom. Sentiment rather than com
mon sense makes us keep it up. I am npposed at this 
time to the construction of the St. Lawrenee Waterway, 
because it would be a waste of public funds. Present rail 
facilities are more than adequate to provide for every
thing which the proposed canal can accomplish. The cost 
of moving grain would not be lowered by this canal suffi
ciently to justify the- enormous expenditures which it 
would involve; keeping in mind also, that this water
way would be open only for a part of the year, and that 
the railroads would have to be used anyway the rest 
of the year. I believe that a special investigation should 
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be conducted into the Inland Waterways Corporation, 
to discover exactly what it costs the War Department t() 
operate this corporation, and whether or not further ex
penditures f,)r this purpose should cease. 

As to competition by motor trucks and buses, the tes
timony given before us does not indicate to me that the 
competition is at this time as serious a menace to the rail
roads as they claim it to be. Interstate trucks and buses 
as yet carry only a comparatively small part of all freight 
and passengers. On the other hand, it is unquestionable 
that this form of transportation will soon be used more 
and more, because it is economical and efficient. In a 
number of cases, buses and trucks have actually relieved 
the railroads of burdens on short hauls, and have en
abled them to cut down train service where these could 
not possibly pay. 

Extravagant claims are made as to the penalizing of 
railroad as contrasted with highway transportation by 
taxes and by numerous regulations affecting service and 
labor. Trucl.3 and buses are already substantially taxed 
through license, gasoline and oil taxes, and these are be
ing steadily raised so that within a short time, in the 
course of normal events, the users of highways for com
mercial purposes will be paying their full share of the 
cost of construction, reconstruction and maintenance. The 
tendency in every state is to make them pay their way, 
and the Federal Government is already taxing them for 
gasoline. In fact, at the present time in many states of 
the U nioll, gasoline and license taxes are being diverted 
from highway maintenance and construction to other 
fields of government expenditure. 

While-there is much to be said for regulation of all 
common carriers on highways by the Iry.terstate Com
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merce Commission or some other federal agency, and 
by the appropriate state regulatory agencies, it should 
be noted, however, that such regulation cannot reach the 
individual farmer, merchant, and owner who is not a 
contract or common carrier. I believe that such regula
tion should for the present, be for the purpose of insur
ing responsibility, and fixing the physical standards for 
vehicles and for similar purposes, rather than for the 
fixing of rates. This is practically what the railroad aJ;ld 
bus representatives themselves have recently agreed on. 
The plan for a federal license tax with a return to the 
several states of their respective shares, suggested by 
various witnesses, seems to me to be impractical, undesir
able and at present unjustified. I believe that the rail
roads should go into the bus and truck business on a 
larger scale, and that they should be encouraged to do so 
by appropriate legislation. 

GRADE CROSSINGS 

As to elimination of crossings at grade of highways 
and railroads, I believe that the railroads' share of the 
cost should be materially reduced. In many states the 
railroads' share is as high as 50%. This is unduly bur
densome and unfair to the railroads, and it has naturally 
resulted in bitter opposition to elimination orders and 
the general slowing up of the crossing elimination pro
gram. This reduction cannot, however, be accomplished 
by federal legislation or fiat. It must be brought about 
by persuasion in the several states. 

I cannot subscribe to the recommendation made to the 
Committee that Congress should fix a. maximum rate of 
taxation on railroad property beyond which any state and 
local levies would be invalid. . 
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VALUATION 

Coming now to valuation, I have not been able to give 
this subject sufficient study even to attempt a solution. 
The questions involved are exceedingly intricate. Mem
bers of Congress and experts outside of the government 
have been studying them for years without coming to 
a satisfactory conclusion. From a superficial study, I am 
not entirely satisfied that the prudent investment theory 
is unworkable. The reproduction cost theory is obviously 
obsolete and must be discarded. I cannot subscribe to 
the idea of basing railroad rates on ability to attract 
new capital, on the present cost theory or on the theory 
of the natural rule of survival. I doubt whether the 
courts would sustain or the public tolerate the survival 
theory. The present cost theory would tend to put the 
seal of approval on existing chaotic and wasteful railroad 
organization. The theory of fixing rates to attract new 
capital begs the whole question. It starts with a con
clusion and adjusts all the facts to meet it. Moreover, 
this theory would defeat itself because the public would 
not be able to pay the high rates which it would bring 
about. In the end there would be less traffic and less 
revenue than before. Moreover, even if the public were 
able to pay the bill, I believe that the adoption of this 
theory would perpetuate bad management, write up 
values of many railroad securities beyond their actual 
worth, and take away the incentive to consolidation and 
good management. 

A new principle of valuation has recently been pro
posed by the Committee on Interstate and Foreign Com
merce of the House of Representatives .. ~hich seems to 
me to have considerable merit, but which is in such gen
eral language that it is difficult to see how it can be made 
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the basis for the scientific determination of rates. It 
seems to me, however, that this is a subject which Con
gress should decide. 

Whatever principle is adopted, I am satisfied that the 
general public wi11 not tolerate writing up values or 
increasing rates merely upon the theory that a great 
many railroad securities are held by savings banks, 
trustees and insurance companies as security for widows, 
orphans or other beneficiaries of trust. It must be recog
nized that many railroad bonds are worth less than par 
in the light of conditions entirely separate from the de
pression,· and that railroad stocks have declined even 
more in value. These assumptions are based upon any 
common sense theory of true valuation, whatever it may 
be. Similarly, I do not believe the public will approve 
the proposal that railroad rates should be high enough 
to retire a substantial part of outstanding bonds, because 
this will be regarded as just another way of attempting 

. to give present bonds artificial values. 

THE INTERSTATE COMMERCE COMMISSION 

Taking up now the general question of federal regu
lation, we are all agreed that effective regulation is an 
indispensable feature of the solution of the transporta
tion problem. I find, however, little in recent history 
to justify the continuance of the Interstate Commerce 
Commission as now organized. This implies no criticism 
of its members. They have attempted to function under 
an obsolete and unworkable law, and in the face of con
ditions which call for intelligent planning and leadership 
as distinguished from endless debate on details. Every
one admits that more and more of the work of the board 
must be delegated anyway, and if this is so, the question 
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arises as to why a board is needed at all. I believe that 
too much emphasis has been placed on the judicial func
tions of the Interstate Commerce Commission, especially 
on valuation and rate making, and too little on planning 
and administration. The complete break-down of th~ 
present valuation formula has.left the Commission in 
a condition which would be laughable if it were not so 
serious. The scrapping of the present formula opens up 
some very interesting questions for taxpayers. What, for 
instance, becomes of the tons of statistics and other data 
collected on the basis of the old formula? What of the 
payroll army of federal commissioners, counsel, experts 
and clerks? What of the wasted time of local officials, 
railroad representatives, farmers, business men and com
mercial organizations? Suppose that just a little com
mon sense had been substituted for all this scientific 
hash, this maze of regulation and red tape? I favor the 
abolition of the Interstate Commerce Commission and 
the creation in its place of a new department of trans
portation headed by one man, or a one man bureau head 
in the Department of Commerce determining policies 
with the approval of the Secretary of Commerce. What 
we need is a new transportation system, not endless hear-
ings on a system that does not work. .' 

~\ i' •. ~ .. ,:._ ~ ~ 

THE FUNDAMENTAL PROBLEM 

I am convinced that the fundamental problem of the 
railroads is that of nation-wide consolidation and re
organization to reduce costs and rates, and to write off 
losses. The era of railroad pioneering and competition is 
over. The roads must reduce overhead ana bperating ex
penses. They must scrap unnecessary, competing and 
weak lines. They must get rid of obsolete equipment. 
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They must cut out unnecessary services. They must use 
trucks and buses, eventually air transportation and, if 
necessary, waterways and pipe lines as a supplement or 
substitute for rails wherever these new forms of trans
portation are more economical. The establishment of a 

, limited number of strong regional railway systems 
would be a start in the right direction. Even this will 
leave a certain amount of wasteful ;md unnecessary com
petition. 

Whatever may be the basis of valuation and rate
making, there must be a scaling down of many railroad 
securities. I believe that the banks, trust companies, in
surance companies and other holders of railroad securi
ties must be realistic about this phase of the problem. 
The puolic will not stand for making them a preferred 
class of investors, who must get a hundred cents on a 
dollar, irrespective of the true value and condition of 
the business they have invested in, when values ih ill 
other fields are being readjusted and cut down. 

The question for the railroad executives, directors 
and security holders to decide is whether the steps taken 
in this direction should·be compulsory or voluntary. To 
date voluntary regional consolidation under the auspices 
of the Interstate Commerce Commission has made little 
progress. The question has been raised whether com

,pulsory consolidation is constitutional. As distinguished 
an authority as the late Senator Cummins thought it 
was, but there is no decision of the United States Su
preme Court squarely on this subject. There is much to 
be said for the theory that we are moving inevitably 
toward one national railroad system. Upon this theory, 
the major railroad systems might well give serious con
sideration to the appointment of some sort of an im-
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partial chairman, arbitrator or director-general to co
ordinate their present activities, and to prepare a plan 
of permanent consolidation. 

If the railroads show no willingness to reorganize, re
organization can surely be brought about by some form 
of condemnation or eminent domain. I believe that the 
railroads will be unsuccessful in attempts to maintain 
their present physical, operating and financial structure 
at the expense of the general public by penalizing com
petitors and raising competing transportation costs, in
flating securities, raising rates, limiting taxation by states 
and municipalities through federal legislation, borrow
ing government money without adequate security and 
other like devices. Similarly, attempts to bring about 
economy largely at the expense of railroad labor will 
prove unsuccessful unless this is part of a logical gen
eral reorganization in the interest of the public. U n
doubtedly many wasteful and unjustifiable regulations 
have been made governing railroad wages, hours and 
conditions of labor, and others which, however admir
able in themselves, the country simply cannot afford to
day, but the railroads cannot expect public support in 
changing these regulations merely as a means of retain
ing and perpetuating other conditions which are equally 
wasteful. They cannot expect to make labor the only 
scapegoat. 

Those who are responsible for present railroad man
agement need not complain of radical or drastic govern
mental action in the near future if they are unwilling 
even to attempt to meet their problems in a bold, forth
right way through their own initiative a..d cooperation. 
They have an unrivalled opportunity to do themselves 
and the country a great service. They should have the 
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guidance and help of the national and state governments 
in this effort. 

ALFRED E. SMITH 

APPENDIX 

LETTER OF INVITATION 

HON. CALVIN CoOLIDGE, 

HON. ALFRED E. SMITH, 

MR. BERNARD M. BARUCH, 

MR. CLARK HOWELL, 

MR. ALEXANDER LEGGE. 

Gentlemen: 
The present financial position of the railroads of the 

United States is a matter of grave concern.-Collectively 
the greatest and most important industry of our country, 
the railroads have operated in this year at staggering 
deficits. Only wise and timely Federal aid has averted 
the financial breakdown of important systems. 

This situation touches every citizen. It affects directly 
the security of wage and employment of the 1,500,000 
railway workers. It affects equally the many and im
portant industries supplying railway equipment and sup
plies. It touches the financial problem of local, State, 
and National government, to the support of which the 
railroads contribute over. $300,000,000 annually in 
taxes. It has given rise to a severe decline in the value 
of the $ I 9,500,000,000 of railroad obligations and 
shares, and has occasioned concern to institutions which 
hold such obligations among their assets, representing 
in part the savings of that1:hrifty portion of our popula
tion which is to be found among the policyholders of 
insurance companies and the depositors in savings banks. 
The relief that the present emergency has made it nec-
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essary to grant to the railroads is a drain on the Federal 
treasury, and any ultimate los~ will constitute a burden 
on every taxpayer. 

The present deplorable position ot the railroads is 
not due wholly to the stagnation of traffic resulting from 
the long-continued depression. Many of the present ills 
are due to governmental, financial, labor, and manage
ment policies, some wrong in conception, some wrong 
in application, and others rendered obsolete by radically 
changed conditions. As a result, the railroads have not 
been in a position to adjust themselves, as well as have 
other industries, to present conditions. . 

There are many disagreements as to causes, many dis
agreements as to remedies, byt unanimous agreement as 
to the urgent necessity of some thorough-going solution 
of the problem. No solution, however, will be effective 
tmless the problem of the railroads is considered as an 
integral part of the entire transportation problem of 
the United States, whether by rail, highway, waterway, 
pipeline, or air. 

Every industry in the country is entitled to fair treat
ment-the railroads no less than the other&- The public 
interest must certainly be protected, but regulation 
should not place the railroads at a hopeless disadvantage 
with competing agencies and destroy flexibility of opera
tion and management initiative. The railroad workers 
are entitled to a fair wage and the greatest possible se
curity of employment. The holders of railroad securities 
are entitled to a fair and stable return on the true value 
of their investment. 

But more important than the interest's of anyone 
group, the people of the United States are enwed to 
the most effective and economical form of transporta.-
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tion to meet their various needs, whether by land, water, 
or air. Each form of transportation should be unham
pered to provide effectively at a reasonable cost and at 
a fair profit the service for which it is best fitted. No 
form of transportation should be favored either at the 
expense of another agency or at the ultimate expense of 
the people of the United States. 

We, the undersigned organizations, representing 
many of the iDterests concerned, believe that there is no 
more important present task than a thorough and satis
factory solution of the railroad problem, as an integral 
but the most urgent part of the entire transportation 
problem. We beg that you examine all phases of the 
problem and recommend a solution which, with due re
gard for the public interest, will ensure an opportpnity 
for the railroads of this country to operate on a business 
basis, to the end that there may be a stabilization in em
ployment of wage-earners and in the values of invest
ments made in behalf of insurance policyholders and 
savings bank depositors, and a general enhancement of 
the prosperity of the country which to so great a degree 
depends upon the prosperity of the railroads and of the 
many lines of business which in turn depend upon them. 

UNDERSIGNED ORGANIZATIONS 

Aetna Life Insurance .company 
Connecticut General Life Insurance Company 
The Connecticut Mutual Life Insurance Company 
The Equitable Life Assurance Society of the United 

States 
The Guardian Life Insurance Company of America 
John Hancock Mutual Life Insurance Company 
Home Life Insurance Company 
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The Lincoln National Life Insurance Company 
Massachusetts Mutual Life Insurance Company 
Merropolitan Life Insurance Company 
The Mutual Benefit Life Insurance Company 
The Mutual Life Insurance Company of New York 
New England Mutual Life Insurance Company 
New York Life Insurance Company 
The Penn Mutual Life Insurance Company 
Phoenix Mutual Life Insurance Company 
Provident Mutual Life Insurance Company of Phila-

delphia 
The Prudential Insurance Company of America 
The Travelers InsUrance Company 
National Association of Mutual Savings Banks 
Investment Bankers Association of America 
Railway Business Association 
American Central Insurance Company 
Phoenix Insurance Company of Hartford 
Connecticut Fire Insurance Company 
Hartford Fire Insurance Company 
Hartford Accident & Indemnity Company 
National Fire Insurance Company of Hartford 
Aetna Insurance Company 
Caledonian Insurance Company of Scotland 
Columbia Casualty Company 
Commerce Insurance Company of Glens Falls 
Glens Falls Insurance Company 
The Continental Insurance Company 
Fidelity-Phenix Fire Insurance Company 
American Eagle Fire Insurance Company 
Maryland Insurance Company of Dela~dre 
Niagara Fire Insurance Company 
First American Fire Insurance Company 
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The Fidelity and Casualty Company of New York 
Eagle, Star & British Dominions Insurance Co. Ltd. 
Lincoln Fire Insurance Company of New York 
Fireman's Fund Insurance Company 
Home Fire and Marine Insurance Company 
Occidental Insurance Company 
Fidelity and Guaranty Fire Corporation 
Glens Falls Indemnity Company of Glens Falls 
Gr~at American Insurance Company 
Insurance Company of North America 
Norwich Union Fire Insurance Society Limited 
The Eagle Fire Company of New York 
Norwich Union Indemnity Company 
Northern Assurance Company, Ltd. of London 
London & Scottish Assurance Corp., Ltd. 
Phoenix Assurance Company, Limited 
Imperial Assurance Company 
Columbia Insurance Company 
United Firemen's Insurance Company 
The Union Marine & General Insurance Company, Ltd. 
The Pennsylvania Fire Insurance Company 
Security Insurance Company of New Haven 
Springfield Fire & Marine Insurance Company 
Sentinel Fire Insurance Company 
Michigan Fire & Marine Insurance Company 
New England Fire Insurance Company 
SVEA Fire and Life Insurance Company 
Hudson Insurance Company 
Skandia Insurance Company 
Columbia University 
Harvard College 
The University of Chicago 
Yale University 
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CHAPTER I 

INTRODUCTION 

As background and basis for a discussion of the 
American transportation problem today it may be useful 
to review briefly the stages through which our transpor
tation development has passed; to outline in general 
terms the situation as to regulation; and to indicate the 
relative importance of the various forms of transporta
tion at the present time. We shall then set forth certain 
basic principles or considerations which should be borne 
in mind in determining the future transportation de
velopment of the United States and outline the major 
questions which it is the purpose of this investigation 
to answer. 

I. SUMMAllY OF AMERICAN TRANSPORTATION 
DEVELOPMENT 

The first important inland canal in the United States 
-t~~J:~jn "i'8lli and the first rail
roaa-th~~d Ohio-in 1829.: Prior to that 
time transportation was colifined to t!lebighwa~ tQ.in~ 
lanel. ri,,-e~_and Wc.es, and to coastal V\'.aters._In connec
tion with the highways itwas--tIlecommon practice to 
charg~ ~se of covering the costs of col).
structIon and maintenance charges. 

The canal era. so-called, extended from 1825 to the 
decade of the seventies, when the railroads began to make 
heavy inroads upon water traffic. Some of these canals 
were constructed by state governments and some by pri
vate enterprise, usually with the aid of state or federal 
treasury subsidy. It was, however, the practice to charge 
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tolls to cover capital outlays and annual maintenance 
costs. Indeed, it was usually assumed in the early days of 
canal building that the returns to the contributing state 
treasury "would support the government and educate 
every child in the commonwealth." Many of these early 
canals, however, came to grief along with railway and 
turnpike companies during and following the panic of 
1837, and few ofthem proved successful from a financial 
standpoint. Nevertheless canal and river traffic continued 
to expand, as already indicated, until the decade of the 
seventies. 

In the early eighties, as a means- of arresting the de
cline in water transportation, tolls were abolished. On 
January I, 1883 the State of New York abolished tolls 
on the Erie, thenceforth providing for maintenance and 
upkeep out of the public treasury; while on July 5,1884 
Congress passed an act which abolished all tolls on navi
gable waterways subject to federal jurisdiction. The per
tinent clause reads as follows: 

No tolls or operating charges whatever shall he levied or col
lected from any vessel, dredge, or other water craft for passing 
through any lock, canal, canalized river, or other work for the 
use and benefit of navigation, now belonging to the United 
States or that may be hereafter acquired or constructed; • • • 
nothing herein contained shall be held to apply to the Panama 
Canal. 

Notwithstanding the abolition of tolls the waterways 
continued to lose traffic, and by the end of the century 
both rivers and internal canals had come to playa rela
tively unimportant role in the carriage of freight and a 
negligible role in the movement of passenger traffic. "In 
Cincinnati and Pittsburgh hundreds of boats have given 
place to tens. Where once on the Missouri there were 
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sixty, there now remains but one to remind US' of the 
departed glories of our waterways. Along our wharves 
old gang-planks, anchors, and broken machinery are 
tangled in the grass growing in the crevices between the 
cobblestones.» Railways ran in the very channels of aban
doned canals or paralleled the banks of great rivers, de
serted save for a few small boats of uncertain schedule. 

A movement for the revival of water transportation 
began to bear fruit at the turn of the century when the 
federal government began to make substantial appro
priations for the rehabilitation of various inland water
ways, and the State of New York, in 1903, appropriated 
$101,000,000 for the remodelling of the Erie Canal. As 
we shall see in a later chapter, great sums have been ex
pended upon waterway development in the ensuing years 
and there has been a considerable increase in water-borne 
co~Piuticularly since 1920. 

Railway development in the Unit~tes has also 
passed dnoHgft ~uaf dtStlnct stages~1t!:. period from 
1830 to 1850 was one of experimentatio~n ~ 
ru@ matters iiid-in-ml!tfioosOfliiiilnang ana manage
m~---asassumea for a short time Thit anybOdy 
should be permitted to run vehicles on the public rail
road tracks, and there was complete lack of standardiza
tion in the distance between the rails and in the char
acter of railway construction and equipment. During the 
decade of the thirties it was an open question whether 
railroad construction should be under government or 
private auspices. Numerous state governments, and some 
city governments, did in fact engage in the actual cOn
struction of railroads, and they also rendered extensive 
financial aid in connection with private ventures. How
ever, in consequence of the disastrous losses sustained 
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during and following the panic of 1837, the state gov
ernments, and also the federal government, decided to 
leave the construction of railroads thenceforth to the 
field of private enterprise. 

The second petiod, from 1850 to 1890, was one of 
rapid ~way expansion, during which the greannink 
line systems-were in the main completed. By 1853 rail
road systems had been extended over the mountains to 
Chicago, and by 1869 the first transcontinental railway 
line was completed and duly celebrated with the driving 
of a golden spike at the junction of the Union Pacific 
and Central Pacific Railroads at Promontory Point near 
Ogden, Utah. 
Th~xpansion occurred in the boom pe

riod preceding the crisis of 1873 and in the decade of the 
ei~hen a numbe! of transcontinental lines were 
laictdown. Betweeni880 and 1890 the railway mileage 
increased by more than 70,000 miles, an amount greater 
thiin the tqtal mileage of lines in operation in 1873. In 
the single year 1887, as many as 11,876 miles were con
structecl-the best year since then showing less than 
7,000 miles. 

During this period federal, state, and local govern
ments, convinced that the railways were indispensable to 
the prosperity of the people, encouraged the expansion 
by means of extensive land grants and financial subsidies. 
Federal land grants ceased after 1871, but some financial 
aid was given by the federal government after this date, 
and state and local aid continued both in the form of land 
grants and financial contributions.' 

The develop,!!~IJLoLrai..lroajt transportation. during 
the 1OIir<r"ecaaespr.eceding the beginning of federal reg
ul~tioJl iULft~!Lchara~eri~ as one of economic ~~e, 

, FOE data as to the atC1Jl of tllne aids to railroads, lie Chapter XXIL 
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finan~natQou:at~ctices, and de
'StrUctive competition. Therev;as cheap construction~ -un
necessary duplication of facilities, and extension of routes 
into unproductive and unpromising areas. In the earlier 
years numerous railways were built solely for the pur
pose of financial exploitation through blackmail of other 
roads, and others for the purpose of procuring profits 
through the manipulation 9f securities. The era of ruth
less and criminal abuse of power and privilege culmi
nated in the great financial scandals of 1869. There 
were of course many railroad builders whose operations 
were as constructive and legitimate as those of individuals 
in other fields of enterprise. While profiting from the 
development of the systeIns which they created, they 
were at the same time providing a cheaper form of trans
portation than had ever existed before and consolidating 
the nation politically. 

In this period of development the evils of unregulated 
competition manifested themselves in a striking way. 
Because of the duplication of railway lines between com
petitive points, leading roads engaged for years in rate 
wars which resulted disastrously for all concerned. In 
order to procure traffic at any cost, both freight and pas
senger rates were at times cut so low that even the out
of -psx:ket labor charges were not covered. To illustrate 
how extreme were the reductions: round.-I:(ip .excursions 
between Philadelphia and Chicago were as low"",~ one 
dollar; and first-class freight rates from New York to 
Chicago were reduced from $1.88 to 2.S cents per hun
dred pounds. Such ruinous competition eventually drove 
the railroads into pooling arrangements and rate agree
ments, the legality of which, however, was later denied 
by the CPUrts. 

Th:~rd stage, fr~ 1890 to the World W3 may 
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be described as essentially intensive in character. It in
v01vedlnthe-maIlithe construction of feeder and cross 
li~ornewbra-~ches, and the rounding out of the so
calIecfiaiIWay net which we know today. The total mile
age -increased from 163,597 in 1890 to a peak of 
254,251 in 19 I 6. This was a period, moreover, in which 
the first great movement for the consolidation of paral
lel lines occurred, a movement which was arrested by a 
series of Supreme Court decisions beginning with the 
Northern Securities case in 1904-

Passing by the period of government operation dur
ing the war,. a fourth period may be said to have begun 
a~r th-=---wir~wheii~ghway transportatioll_l:.ll_tered 
upon a new era of cha~and development. As a result 
of highway competitIon, the revivat of waterways;the 

. extension of pipe-line __ transportation, and the coming 
of the airplane, not opjy have the railways been su&:
jecied to severe competitioilbuf manr.-:thousands of 
miles-of railway lines have been rendered obsolete. The 
total mileage-in operation in 1930 had been- reaUced to 
249,052, while many thousands of miles were virtually 
obsolete. The factors responsible for this change are dis
cussed in Chapter VIII. The railway mileage by decades 
from 1850 to 1930 is shown in the accompanying dia-
gram. _ 

The other significant forms of transportation at the 
present time are highways, airways, electric railways, 
and pipe lines. As is well known, we entered upon a new 
era of highway development with-the coming ofthe 
aut;;nobile-at tile beginning of this century,-ani:flUgh
way transportation is. -now a. factor of -tremendous im
portance in our nati!!~LIi£e._ Air transportation as a 
prafficiffactor maybe said to date from the year 1926; 
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RAILWAY MILEAGE IN THE UNITED STATES, 1850-1930 

MILES 

and it is still in the stage of infancy. The use of electric 
traction in. street railways began in the eighties and 
showed a rapid expansion until very recent years. The 
electric interurban railway came just too late to realize 
its potentialities, being followed closely by the automo

-Dile, the competitive power of which was greatest pre
cisely in the field of short-haul interurban transportation. 
Many of the interurban lines have been abandoned and 
most of those which remain are unremunerative. 

The first important pipe lines' for the transportation 
of oil were constructed in the seventies, by 1879 the pro
ducing areas of Western Pennsylvania being connected 
with the Atlantic seaboard. The growth of pipe lines has 
been very rapid during the post-war era because of the 
opening up of many new oil-producing areas. Gasoline 
pipe lines are almost entirely a development of the last 
ten years. 

II. REGULATION AND REGULATORY, AGENCIES 

There has never been ~ny general regUIation.Qf water 
transportation either on inland or coastal waterways. In
dividuals have been free to carry their own freight in 
their own vessels, and also to engage in common carrier 
service, and certificates of convenience and necessity are 
not required. The only regulation of rates is found in 
the requirement that intercoastal shipping companiell 
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must file maximum rates with the United States Ship
ping Board; but this regulation, as we shall see in a 
later chapter, is of no practical significance. There are, 
however, police regulations pertaining to navigation 
which are under the supervision of the Bureau of Navi
gation and Steamboat Inspection. 

The regulation of railroads began with the so-called 
granger legislation of the seventies, confined to a num
ber of Midwestern states. This accomplished two im
portant results: First, the recognition of the right of a 

I ~egislature or its agents to regulate rates of enterprises 
"affected with a public interest"; and second, the estab

Vlishinent of commissions with power to regulate railroad 
I rates. 

Federal regulation of railroads began with the Act to 
Regulate Commerce in 1887, which had two major ob
jectives: (I) to insure a just and reasonable rate struc
ture, and (2) to prevent discriminatory' practices. The 
Interstate Commerce Commission was established for 
the purpose of carrying out these objectives. Owing to 
the open hostility of the railroads and a series of court 
decisions which left the Commission no power to fix rates 
and control long-and-short haul discriminations, fed
eral regulation was relatively ineffective for two decades. 

The Hepburn Act of 1906 greatly extended the pow
ers of the Commission. One of the principal provisions 
was the extension of the Commission's jurisdiction to 
include express and sleeping car companies, pipe lines, 
and industrial railways. The power to fix maximum rates, 
after complaint and hearing, was granted. The control 
over accounts was extended to include pOl'fers of inspec
tion and audit. Finally, the courts were directed to en
force the orders of the Commission, provided they were 
"regularly made and duly served." 
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A new phase of regulation began with the Transporta
tion Act of 1920. Prior to this time reglli.!ti<mhai.!>een 
directed,.mainly towardsecurmgjUSrand reasonable in-:-
diVl'OurtCommodity ra~~,~owi~as-:-~e!l~3I:tTl<!:r~l: 
roictsystemot theCOI!!l.!!iJiiUst be placed on ~3table 
baSiS; md1:hat riLei~J! whole muSt therefore be high, 
en~e the).:ailroads as a wholeto'petrorm 
~my·o~e-cOillitry. To this 
end rates were to be established-whidfWoul<l-enable the 
carriers as a whole, or in groups, to earn a fair return 
upon the aggregate value of their properties. 

This act also gave the railways permission, subject 
to the Commission's approval, ~lili!lJ~.arrange- _ 
ments and combinations. It gave the Commission contrnT 
otnew construction, of aoandonments of existing lines, 
and of other aspects of service; and it also gave the Com
mission supervision over security issues and provided 
for the establishment of new machinery for controlling 
labor disputes . 

. State regulation, following the short-lived granger 
legislation of the seventies, may be briefly summarized 
as follows. Many commissions were set up between 1885 
and 1905 and they exerted considerable influence over 
railroad rates and discriminations until 1906, when the 
Hepburn Act restored to the Interstate Commerce Com
mission much of its lost power over railway,rates. The 
powers of state commissions were gradually weakened 
through court decisions in 1913 and 1914, which upheld 
the Interstate Commerce Commission in its efforts to 
bring intrastate rates into harmony with interstate'rates. 
This trend was confirmed by a clause in the Transporta
tion Act of 1920 which provided that the jurisdiction of 
the Interstate Commerce Commission should include 
rates, regulations, and practices which, though purely 
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intrastate in character, nevertheless created an undue 
preference as between persons engaged in intrastate and 
in interstate or foreign commerce. As a result, ~he state 
commissions have shifted their emphasis more and more 
to the regulation of other types of public utilities. 

This brief summary of the history of railroad regu
lation in the United States indicates that the powers of 
the federal government over railroad transportation 
have been steadily expanded and intensified since the 
passage of the original Act of 1887. Since 1920 the In
terstate Commerce Commission has had authority over 
all important aspects of the railroad industry except the 
regulation of holding companies, the determination of 
wages, and the supervision of detailed problems of man
agement. The present body of law is the outgrowth of 
an effort extending over many years, representing the 
work of no single group of legislators, to control a great 
transportation agency in the interes~ of the public, with
out at the same time rendering it impossible for that 
agency to give adequate service. 

Highway regulation is u,nder state and local jurisdic
tion, the £ederal government's relation to the highway 
system being confined to such requirements as are inci
dental to the granting of aid for the construction of 
trunk-line systems. In most states truck and bus com
panies are now required to obtain certificates of con
venience and necessity, and there are numerous, though 
far from uniform, regulations governing the weight and 
dimensions of vehicles, safety, etc. 

The regulation of interstate pipe lines, with the excep
tion of water and gas, was placed uncia-' the control of 
the Interstate Commerce Commission in 1906. The reg
ulation of air transport is confined to police regulations 
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governing safety and is under the jurisdiction of the 
United States Department of Co"mmerce. There are also 
local regulations of minor importance. Local electric rail
ways are under "state and local jurisdiction; interstate 
electric railways are subject to the Interstate Commerce 
Commission. 

The following tabular statement indicates the depart
ments or agencies of the federal government which have 
more or less responsibility in connection with the regu
lation or development of the several types of transpor
tation agencies: 

Railways 

Express service 

Oil and gasoline pipe lines 

Highways 

Airways 

Interstate Commerce Commission 

Interstate Commerce Commission 

Interstate Commerce Commission 

Bureau of Public Roads: Depart-
ment of Agriculture 

{

Aeronautics Branch: Department 
of Commerce 

Post Office Department 
Waterways and shipping: 

Inland waterways 

Panama Canal 

Interstate Commerce Commission 
Corps of Engineers : War Depart

ment 
Bureau of Lighthouses: Depart

ment of Commerce 
Bureau of Navigation and Steam

boat Inspection: Department of 
Commerce . 

{
Responsible solely to President 
Reports to Secretary of War 
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Harbors 
{

Corps of Engineers: War Depart
ment 

Bureau of Lighthouses: Depart
ment of Commerce 

Coast Guard: Treasury Depart
l ment 

Inland, coastwise, and Commerce 

{

Bureau of Navigation and Steam
boat Inspection: Department of 

intercoastal shipping Coast Guard: Treasury Depart
ment 

Mississippi River barge 
system 

l Shipping Board 

Inland Waterways Corporation: 
\Var Department 

Ill. RELATIVE IMPORTANCE OF TRANSPORTATION 
AGENCIES 

There are various possible mea.QS of indicating the 
relative importance of the different forms of transporta
tion in the United States today, but no one of them is 
altogether satisfactory. The best single method perhaps 
would be_t.<>~~the -relative amounts of capital in
vested;_butthe.d.ata are unfortunately not precisely' com
parabfe. For example, the consolidated cost statement 
covering federal expenditures for waterways includes all 
expenditures back to the very beginning, relating in many 
cases to projects which no longer exist or which have 
been completely rehabilitated since the nineties. Thus 
the consolidated figure tends to exaggerate the amount 
of the investment at the present time. In the case of elec
tric railways, which include both prhu' and suburban
lines, available figures do not separate equipment from 
other physical properties. For the highways, we have 
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precise data for the period since 1921 for construction of 
roads, but we have only estimates for garages, bus ter
minals, and other facilities. Finally, we have no data at 
all as to the investment in city streets. The diagram on 
page 16, however, presents a rQugh picture of the rela
tive amounts of capital invested in our various forms 
of transportation. Air transportation is not included since 
the investment in physical properties, other than equip
ment, is negligible. 

ther method is to compare the amount of pass~ 
ger.--- g traffic carried by the various forms of 
transportatiog..DifIi ties also arise 1i:~ 
in connectTc;;;. with freight traffic, because of the lack: of 
data in some cases, and also because of variations in the 
character of traffic handled by the different agencies. 
Tonnage, for example, is negligible in the case of air
planes and relatively large in the case of waterways, 
which specialize in· the carriage of bulky materials. Ton 
mileage is, of course, a better index than mere tonnage 
irrespective of the distance moved; but unfortunately in 
the case of truck: transportation we have no very reliable 
data on ton mileage. 

It will be seen from the charts on pages 1 7-1 8 that 
automobile traffic became .!ll_qre impo,!a.!!!J.h~~ 
rauway-passenger traffic as .~18,..and that th~ 
la~r ~as dec;:--~~c! ~~tly ~.ce .!920: TrafliCovereleo
tnc ·r~ which mCIudes iirtlan Imes, has also de
clined. With reference to ton mileage, data in some cases 
are available for only a few years, but the relative im
portance at the present time is clearly indicated. The ton 
mileage on the railways in 1929, for example, was rough-
ly two and one-half times that on all the other forms 
combined. 
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CAPITAL INVESTED IN VARIOUS FORMS OF 

TRANSPORTATION, 1930' 

• The lOuroet of the data wed are at follow.: Watt'rwaYI: Annual 
Repon of tIu C!J#/.f Engineers, U. S. Army. '93" 
P_ Canal; D. H. Smith, Tlu P_ C-s.. ... !>p. UI-H. 
N .... Vork S .... Barge Canal: ,1,.,,,,,,/ Ret." 0/ II" Detar,,,..,,, oj 

A..ail_ C_o/, '93', p. 3'9. 
ltailways: SUdislU:1 (!f RaiJtfIJIl'Y1. Interstate Commerce Commiation. 

'930, p. 8-"1. The figure there gi_ has been red"""d by 30 per cent 
to eliminate the value of equipment.. (Foolno/# etmJmwJ. ,.g# 19.) 
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INTRODUCTION 

IV. BASIC PRINCIPLES OF TRANSPORTATION 

Since the purpose of this investigation is to lay the 
basis for a more efficient and satisfactory national trans
portation system than now exists it is essential that we 
give careful thought at the outset to certain fundamental 
economic issues underlying· transportation .policy. We 
suggest that the following general principles should be 
borne in mind: 

I. The ultimate goal of all transportation policy is to 
furnish the people thB transportation service which they 
require in the cheapest and most efficient manner pos
sible. 

This principle is of course derived from the elemen
tary fact that in the long run the wealth of society de
pends upon the efficiency with which natural resources, 
labor, and capital are utilized, whether in the production 
of foodstuffs and raw materials, in manufacturing pro
cesses, or in the rendering of transportation services. This 
is true whether transportation be developed under gov
ernment or private ownership. 

Electric railways: Census 0/ Hlec,," Industries, 192.7, p. 151. Data 
include only companies exclulively engaged in the operation of electric 
railway., but include equipment. The investment in interurban lines is 
now approximately a billion dollars. 

Highways: Figure based on Federal Trade Commission estimate of 
value of highwaY' for 19~U ($6,850,000,000) plus actual construction 
coati ($6,3:&1,OOO,ooo) 1922"3° inclusive, plus Federal Trade Commis
aion estimate of $4,000,000,000 for investment in bu. terminals and 
public and private garagel. The inclusion of private garages tends to 
exaggerate thi. figure for purposes of comparison. 

Pipe linea: Statistic, of Railway, in 1M Uniled Slalll, 930, p. 8-1So. 
The second chart is taken from H. E. Hale, Consulting Engineer, New 

York. 
In the third chart pipe line data are from an estimate by Bureau of 

Railway Economics; truck estimate by Interstate Commerce Commission; 
and buses i. an independent estimate. 
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2. T,.ansportation ,.ates should be iust and ,.easonable 
and notHliscriminatory ;n cha,.acter as between persons, 
places, and commodities. 

Inasmuch as transportation is in the nature of a public 
enterprise it has been established both in common and 
statute law that in the making of any particular rate a 
transportation company shall treat every person, com
munity, or type of traffic fairly and without any undue 
preference in connection with essentially like services. 

3. Government policy should not f!Wor one form of 
transportation as against another, but should seek to plllC8 
all as nearly as possible on the same competitive plane 
to the end that those agencies which demonst,.ate the 
greatest efficiency shall sumve. 

When any particular form of transportation is given 
preferential treatment, by means of subsidies or discrim
inatory regulation, the result is an allocation of traffic 
which is artificial in character, that is, which is not de
termined solely by considerations of economical and effi
cient transportation. In accordance with this principle, if 
one type of transportation pays taxes other types should 
pay taxes likewise. 

4. No method of t,.ansportation and no part of a t,.ans
portation system should be ,.etained if it is not in the long 
,.un efficient and self-supporting. 

Progress demands that whenever any particular trans
portation unit becomes obsolete it should be abandoned; 
otherwise society pays more for the cost of transporta
tion than is necessary, and the burdens involved are borne 
either by other shippers or, as the case may be, by the 
tax-paying public. This means that if secUrity owners 
have invested capital in a transportation agency which 
can no longer meet competition on even terms they 
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should expect to pocket their losses. If means also that 
when it is demonstrated that a government-supported 
tranSportation agency cannot perform the service re
quired as cheaply, with all elements of cost included, 
as it can be performed otherwise, that agency should be 
abandoned. 

5. Under regulated private ownership the minimum 
return allowed to investors in necessary transportation 
facilitie$ should he sufficient to enahle the industry to 
IIttract the volume of capital necessary to perform essen
titJ tr/lnsportlltion services in the most effic~nl mllnnef'. 

So long as transportation companies must compete 
with other enterprises for capital in the investment mar
ket a return high enough to attract the necessary capital 
is a fundamental 'requirement. Otherwise the transpor
tation companies will not be able to give the most efficient 
service possible. 

6. The wages of essential lahorers engaged in the 
service of trllnsportation should he lIS high lIS generlll 
economic conditions make possihle. 

In stating that the wages, of labor should be as high 
as is economically possihle we call attention to the fact 
that wages in transportation cannot in, the long run be 
higher than the industry can support, 'or widely at vari
ance with rates iii other lines of enterprise; but we em
phasiz.e that wages should be as high as possible rather 
than at the very minimum necessary to attract the labor, 
supply required. This is not only because the livelihood 
of the workers is involved, but also because their capacity 
to contribute effectively to the life of the nation depends 
almost entirely upon what they obtain from the services 
which they render in this industry. 

There are three major groups concerned with trans-
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portation-the shipper, the worker, and the investor of 
capital. At any given time the interests of these groups 
are to a considerable degree in conHict. It is the desire of 
the shippers to have low rates; it is the desire of the 
laborer to have high wages; and it is the desire of the 
investor to secure large returns on his investment. A re
duction in rates, unaccompanied by an increase in effi-. 
ciency, would mean either that the return to capital 
would be less or that wages would have to be reduced. 
Similarly, an increase in wages, efficiency remaining the 
same, would mean either that rates would have to be 
increased or that the return to capital would have to be 
reduced. Likewise, an increase in the return to investors, 
unless it is made possible by an increase in efficiency, 
would mean either that wages would have to be re
duced or that rates to shippers would have to be raised. 
At times these conflicts of interest are very difficult to 
reconcile, and they present always a problem of more 
or less importance. 

There is, however, in the long run and in a. final sense, 
a mutuality of interest among these groups. It is not to 
the advantage of investors to have rates so high as to 
throttle the industries from which in the last analysis they 
draw their support. Similarly, the shipper will not in 
the long run benefit if rates are so low that the necessary 
capital will not be attracted to the transportation indus
try. In like manner it is to the long-run interest of labor 
that the necessary capital shall continue to be attracted 
and that the industrial development of the country shall 
not be handicapped by excessive rates. 

In concluding this statement it will pel'lIaps be useful 
to indicate the composition of these various groups. The 
shippers of freight are great industrial corporations, as 
well as small business men and farmers, and they com-
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prise a substantial proportion of the total population. 
Moreover, since transportation costs find ultimate ex
pression in th.e prices of commodities entering into con
sumption, the entire body politic, including the labor
ing population and investors, is concerned with cheap 
transportation. 

The laborers directly employed in this field of enter
prise in 1930 numbered about 1,500,000 in the railroad 
industry, approximately 200,000 in. inland water trans
portation, some 2,500,000 in truck: and bus transporta
tion,' about 22,000 in pipe-line transportation, and some 
8,000 in air transportation. The bulk, though by no means 
all, of the railroad ·workers are effectively organized, 
while in other divisions of the industry there is almost 
no organization. 

The investors in the securities of transportation rom
panies consist of individuals, business corporations, banks 
and insurance companies, and a wide variety of quasi
public institutions and agencies. Through savings de
posits and insurance policies, if not by direct holding of 
securities, all classes of society, as is indicated in some de
tail in Chapter XII, are concerned, more or less, with the 
safety of and the return on transportation securities. In
asmuch as waterway and highway development is fi-

, nanced at public expense investments are mainly con
fined to railroad securities. Where transportation agen
cies are constructed by the government .. it is of course 
taxpayers rather than investors who have an interest at 
stake. 

The purpose of this investigation is to lay the founda
tions for a more economical and better functioning trans
portation system. It is therefore necessary to study the 

• This does not include thOle working on high~y construction. 
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several types of transportation agencies both independ
ently and in their interrelations one with the other. 
I t will also be necessary to reconsider our legislative poli
cies and procedures with a view to promoting future 
transportation development along the soundest possible 
economic lines. Among the specific questions which the 
investigation will undertake to cover the following may 
be mentioned as of major importance: 

'I. What has been the trend of railway financial con
ditions over a period of years, and what is the relative im
portance of the primary factors responsible therefor? 

2. What are the possibilities of increasing railway 
operating efficiency (a) through the initiative of indi
vidual lines, and (b) by means of consolidation? 

3. What reorganization of railway financial practices 
and procedures and of capital structure may be required 
under present conditions? 

4. In the light of changed agricultural and industrial 
conditions is a general reduction of railway rates neces
sary? 

5. Are readjustments in railway wages essential to 
the stability of the industry? 

6. What revisions are necessary in the Transporta
tion Act of 1920 pertaining to the regulation of the level 
of railway rates? 

7. What principles should be adopted in determining 
the feasibility of inland waterway development? 

8. What modifications of policy are necessary in con
nection with coastal shipping? 

9. What are the possibilities of effective co-ordina
tion between rail and highway transpvitlltion/ 

10. What principles should be adopted in the regula
tion of highway n:ansportation in general and in the 
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allocation of cost burdens as between commercial and 
private highway transportatioh? 

II. What legislation is required to place the various 
forms of transportation on an even plane of competition? 

12. What general considerations with reference to 
city planning should be borne in mind in the further 
development of transportation? 

13. What reorganization in our regulatory system is 
necessary in order to carry out a constructive national 
transportation program? 



CHAPTER II 

THE TREND OF RAILWAY FINANCIAL 
CONDITION, 1890-1929 

If we are to obtain a clear picture of the financial prob
lem of American railways it is necessary to consider not 
only the immediate situation but also the trend over a 
considerable period of years. Only thus will we be able 
to ascertain whether, ~isoften con~ t~he machin
ery of ~oy_e!~l!l~ion ~cLwitlLother fac
tOrSnas resulted i~ a more or less continuous_deteriora
tion ofrruIway crec!i.t. For the purpose in hand we go 

.baCk as far as 1890, virtually to the beginning of feder.al 
regulation, and far enough to reveal the effects upon 
railway finances of the great depression of the nineties. 
So far as this chapter is concerned we shall end our analy
sis with the year 1929, leaving the effects of the current 
depression for consideration in the following chapter. 

I. FINANCIAL STATUS OF RAILWAYS AS A WHOLE 

The first index of financial condition to which we call 
attention is the so-called "operating rati2," that is, th-e_ 
ratio of operati!lK expe!l.qiture to operating revenu~J2i>
erating eX2.enditure eX~l!c!eLtaxes, bond interest, ana 
other~dlsbur.sementSof a strictly financial character, and 
operating revenue doe~noJ .includ.e income deriv~ from 
inveStrnentS:TheT~wer theoper.i'trng-ratio theJnore 
faVorlible~is -the --situation from the standp!>int of the 
raiIroads'-finances:-AiI-operatingratloof-Ioo would in
dicate1~c is paying for rai1uad services an 
amount just equal to the direct cost of doing the work 
and keeping the carriers' property in repair, paying noth-

26 
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ing {or the use of the property. The table on page 28 
shows the operating ratio for each year from 1890 to 
1929. 

It will be seen that from 1890 to 1910 the ratio was 
comparatively steady at 6S to 67 per cent. It was, how
ever, noticeably higher in depression years than in 
periods of prosperity. From 1911 to 1927 the operating 
ratio fluctuated around a level4 or S points higher than 
in the preceding period, except in 1916 when the ex
tremely heavy traffic made possible a better showing. 
From 1918 to 1921 the ratio was extraordinarily un
favorable. This situation was due to the rapid rise in the 
price level, the inability of the roads to secure prompt 
rate readjustments, the special costs of war-time ad
ministration and, in 1921, the tremendous shrinkage of 
traffic. From 1922 there was a steady and substantial im
provement through 1929, but the ratio of 71.8 which 
was achieved in the latter year was still higher than any 
figure recorded before 1914-

A second index of the railways' financial conditi.9n is 
the ratio of income to exp~~ In the table on page 29 
wecompare the operatingrevenuewith_the sum of the 
ope.rating expe~""'::!'t~ ta~~d the interesf on fu~ , 
debt. This ratio gives an indication of the success of the 
ratIroads in retaining something for their stockholders 
out of the revenues which pass through their hands.' 

1 The ratio is not strictly a measure of the mum received for COR

ducting railway transportation, since (a) DO account is taken of DOD

operating i.come and .o.-operating expense, and (b) the fixed charges 
include interest on obligations incurred for the purchase of Reurities 
which yield non..operating income. However, non-operating income and 
no.-operati.g expe .... both coosiot chielly of payme ... between railwaY' 
and an therefore not significant for the pUrposeI of this table. Compu
tations fot certain years made from consolidated income data which elimi':' 
natc payments between railway companies indicate that only a negligible 



Yearb 

1890 ........ . 
1891 ........ . 
1892 ........ . 
1893 ........ . 
1894 ........ . 
1895 ....... .. 
1896 ........ . 
1897 ........ . 
1898 ........ . 
1899 ........ . 

1900 ........ . 
1901. .... . 
1902 ....... .. 
1903 ........ . 
1904 ...... .. 
1905. .. .. . 
1906 ....... .. 
1907 ....... .. 
1908 ....... .. 
1909 ..... . 

1910 ........ .. 
1911 ....... .. 

l~g~::·::::: 
1914. . ... 
1915. . .. 
1916.. . ... .. 
1916~: ..... .. 
1917. 
1918 .. 
1919 ........ . 

1920. .. ... 
1921. ...... . 
1922 ...... .. 
1923 ........ . 
1924 ...... .. 
1925. .. .. .. 
1926 ......... . 
1927 ........ . 
1928. .. . 
1929 ....... .. 

RAILWAY OPERATING RATIOS1 1890-1921)10 
(Dollar items are in millions) 

Freight Pasaenger Operating Operating Operating 
Revenue Revenue RevenueD Expenses Ratio 

, 714 
737 
799 
829 
699 
730 
787 
773 
877 
914 

1,049 
1,118 
1,207 
1,338 
1,379 
1,451 
1,640 
1,824 
1,655 
1,678 

.1,926 
1,926 
1,969 
2,199 
2,127 
2,038 
2,469_ 
2,631 
'2,897 
3,522 
3,625 

4,421 
4,004 
4,086 
4,712 
4,437 
4,648 
4,906 
4,729 
4,772 
4,899 

, 261 
281 
287 
302 
285 
252 
267 
251 
267 
291 

324 
351 
393 
422 
444 
473 
510 
565 
567 
564 

629 
658 
660 
696 
703 
646 
690 

-'f~ 
841 

1,046 
1,193 

1,305 
1,166 
1,088 
1,159 
1,086 
1,065 
1,049 

980 
905 
876 

,1,052 
1,097 
1,171 
1,221 
1,073 
1,075 
1,150 
1,122 
1,247 
1,314 

1,487 
1,588 
1,726 
1,901 
1,975 
2,082 
2,326 
2,589 
2,441 
2,473 

2,812 
2,853 
2,906 
3,193 
3,128 
2,956 
3,473 -un 
4,985 
5,250 

6,310 
5,633 
5,674 
6,419 
6,045 
6,247 
6,509 
6,246 
6,212 
6,373 

$ 692 
732 
781 
828 
731 
726 
773 
752 
818 
857 

961 
1,030 
1,116 
1,258 
1,339 
1',391 
1,537 
1,748 
1,710 
1,650 

1,882 
1,976 
2,035 
2,236 
2,280 
2,089 
2,277 
2,426 
2,906 
4,072 
4,499 

5954 
':669 
4,510 
4,999 
4,609 
4,633 
4,766 
4,662 
4,509 
4,579 

65.8 
66.7 
66.7 
67.8 
68.1 
67.5 
67.2 
67.1 
65.6 
65.2 

64.6 
64.9 
64.7 
66.2 
67.8 
66.8 
66.1 
67.5 
70.1 
66.7 

66.9 
69.3 
70.0 
70.0 
72.9 
70.6 
65.6 
65.7 
70.6 
81.7 
85:'1 

94.4 
82':9" 
79.S 
77.9 
76.2 
74.2 
73.2 
74.6 
72.6 
71.8 

• Data are from the annual SIMislics 0/ Rai~s in 1M Un;ted Sialu. 

~~~i~: ~~al~';=:~n~r~l~i8~190i;1!!cr:~ rh!~A~~: 
b For 1890-1916 figures are for fiscal yean ended June 30; for 1916-29 

for calendar years . 
• Operating revenue includes freight, passenger, mail, express, excess 

ba~~~nt :~C~~ii::;::'iy~ 



y .... 

1890 .. 
1891.. 
1892 •. 
1893 .. 
1894 •. 
1895 .. 
1896 .. 
1897 •. 
1898 •. 
1899 .. 

1900 .. 
1901. . 
1902 .. 
1903 •. 
1904 •. 
1905 •. 
1906 •• 
1907 .. 
1908 .• 
1909 •• 

1910 .. 
1911.. 
1912 .. 
1913 .. 
1914 •. 
1915 .. 
1916 .. 
1916 •. 
1917 •. 
1918 .. 
1919 .. 

1920 .. 
1921 .• 
1922 .. 
1923 •. 
1924 .. 
1925 .. 
1926 .. 
1927 .. 
1928 .. 
1929 .. 

OPERATING bfCOIlE CoMPARED WlTH EXPENS£A 
(Dollar items are in millions) 

Operating 
Intereat p~ 't:ting ~ Taxes on Funded evenue Debt I!lusInter-

est 

$1,052 $ 692 PO $222 $ 944 
1,097 732 32 220 984 
1,171 781 33 240 1,054 
1,221 828 35 250 1,113 
1,073 731 37 253 1,021 
1,075 726 38 252 1,016 
1,150 773 38 250 1,061 
1,122 752 41 248 1,041 
1,247 818 42 246 1,106 
1,314 857 44 251 1,152 

1,487 961 44 253 1,258 
1,588 1,030 47 262 1,339 
1,726 1,116 50 274 1,441 
1,901 1,258 53 284 1,595 
1,975 1,339 57 298 1,694 
2,082 1,391 59 311 1,761 
2,326 1,537 69 325 1,929 
2,589 1,749 74 344 2,167 
2,441 1,710 79 368 2,157 
2,473 1,650 85 383 2,118 

2,812 1,882 98 400 2,380 
2,853 1,976 103 410 2,489 
2,906 2,035 114 429 2,578 
3,193' 2,2364 122" 435' 2,793< 
3,128 2,280 140 443 2,863 
2,956 2,089 138 464 2,691 
3,473 2,277 150 474 2,90-1 
3,691 2,426 162 481 3,069 
4,115 2,906 219 474 3,599 
4,985 4,072 230 468 4,770 
5,250 4,499 239 476 5,214· 

6,310 5,954 289 SOO 6,743 
5,633 4,669 283 529 5,481 
5,674 4,510 JOB 539 5,357 
6,419 4,999 340 552 5,891 
6,045 4,609 347 588 5,544 
6,247 4,633 J66 S84 5,583 
6,509 4,766 396 582 5,744 
6,246 4,662 383 583 5,628 
6,212 4,509 396 579 5,484 
6,373 4,579 403 581 5,563 

RallooE 
Exp ...... 

plus Taxes 
and Interest 
to Operating 

Revenue 

89.7 
89.7 ' 
90.0 
91.2 
95.1 
94.5 
92:2 
92.8 
88.7 
87.7 

84.6 
84.3 
83.5 
83.5 
85.7 
84.5 
82.9· 
83.7 ' 
88.4 
85.6 

84.6 
87.3 
88.7 
87.5 
91.6 
91.0 
83.6 
83.2 
87.5 
95.7 
99.3 

106.9 
97.3 
94.4 
91.8 
91.7 
89.4 
88.3 
90.1 
88.3 
87.3 

• nata are (rom the ann~a! 31111;sl;cI tlf ~n IAt Un;led Slalts, 

l~= .':i=.f::'=:ln~~~890-1907; ~~~ &:'l~~: 
• For 1890-1916, figurea ......,.". y ..... ended June 30. 

-Claao I and Cl .. 11 railwayaand their non-operating oubsidiarieaonly. 
• CI .. I and Clau II railways. • Sum of three preceding items. . 

-\- !t 
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The table indicates that the proportion of the rail
ways' receipts which was left for stockholders, to be used 
either for dividends or for reinvestment, increased stead
ily from the early nineties to 1906, then decreased stead
ily to 1920 when expenses surpassed the revenue! After 
1920 there was a steady improvement to 1929. 

The trend of this ratio has been very similar to that 
of the operating ratio, as-may Tieseen fi-omtnechiiton 
page 32. However,tne ratio shown in the table on page 
29 shows a recovery since 1920 to a stronger position 
than was shown in any of the years before 1900, while 
the operating ratio has never since the war been as favor
able as it was throughoulJht!. pe!!()d befor~ o. !!!!!. 

GifIerence is-aile'to .the fact that intne earlier years a 
much larier-p~oportion- of the total investment was in 
the form of bonded debt.' 

Two other indices of financial condition are the rel:!=
tionship between income available for capii3l' and th~ jn~_ 
vestment, and that-between net income.and the.c;glllty..of 
th~~~=-rs in~ht!pioperty.Jn the table which fol
lows we show the course of these two ratios during the 
period 1900--29: 

error arises from the omission of non..opcrating income from sources out .. 
side the railways and the inclusion of the payment of fixed charges to 
other railways. Compare table on page 317. 

S However, if account is taken of the payments made by the govern
ment to the railroads under the guarantee of earnings, the .howing of 
these years is distinctly favorable. 

a Interest on funded debt in 1890 amounted to 11.1 per cent of 
operating revenue, in 1900 to 17.0 per cent, in J910 to 14.3 per cent, 
in 1920 to 7.9 per cent, and in 1919 to 9.1 per cent. Interest payments 
do not affect the o~rating ratio, but do reduce tbe _ balance for Rock. 
holders; hence thry affect the ratio shown on p. 31. ' 

• That is, net iocome plus interest on funded debt. The ratio of net 
income to the "physical valuation" of the carrieri' property is discussed 
in Chapter XVII. 
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INCOME or UJUlISU III RELATION TO INVESTMENT IN ROAD Al'rD ~Q.t1IP
MEHT AIfD TO STOClUIOLDERS' EQ,UITY TRBRElS-

(Dollar items are in milljons) 

NetI .... Ratio of Ratio or 
Invest_ Net In. Net In-

ment in come plus come plus Stock- Net come to Ye'" Road and InterestoD Interest to holders' Income Stockhold-
EquipmeDt FlI1tdcd Investment Equity' era' Equity Debt (per cent) (Percent) 

-----------s.s 1900 .. '10,263 , 505.7 4.9 ,4,618 J253 
1901. . 10,405 535.6 5.1 4,524 274 6.0 
1902 .. 10,658 589.4 5.5 4,548 315 6.9 
~903 .. 10,974 622.3 5.7 4,529 338 7.5 
1904 .. 11,512 615.0 5.3 4,638 317 6.8 
1905 .. 11,951 675.4 5.7 4,701 365 7.8 
1906 .. 12,420 756.8 6.1 4,654 434 9.3 
1907 .. 13,030 832.2 6.4 4,305 488 .11.3 
1908 .. 13,214 812.3 6.1 3,820 444 11.6 
1909 .. 13,609 823.8 6.1 3,808 441 11.6 

1910 .. 14,558 982.8 6.8 4,254 583 13.7 
1911 .. 15,612 957.6 6.1 4,874 547 11.2 
1912 .. 16,005 882.1 5.5 4,875 453 9.3 
1913". 16,352 981.6 6.0 5,166 547 10.6 
1914 .. 17,154 838.1 4.9 5,587 396 7.1 
1915 .. 17,441 819.0 4.7 5,308 355 6.7 
1916 .. 17,689 1,145.9 6.5 5,656 671 11.9 
1916 .. 17 ,843 1,216.7 6.8 5,842 735 12.6 
1917 .. 18,574 1,132.3 6.1 6,628 658 9.9 
1918 .. 18,985 910.6 4.8 7,255 442 6.1 
1919 .. 19,300 972.7 5.0 7,441 497 6.7 

1920 .. 19,849 982.4 4.9 7,072 482 6.8 
1921 .. 20,329 879.9 4.3 7,113 350 4.9 
1922 .. 20,580 973.1 4.7 7,431 434 5.8 
1923 .. 21,373 1,183.8 5.5 7,784 632 8.1 
1924 .. 22,182 1,211.7 5.5 8,020 623 7.8 
1925 .. 23,231 1,355.4 5.8 9,126 771 8.4 
1926 .. 23,881 1,465.1 6.1 9,688 883 9.1 
1927 .. 24,454 1,325.4 5.4 10,502 742 '7.1 
1928 .. 24,876 1,433.8 5.8 10,972 855 7.8 
1929 .. 25,465 1,558.0 6.1 11,400 977 8.6 

• Data are from the annual Stalu/ie, of RAilrtl4Ys in 1M U"ileJ Stille,. 
• For 1900-16, fisurea are for fiacal ye ... endcd June 30; for 1916-29 for 

calendar y ...... 

; ~i::r.=tt li ::::. -:n~ e:L~~':::~-::ti':~~~~e.!ri~ only. 
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The investment figures for the earlier years, and hence 
also the figures for stockholders equity, are not strictly 
comparable with those for the later years, since the ex
istence of serious overcapitalization in the earlier years 

INDICES OF THE FINANCIAL CONDITION OF THE 

RAILROADS, 1900-29 
PERCCNTNiC RArlfJ 

I 

I 
t----"" 

, .... _ .. 

I 
I I 

i 'I J -'1'-.. 
", -- --'::'"~C-..~---~-i-~:::::: 
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__ OPCIlATIItG EXPeNSES "' OI'CIIATmt: MtlENlES 
____ £XPDtSCS PUa TAXES AND INUReST 70 OKRArll" RCtfENrI£S 
__ NET INCOME TO INY£STMCNT MIliUS FillIOn} IKII7 
----- NCT INCCME I'UJS lNT£Il£ST TOINIICSTMCNT 

tended to inflate the book value of the investment in rail
ways and equipment. For the years since 1906 the in
vestment figures reported annually have been obtained 
by adding the net investment of the current year to the 
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preceding valuations. As we come to the later years, 
~erefore, the original inBated figure becomes progres
sively a smaller proportion of the total. Hence, the later 
the year the more closely the investment approximates 
original cost. This fact must be borne in mind in any 
comparison of the showings in recent years with those 
in the earlier years in the table.' 

The chart on page 32. shows a comparison of the course 
of the four ratios which we have traced. In general the 
ratios of income to investment and of net income to that 
part of investment represented by the claims of common 
and preferred stoclcholders run courses which are similar 
to those of the ratios given in the tables on pages 2.8 and 
29. From 1900 to 19IO there was a steady improvement, 
followed by a downward trend interrupted by the re
coveries in 1912. and 1916, till the lows of 4.3 and 4.9 
were reached in I 92.I. Since then there has been a sub
stantial recovery until the beginning of the current de
pression. This recovery, though quite marked, did not 
place the railroads in the strong position they occupied 
betw~en 1906 and 1913." , 

It may be rejoined that the fact that the railroads ap
plied for increased freight rates as early as 1909 and ac
tually received a 5 per cent increase from the Interstate 
Commerce Commission in certain territories in 1914 is 

• The figures involve an inaccuracy in that the funded debt includes 
railroad bonds held by other railroads and abo Don-negotiable debt of 
railroads to other railroads. To this extent the size of the stockholders' 
equity is understated. On the other hand, no deduction is made for hold
ings of railroad stocks by other railroads; this omission tends to inflate 
the figure for stockholders' equity, 

'In view of the inflated valuation figures in the earlier years, it is 
doubtful in fact whether aince 19:n the roads have earned as much on 
the actual investment of their stockholders as they did between 1900 

and '90S. 
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evidence that the roads' financial condition in the late 
pre-war period was not as strong as is implied in ouI;' , 
statement-particularly since the carriers in their appli
cation stressed the impairment of their credit as evidence 
of their need of increased revenues. In this connection the 
following points should be noted, however: 

First, the Commission's decision, which was rendered 
in 1914: was based on the fact that the net operating in
come of the roads w~4illlinis_hing, rather than on evi
dence that it h~ ~~~_I!J:(lo_low_th!p.!1ghou~!.h~ perio4 of 
the controversy. Second, the finding applied only ~c;;lJ"=
riers in official9assificatioILt~rritory whereas our state
ment is- based. on data referring to-the condition of all 
carriers in the country. Third, granting ~ iml'~~ent 
of the roads'. credit, it does nol. necessarily follow that 
t~re;e~iies were inadequate\!} . - -. -

II. FINANCIAL STATUS OF REGIONAL GROUPS 

It is not necessary for our purposes to analyze the 
showings made by individual railways. It is obvious that 
the results obtained by individual carriers must vary 
widely from those indicated by the combined experience 
of more than 200 companies. Undel' any system of regu
lation, or for that matter with unrestricted competition, 
it is to be expected that some companies will show results 

't' Ewe Per Cnu Case, 31 I.C.C. 351. 
I • In this cODDection the Commiuioa aid: ''The credit of our rail-

) 

roads hu undoubtedly suffered in recent years, but largely from ca~~ 
that were independent of their rates.. Their borrowIng power ~ .auf
fered relatively because of the great -competition for money by -govern
menu, states, municipalities, public II!'T'Vice corponuoru, and indUltric .. 
It has suffered actually becawe of the mmnanagement of great nilroad 
syltCmI of international repute. _The conspicuous dcdine in the securities 
of certain railroads and the circumstances leadiug op to the appointment 
of receivel'l for others have impaired the confidence of the public in the 
stability of railroad securitin.," The same, pp. 419.20. 
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far better than the average and that others will drop 
back or fail completely. 

It is of interest, however, to compare the group results 
of the carriers in the vanous major geographical regions, 
especially since for rate re lation it is necessary to 
classify Carriers accor ng to the-JOn 0 t elr IDes 
rather dIan according to theirm&~dual financial~ 
In the CIla:i1: on page 36 we show for the eight regions 
recognized by the Interstate Commerce Commission, for 
the years 1922 to 1929 inclusive, the movement of the 
ratio of net income plus interest to total investment." 

It will be seen that the improvement in the financial 
position of the carriers was general throughout the coun
try, though in the Great Lakes region and in the Central 
East the best results were shown in 1923, and in the 
South the peak was reached in 1925. The divergence of 
the movement in the Southern region from the general 
trend is presumably to be explained by the rise and pass
ing of the Florida land boom. 

In general, the chart shows clearly a tendency for the 
variations between the different parts of the tountry itO 
disappear, the weaker regions gaining in relative strength, 
while the groups which include the roads of greatest 
financial strength suffered a relative decline. The scatter 
of results was smallest in 1928, when the percentage of 
net income and interest to investment for all but one of 

• the regions fell within the range from 4.36 to 5.60. It 
was widest in 1923, when three regions were below 3.75 
and two were as high as 5.85.' 

• For the years 19:1.6 to 19%9 inclusive the ~ata are those compiled 
by the Interstate Commerce Commission and published in the lUInual 
Swidit: •• f R""-,,s m llu U .. iu4111.,.s. We have carried the computa· 
tions back to 192:2. by adding up the data for individual lines. 
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III. ABILITY TO RAISE CAPITAL 

In this section we survey the record of railroad financ
ing which occurred during the period between the crises 
of 1921 and 1930. Our purpose is to determine whether 
during those years the financial position of the railroads 
was strong enough' to enable them to compete for new 
capital on reasonably fair terms with other industries, 
and to appraise the results of the financial policies which 
were either chosen by the roads or forced upon them by 
external circumstances. 

I n current discussions of railroad finances, certain 
points come up again and again. First, it is widely be
lieved that the railroads have been so liandlcappeooy 
rate .regulation thaLtheYhave-n£b~li"able. to-earq-a 
re~~:lble retur!LQE, -tfieil" i!l~~stments .. Second, it ~ 
alleged that because of this inability to earn a. reasonable 
re~ been grea!!L~andi~ppecrlnsC:fJ!:ring 
~~ <;Jiliil. !hird, itTs .?~casionallYJ!tated that because 
of tlus ha'!<!lcap theynave been compelled to pay for 
new¥aLan rullQ1J!!fwltich is in excess ot.t:h!t..!Vhich 
they could.earn~ the capital th~rreadyhad, thereby 
giving the new security holder an adWntag-e ov~r the old 
i~:F~urth, it_ls argUe<!.~!lit they have been com
pelled, because ofiiriaequate earrungs on their stocks;
tlr~.exce!~amounfof financin~!!!~ans of bQIJ.d 
issues, thereby impamng-:t1i~iL.CiiEital struc~s. We 
shall give attention iri.-this chapter oliIy-to the first and 
second of these issues, reserving the others for considera
tion in Part III. We consider first the cost of capital 
obtained by bond issues.'· 

-It i. impossible to make a worth while estimate of the cost of capital 
secured through stock issues. 
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I. Bond yields. The chart on page 39 shows the aver
age annual yields of railroad, municipal, public utility, 
and industrial bonds from 1900 to 1929 inclusive. The 
IS bonds selected in each group are all high-graoe, and 
are issued by companies or municipalities which are or
dinarily regarded as among the strongest in the group 
concerned." 

In the first section of the chart the yields are plotted 
on an inverted scale. These graphs show very plainly that 
the l~g~JI~f!U~ti()ns in railr~<i ~I!..d yields Jlaye_been 
due to conditions gQverning..!he long-term rates of inter
est 1~J!~al. The}': ~Iso_portr_ar-t~~;;tronger poSition C}.f 
the railroa(!.h.~Qnds ~~oJI1par~d_}Vith th~ industrials. and 
pUbllc.it.i.lities...-
"-In the lower part of the chart the yields are plotted 

( without inversion) as percentages of the yield of munici
pal bonds. This part of the chart shows that r~~ 
bonds have i'!l.l2!:oved since 1920 in comparison with ill= 
dustnals. but -haveTost iou~d in comparis~n with publi~ 
util~ , 

The course of these curves between 1910 and 1918 
also substantiates the evidence of the three ratios which 
was presented in the preceding section. The chart also 
reflects the fact that the recovery of railroad credit after 
1921 did not place the carriers' bonds in as strong a 
position, relatively to other bonds, as they had occupied 
in the period 1906-13 . 

.. Tb ... bond yields are the 0 ... compiled by the Standard Trade 
and Securities Service .. For specific information on the bonch .elected, 
sec SttmdarJ StatistiC/II Bulletin, ]910, pp. 10]-04. 

:IS This relationship between public utility and l'i1L.~Qad credit i. lub
stantiated by data on the cost of financing in the two indtutries. See the 
J01InI<Il 0/ Unullmll Public Utility Eco_ics, February 1911, pp. 94-
101. 
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RAILROAD AND OTHER BOND YIELDS, I900-29 

I. RATE OF YIELD 
fELAINPCIIUNr nE'LAINI'OfC~NT 
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2. 'YIELDS OF CORPORATE BONDS AS PERCENTAGES 
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2. Cost Of new capital. The chart on page 39 is based 
on the yield of seasoned bonds already outstanding in the 
hands of the public, and does not show the cos,t of new 
capital. lt~~iefly significavtas showing the 
fluctuations from year to year in the absolute afi(:Lr~l!ltiYe 
financia[Sti'ength..Otth!iJ:arrle~ , 

The accompanying table shows by years the average 
cost of new railroad capital obtained by long-term bor
rowing from 1920 through 1929. 

YIELD OF NEW RAILJt.OAD ISSUES, 192~2ga 

Year Bonds Equipment 
Trust Certificates All Issues· 

1920 6.84 6.72 6.77 
192L, 6.73 6.68 6.74 
1922 ..... , .. " .. 5.66 5.36 5.57 
1923 ............ 5.22 5.34 5.29 
1924,,,,, ... ", .. 5.38 5.19 5.30 
1925" .. ' 5.44 4.75 5.21 
1926,.,. , 5.18 4.73 5,03 
1927 ... " 5.00 4.51 4.90 
1928"" . 4.64 4.48 4.64 
1929 . 4.89 5.08 4.97 

• Computed from Roy L. Reierson and Ruth A. Foley, "Cost of Railway 
Car.·taIJ~· Journal 0/ Land and PuIJ/i& Ulility uonomics, November 1932, 
Vo. VIII, pp. 435-38, by subtracting the cost of financing from the COlt of 
capital to get the yield to the inveltor. This procedure involves lOme small 
inaccuracies because the data (or cost of financing apparcndy do not appl, 
to all the issues which cnter into the average cost of capital. 

b Includes, in addition to banda and equipment trust certificates, anum· 
ber of .maUer items IUch as DOtes, debentures, and receivers' certificates. 

In the chart on page 41 we compare the yield on these 
new issues with that of old high-grade railway securities. 
The curve of yield of new issues is not as good a measure 
of short period fluctuations as is the curve of high-grade 
bond yields, since it is affected by year-to-year changes in 
the make-up of the borrowing group and in the kinds of 
securities issued. The fluctuations correspond with con-
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siderable accuracy, however. As would be expected, the 
yidd of new securities is always somewhat higher than 
that of the old ones. U 

3. A.mount of nem ClJpillll. The: capital investment of 
steam railways and their non-operating subsidiaries for 

CoMPAIUSOH OF YIELDS OF NEWLY IssuED RAILROAD Bo!fDS 
AlfD IS OLD RAILROAD BoND6, 1920-29 

r--.! I ' "I. I 'r-t--J ' .. ' I i I!-;---':" __ .L_~ ..... -r 
,I If' 

-
the years 1919-29 is shown at the top of page 42." It will 
be noted that the investment has grown steadily at the 
rate of from 2 to 4 per cent a year • 

• It may be wordt -mg ..... dUo diJ£crmce cIac:s _ plOft ......... 
.... capital ..,.. """" ...... io paid ID _ who j>IO'ride .... capital 
alnsdy iD tho bali-. The cane of yields of old boods is ba...r on 
prior Iica _, it cIac:s _ .......... avenge yield of all funded 
daimo aga;,. .... raihoado. 

"Data are En- SU/IisIiQ Df RM'-Ys;" 1M UmtU SIMa, '9JO, p. 
~117. 
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December 31 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 

Millions of Dollars 
............ 19,300 

19,849 
20,329 
20,580 
21,373 
22,182 
23,231 
23,881 
24,454 
24,876 
25,465 

These figures are affected by reorganization, the sale 
and abandonment of property, reclassification of cor
porations, and similar factors. Hence the increase from 
one year to the next does not measure accurately the 
amount of the new investment. The following data show 
the new investment in fixed property devoted to rail 
transportation purposes during the years 1920-29:'" 

December 31 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 

Total .. 

Millions of Dollars 
544-
458 
342 

.......... 807 
724 
580 
666 
588 
468 
543 

.5,720 ., 
It Data arc from the same, p. 5-11 t. They ~ver investment. of 

Class I and aa.. II roads in new lines, extensions, addition., and better .. 
ments, less credits for retircmentJ. 
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The tables which have ,been presented include capital 
which has been provided by reinvestment of railroad 
earnings as well as that invested from outside the in
dustry. It is of interest also to examine the record of 
capital flotations to determine the success which railroads 
have had in securing a share of the national savings 
through public issues of securities. 

For the years since 1919 the Commercial and Finan
cial Chronicle has collected information concerning new 
security issues, which is classified in a fair amount of 
detail.'· From these figures we have compiled the table 
on page 44- Some of the information is shown also in the 
chart on page 304. 

This table shows that during the ten-year period 1920-

29 the railroads obtained through the public money mar
kets about 9 per cent of the total amount of capital which 
was raised through those markets--or 13 percent of 
the amount which was raised by corporate industry. We 
may compare this figure with estimates of the proportion 
which the railroad industry bears to the total business 

'enterprise of the country. According to Federal Trade 
Commission estimates, the steam railroads of the coun
try owned, in 1922, about 17 per cent of the wealth used 
in corporate business in the United States" and produced 
about 12 per cent of that portion of the national income 
which is attributable to corporate business, or rather to 
those businesses which are usually organized in the cor
porate form (mining, manufact.ure, construction, trans-

» A similar compilation made by the Standard Trade and Securities 
Corporation moWl railroad securities as a slightly higher percentage of 
the total volume of securities offered, but the fluctuations from year to 
year are very aimilar. The percentages are u £ollowa: 1914, 17.8; J925, 
,.61 ]926,5.6; 1927,9.6, 1928,9.1, and 1929, 8.6. 

If National Wellll" tMullfICOfIU, p. 113. 
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portation and communication, and banking). If mercan
tile business is included in the total used as the basis of 
computation, the percentage share of the railroads drops 
to 10. 

While this comparison does not, of course, afford a 
precise measure of the amount of capital which the rail
road industry ought to be able to secure, as compared 
with other industries, the figures indicate that the roads 
RAILROAD FLOTATIONS AS PERCENTAOE OF ALL CAPITAL FLOTATIONS 

1919-29' 
(Dollar items are in millions) 

Other Non~ 
Railroad as 

Year Railroad Corporate Corporateb Total Percentage 
of Total -

1919 ..... ... 1208 '2,532 $1,621 $4,361 4.8 
1920 ..... ... 378 2,588 1,044 4,010 9.4 
1921 .... . " 655 1,736 1 ,813 4,204 15.6 
1922 ...... " 652 2,421 2,172 5,245 12.4 
1923 ........ 518 2,805 1,667 4,990 10.4 
1924 ........ 940 2,899 2,488 6,327 14.9 
1925 ...... " 515 4,222 2,389 7,126 7 .2 
1926 ....... 423 4,877 2,130 7,430 5.7 
1927 ...... 963 6,356 2,615 9,934 9.7 
1928 ... ... 728 7,090 2,174 9,992 7.3 
1929 ...... 817 9,209 1,566 11,592 7.0 

In~u~mfo:i~i:u:ft~~t:dr;:titcl~h. Cth~U~f::i S't~t'e!7Qndtll Cltronidt. 
b Chiefly borrowings of municipalities and foreigD governments; includes 

a1so Federal Farm Loan bonds but does not include issues of the United 
States government or those of individual states. 

have been able to get a share of the new capital which 
is not conspicuously out of line with the part which they 
play in the industrial life of the country. Considering 
that th~.!:~!1~ad.jn~s anJM _one, .~.fiosL~Pi!T 
needS arise fro.!!l-.opportunities to reduce the cost of 
hari~li.ng-eii;ting busin~s and irnP!Q.~rtgstanaardsof 
satety _a!1d serYice.,J:llth_l!rtli~~fr~".l_gr~~ 
ticin see,ms to be rather higher than one would expect~ 
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This brings us to the "question whether the Lailroads' 
credit has not been too -.&ood; that is, whether they-l:!.:1Y~ 
not beena.ble-to...attraCt1U.uds inconlpctl~().~jvl!h" other 
inauSi.tie.~2 .easilythat the country has h.ee.!!.!~ 
in~ £ailway equi.p!l.l~~.saYings which mig!l!.b~tter haye 
been used elsewherc;,.Our data indicate that over six and 
one-halr-billion d-;;iIars of outside capital flowed to the 
railroads in the decade which ended in 1929. This in
cludes refunding as well as new capital and foreign as 
well as United States issues. But the deduction neces
sary for these items is nearly offset by the reinvestment 
of surplus and the capital obtained from private sources. 
Thus the table on page 42 shows that the total increase 
of investment of Class I and II roads during these years, 
ran to 5.72 billion dollars, an increase of 28 per cent. 
During this period freight revenue ton mileage increased 
less than 10 per cent, and passenger mileage decreased 
over 30 per cent. 

At first glance it might seem that these figures reflect 
misdirection of investment into a declining industry. But 
it must be remembered that the economic value of an 

in~e~~f new .~pital ~~I§..t...l?:e !..eS!~amer:<:Ji.Jir!~ 
gross volume of bus mess transacted. Qwte as lmJ1Q!:!:ant 
are tl!.e.qllality.DLerilirereni!erea to p~trOns,the saf~ty 
o~wtjon, aDd tl:te.£.os~And on all these pOInts there 
was much to show for the new capital. We comment else
where on the progress of the movement and on the 
startling improvement in the quality of freight serv
ice, as measured by car supply and car shortages." This 
improvement was no doubt due in large measure to 
increased managerial efficiency,'· but in no small degree 

" See Chapter VI. 
DI~ust be remem~~_~ .. ~n_.i!!l'p"ro~~~nt_in eflicien~ .. !J'~!!!~ 
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it also resulted from the increase in capacity of cars and 
locomotives, the straightening of curves and reduction of 
grades, and the improvement of terminals. The most 
im"p!'essiyut;~l!lt of the lldd!J:ional investmentJi9'NeVer, 
iS~~'!ct:~on in direct COs!..ploperi!tion. 

Coal consumption per passenger train mile fell from 
18.8 tons in 1920 to 14.9 in 1929 in spite of a small in
crease in average length of trains; and in freight service 
it fell from 172 pounds per gross ton mile in 1920 to 
125 pounds in 1929. Labor costs, measured in hours of 
service, have also declined. In 1922, 78 ton miles of 
freight service were performed for every employee hour; 
in 1929, 103.20 These striking increases in the amount of 
service rendered per unit of labor and fuel can only be 
acco;;nted for by the increased investment, which put the 
roads in possession of more powerful and economical 10= 
comotives~ ~ve them better tracks to run on, and re
ducedihe . delays "and inefficiencies which result from 
clumsy and congested terminal arrangements.'l 

The fall in the costs of operation of railways during 
the decade has been so great as to justify, from the eco
nomic viewpoint, a very substantial volume of new in
vestment, in spite of the passing of the era of ;:-aPldtraffic 

ageme~~J!'~ involves some ,i_~creaae in investment. Longer 
t~oLin~n~..1..r£q~jre_ long~~ -~.idings,. beav¥C-engrnes;'~l'Q!lger 
brid ----.-
--~ar 192% is used as the bati, of this comparison because oper

ating conditiotll in J 920 and ] 92] were somewhat abnormal. For thote 
years the figures were 7 sand 74 respectively. The figures, which are 
based on all employees, not merely those in freight service, are affected 
somewhat by the decline in the proportionate amount of passenger traffic, 
but this was probably not very significant, at the ratio of freight train 
miles to passenger train mile. rose only from 0.98 (d 1.0S'. 

ID Thi. conclusion is confirmed by the fact that the great increase 
in investment was not accompanied by a aignificant increase in railway 
mileage. From the end of 1919 to the end of 19%9 the increue in first 
track mileage wu only %,045 miles, or 0.8 of 1 per cent. 
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growth. It does not necessarily follow, of course, that the 
whole amount of the new investment was necessary in 
order to secure these economies. Some of the investment 
was unproductive, from the standpoint of the railways' 
finances, but was necessitated by public requirements. 
Some of it doubtless was productive from the standpoip.t 
of the individual railway but unproductive from the 
standpoint of the railway system as a whole because it 
merely made possible a diversion of traffic trom one rail
way to another'" 

• IV. SUMMARY 

I. The railroads were in a very strong financial posi- ( 
tion in the period roughly from 1906 to 1913, as is evi
denced not only by the significant ratios of expenses, 
revenue, and investment, but by comparison of. their 
bond yields with the average yield of bonds issued by \ 
other industries. ' 

2. From 1910 to 1920 there was a progressive weak
ening which again is shown both in the ratio and in the 

, comparative bond yields. The main explanation of the 
weakness from 1916 on lies in the failure of rates during 
the war perio4tQ. follow the upw~d m~t of prices 

'>-----'---- --------ana wage.s, __ 
3. The recovery from 1921 to 1929 was substantial, 

though it did not quite restore to the carriers the financial 
strength they enjoyed in the period from 1906 to 1913. 

4. Railroads in different sections of the country show 
widely differing degrees of financial strength, but during 
the years between the depressions of 1921 and 1930 
there was a distinct tendency for these differences to dis
appear. 

5. The railroads on the whole enjoyed a credit posi-

"Compare Chapten VI and XlV: 
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( tion well above the average of corporate industries gen-

) 

erally. Public utility bonds, however, gained in public 
favor as compared with railroad bonds during the post
war period. 

~ 6. Railroads were able to attract capital in a volume 
/ at least proportional to their importance in the national 
l economy. 



CHAPTER III 

RAILROADS AND THE DEPRESSION 

For the railroads, as for practically all other businesses, 
the world-wide depression of 1930-32 has been a major 
calamity. Some of its most important effects are so con
spicuous as to require little more than mention; others 
are more readily overlooked. In this chapter we bring 
together a number of the most significant statistical meas
ures of the extent and effects of the business depression 
on railway finances. The full analysis of their implica
tions for railway policy must be deferred to later chap
ters. 

In most cases we shall use 1928 as the base line from 
which to measure the effect of the depression, as the 1929 
figUres for traffic and revenue were in some respects ab
normally high. The appropriateness of our choice of 1928 
can readily be gaugeQ by inspection of the tables in the 
preceding chapter. It will be noted that the net ton mile
age for 1928 was almost,the same as that for 1927 and 
was below the figures for 1926 and 1929. 

I. TRAFFIC 

By far the most import;rt effect of the depression on 
the rai!\VESiS:gfi@.~nce~o~ili"~OI'!I1!e ~l>usi~ess 
hanafed. ~~..ol!.rnilesof r~ve!!ue freigl1t..!l~n~y 
crass I railroads dzopped from 433 billion in 1928 to 
383 billion in 1930 aiiCtto309 billion in 1931. The latter 
figure was slightly below the low record of 1921 and far 
lower than that of any other year in the post-war period. 
For the first eleven months of 1932 there was a further 

49 
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drop of 73 million ton miles, or 25 per cent below the 
figures for corresponding months in 1931. 

Th~iJleJn.-p~@g~s!:.ryi!=.e has been even mare 
pro~evenue passenger mileage of Class I roads 
(~ich was about the same in 1929 as in 1928) decreased 
in 1930 by 4 billion units, or about 13 per cent, and in 
1931 by another 5 billion units, or 20 per cent of the 

CHA.NGE JJi THE PRODUCTIVE AC'I'IVlTY OF VARIOUS h,DUSTRJES, 1928-32-
(As percentages of 1928 ngureo) 

Item 1929 1930 1931 1932 

Railroads: 
Car loading •........... 102.1 88.5 72.1 54.7 
Revenue net ton milesb . . 103.2 88.5 71.4 53.3 
Passenger milesb . ....... 98.4 M.8 69.3 53.0 

Industrial production (in~ 
del< numbers) .......... 106.8 S5.S 68.7 51.9 

Sted (ingot production) .... lOS. I 7S.0 49.6 26.2 
Automobiles and trucko 

-29.S (number produC<d) ..... 121.7 77.0 53.6 
Rnod building (area) ...... 94.3 99.2 91.1 65.4 
Gasoline (gallono)< •....•.. 116.6 116.9 116.2 100.5 
Ship construction (tonnage) 127.0 259.9 160.6 130.6 
Bwlding oootracts (area) •.. S1.S 52.7 37.S 16.0 

. • Data (or railways " are from annual S/QJislies tI/ Li/1IJIlYs ;nlluUnitel 
Sillies; for other businesses (rom the statiati~ reports of the S,.nJ..J 
Tr4Je "nd Securities Seroice. 

• Cl ... I railroodo only. 1932 .. tim_ted on baaio of eleven month.' data. 
• 1932 estimated on basis of deveD months' data. 

1930 figure. In the first eleven months of 1932 there was 
a further loss of 4.7 billion passenger miles, or 23.5 per 
cent. 

How much of the decline from 1928 to 1931 in the 
aggregate tonnage originated is attributable to the fall in 
the general industrial activity during this period is a 
question of considerable importance frd"rn the standpoint 
of possible remedial action, but one which can not be an
swered with precision. One would expect in a severe de-
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pression to find a decline in railway traffic roughly pro- If 
portional to the general decline of productive activity, r 
and this is what we do find, as the table on page 50 
shows. 

On the other hand it~t t'!3 certain extsnt r 

the shrinkage of traffic smce the end of 1929 has been 
m~ation o(forces whi~h wese_~gdyjiL 
operation..,Xassengerservice had been dec!ining' since 
1926, chiefly beCause of the increasecrCompetition of 
buses ~tomObITes.llievolume-ohailway-Ireiiht 
t:fliilk viaS still increasing up to the end of the prosperity 
era, but the rate of increase was much lower than before 
the war, and the railroads' percentage of the total volume 
of traffic was falling.' 

The chart on page 52 throws a considerable amount 
of light on the question. In' this chart the carload tonnage 
of, seven selected commodities originating on Class I 
railroads is compared with the respective physical volume 
of production or marketings of these commodities, both 
series being expressed as p~rcentages of the figures for 
1928. These commodities account for about 40 per cent 
of the total tonnage carried by the railroads. 

It will be seen that the tonnage of cotton and of live
stock originated in the depression years of 1930 and 1931 
shows a much sharper decline than the decrease in the 
quantity marketed. For the other five commodities the 
decline in the freight tonnage from 1928 to 1931 was 
on the whole no greater than the decrease in their re
spective volumes of production. 

Clearly, the decline iQ~way traffic since 1929 re
flects in part a~crease.in the tot~ount()(!!'~~s.I'orta~ 
tiOiiWoflrWhich is bemg done, In part a diversion to other ---- - . -------• Compare charta on paget 1 7-1 B. . 
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CHANGES IN RAILWAY TONNAGE COMPARED WITH CHANGES 

IN PRODUCTION OR MARKETING OF SELECTED 

COMMODITIES, 1928-31" 

-f 
L 

~ , , 
c.===~====~~~r~~~---===~--r ~ ! 

, 

§ § i i 
IT )1' 

~ i 

• All data are expressed as percentage. of 1911. Railroad data are for 
Class I roads only and do Dot include less-than-carload freight. 

nata for all commodities except anthracite coal were .upplied by 
the Iotemate Commerce Commission, Bureau of Statistia. The market
jng index numbers used arc those of the Department of Commerce; the 
production index numbers those of the Federal Reserve Board. Care wall 
taken to include only thOle commoditjeJ for which the production or 
marketing index number8 and the Interstate Commerce Commission fig
ures on the tonnage originating on the railroads we¥1 comparable. Wheat, 
petroleum and its products, lumber, and other important commoditiet were 
left out on accounl of the lack of production or marketing data compar
able to the figures on tonnage originated. 
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agencies whi5=Q would have taken place even under pros
p!:.®' condit~d.. inpiiTfthelil.£r.Ssea s~y~rity of. 
the competition of these other agencies under depression 
conOiiions;-SOTai -aswC--can -Judge fromtlle trenaof 
events up to 1929, however, the amount..offreight.u:af!ic.. 
the railways have lost because of the depression is not 
far from the actual decrease in the freight ton mileage of 
the depression years below the figures attained in 1928. 
In the case of passenger service, however, it is probable 
that somewhere from one-quarter to one-half of the 
actual shrinkage would have occurred even under pros- , 
perity conditions. 

II. RATES 

We turn next to the eff~ct of the depression on rail
way freight and passenger rates. Here we find comp~a~ 
tively little change. Railroad freight a"iiCf"j5asSengertariffs 
constitute one of tlie m'Ost rigid ~~...ili~al 
price strll..£tll!:.e of the United States. Since -the depression 
st~J:~_o change inst~~~~jl~~c:~ ,. 
r~ has been, however, a great IOcrease 10 the 
number of special concessions made in the form of week
end and other excw'sion rates; ChieHy as a result of these 
concessions, the average gross receipts of Class I railways 
per passenger mile, exclusive of commutation service, 
declined from 3.31 cents in 1928 to 3.06 in 1931. The 
following table, which shows by years the receipts 
from other than commutation service, indicates that the 
dr~~ chjefl)l-..a.-resul!.J?k~...,depr~ssian, 
though the figures had been trending slightly downward 
ever since 1922." 

sThe data for 1912. are for the first eight months of the year only. 
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Year 

1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 

Cents per Mile 

000000000 •• 0 0 0 3.43 
00000000.00 3.41 

3.38 
3.34 
3.35 

000.00 •• 0 3.33 
3.31 

0000.000.0 3.29 
000. 0.0000 •• 0 •• 00 3.25 

000 •••• 0.0 •••• 0 •• 0. 3.06 
00 •• 0 0 ••••••••••••••• 0 0 2.71 

Receipts for commutation service, when reduced to a 
mileage basis, have also declined since the depression 
started, as the following table shows:' 

Year 

1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 

Cents per Mile 

1.101 
1.093 
1.104 
1.107 

o •••• 0 0 O' • 0 O' 0 0 1.127 
•• 0 0 • 0 0 • 0 • 0 • 0 0 •• 0 •• 0 o. 1.114 

0000. 0 0 0 ...... 0 0 0 0000 1.110 
o 0 0 0 •• 0 0 • 0 • 0 • 0 0 0 • 0 0 0 1.105 

O. 0 0 • 0 0 0 0 0 • 0 ...... 0 •• 1.090 
00' • 0 0 0 •••••••• O. 1.064 

•• 0 •• 0 0 •••••• 0 •••• 0 0 •• 1.066 

o It is impossible to make a concise general statement 
with regard to the effect of the depression on freight 
rates. Some rates have been decreased in order to attract 
business; others have been increased in ?rder to recoup 
the losses sustained in othc:.r o~r~()~s~}'he average re-

-The data for 1932 cover the first eleven months of the year only. 
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ceipts per ton mile of Class I railroads since 1922 have 
been as follows:' 

Year Cents per Mile 
1922 1.177 
1923 1.116 
192+ 1.116 
1925 1.097 
1926 1.081 
1927 1.080 
1928 1.081 
1929 1.076 
1930 1.063 
1931 .......... L051 
1932 ................. 1.051 

The decline in 1930 and 1931 is apparently not ~o be 
accounted for by any change in the length of haul or the 
character of the traffic. In fact, the average haul (that is, 
the number of revenue ton miles divided by the number 

-of revenue tons originated) fell from 366.8 in 1928 to 
346.3 in 1930 and to 317.1 in 1931. As the long-haul 
business typically takes a lower rate, this decline in the 
average length of the haul would lead us to expect 
slightly higher average revenues per ton mile, in the 
absence of rate changes. Moreover, the decline of busi
ness has been greatest in the products of mines and for
ests, products which typically are carried at less than 
average ton-mile rates. We conclude, therefore, that the 
declinei~lUlepeftQnmjlejn I~'1931 
w2Ctii'echie!!Y!OJli~_~J reductions 11l.~_e as a result 
of~~ 

TtIe"1'iSein 1932 is also to be explained as a result of 
depression conditions, certain rates having been increased 

• Only the first eleven months of the year ]932. are included. 
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early in that year in an effort to recoup the loss of income. 
In the summer of J 93 J the railroads made application 
for a general increase of rates of J 5 per cent. This was 
denied by the Interstate Commerce Commission, chiefly 
on the ground of doubt as to whether such an increase 
would really produce additional revenue for the carriers. 
In this connection the Commission emphasized the 
growth of waterway, truck, and pipe-line transportation, 
and the tendency of a relatively high level of freight 
rates to localize industry and impel the use of substitute 
products. The Commission noted also the danger that an 
increa~ of-rates.would "alienate orjmp~ir the fr1endly 

. fec:lfng. t~warc.!th~ railroads on the part of .tne pe§pre:-of 
the country," andihafihvould "disturb business condi
tiqns and an already:sneIr:slioCTredlndustry/"·: :-.• -

In:p!ace-of"the generaris per cent increase, the Com
mission suggested that the roads should propose changes 
in rates on particular movements or kinds of traffic. It 
also outlined a detailed plan for increasing rates, not on 
a percentage basis, but on the basis of a flat amount per 
car or per pound on all commodities except an enumer
ated list, chiefly farm products and livestock. The plan 
provided that all the revenue d~riYed from the mcrease.'! 
iares~h91!ld ~ool and redistrili~teqJO-ro~s 
wlllch weI~. unalJilimeetllte1r fixea c4arg~ This plan 
waS later so modified as to eliminate the pooling pro
vision. It was understood that the roads would in fact 
pool the proceeds of the increase and loan them to dis
tressed railroads. This has been done through an agency 
known as the ~~~.ediLCoTorll.ti~~ . 

• Fifteen Per Cen' Cllle, 1931, 17. I.C.C. 57S. 
t It was estimated in 1931 that the new revenue created by this 

measure would amount to something over 100 million dollan, and would 
be sufficient to cover all deficiencies of interest OD fixed obligatioDJ with 
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m. REVENUES AND EXPENDITURES 

The combined effect of the large decline in the volume 
of traffic and the small changes in rates has been a drastic 
reduction of gross revenue. Total operating revenues of 
Class I roads declined as follows (in millions of dollars) : 

1928 
1929 
1930 
1931 
1932 

6,112 
6,280 
5,281 
4,188 
3,127 

The decline of 33 per cent in totaJ. operating revenues 
from 1928 to 1931 was a joint result ofa 30 per cent drop 
in freight revenue, a 40 per cent drop in passenger rev
enue, a 45 per cent drop in express revenue, a 25 per cent 
drop in miscellaneous revenue, and a trifling increase in 
mail revenue. From 1931 to 1932 there was a further 
decline (according to preliminary reports from 165 Class 
I carriers) of zs per cent in freight revenue, 32 per cent 
in passenger, 35 per cent in express, 8 per cent in maii, 
and 23 per cent in all other transportation. 

Non-operating income and income from other than 
railway operations increased by over 10 per cent from 
1928 to 1930 (being practically unchanged from 1929 to 
1930), then fell in 1931 to a figure roughly 5 per cent 
below that for 1928. Preliminary reports indicate a 
shrinkage of about 25 per cent from 1931 to 1932. 

To a considerable extent the decline in railway gross 
revenues has been offset by a decline in their operating 
expenditures. The most conspicuous of these savings are 
the direct reduction of cost of conducting transportation, 

a substantial balance left O\"er. This expectation has nol been realized. 
Dttailed figures of the Corporation's operations are given below, pp. 6j-8. 
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and the reduction of expenditures for maintenance of 
way, structures, and equipment. 

The reduction in the cost of conducting transportation 
is, of course, largely a direct result of the lessened vol
ume of work to be done. The saving in maintenance is 
partly a result of decreased wear and tear, but it is also 
VOLUME or TllAJ'FIC COMPAa.ED WITH MAIJfTENA.NC£ AND TU.NSPORTATIOH 

EXPENDITURES OJ' CLASS I RAILROADS. 1928-32-
(As percentag .. of 1928 figures) 

1929 1930 1931 1932 

Volume of trafficb • •••••••• 102 .• 88.0 71.0 48.9-
Transportation expense .... 100.5 89.3 74.6 54.8d 

Maintenance of way and 
structures . ............ 102.1 84.2 63.3 42.2d 

Maintenance of equipment. 103.1 87.4 70.0 53.0" 

• Annual SlaJislies 0/ &ilfl1ays·in 1114 United Siales. 
b Equated traffic units; one passenger mile considered equivalent to threr 

revenue freight ton miles . 
• Based on figures for first eleven months of the year. 
d Based on preliminary figures. 

in part a mere deferment of expenditures 'which must be 
made up later. The extent of the ueferment may be 
gauged roughly by comparing the decline in maintenance 
with that in cost of conducting transportation. The table 
given above shows that, although in each year of the 
depression the cut in maintenance expenditures has been 
greater than that in the cost incurred directly in trans
portation service, the major part of the decrease in 
maintenance is a reflection of the decline in the volume of 
work done. Some saving has also resulted from an im
pairment in the quality of service rendered, such as the 
lowering of standards of cleanliness of stations and cars. 

A third saving has been the fall in'prices of goods 
which are bought by the railways. The most important 
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item here is the cost of fuel. The average price of bitu
minous coal for locomotives fell from $2.53 a ton in 1928 
to $2.40 in 1929, $2.30 in 1930, $2.20 in 1931, and 
$2.10 for the first eight months of 1932: This, however, 

, is part of a steady decrease which has,been going on ever 
since the war. Fuel oil shows a sharper decrease, from 2.5 
cents a gallon in 1928 to 1.78 cents in 1931 and I.SS cents 
in the first eight months of 1932. 

Lumber and ties declined in price much more than did 
most commodities. The West Coast Lumbermen's Asso
ciation composite price of 110 railroad items fell from 
21.75 cents in 1929 to 12.23 cents in October 1931. Car 
lining which cost $25 in 1930 sold for $19 in 1931. Port
landcemellt, which sold for $1.87 a barrelin 1929, aver
aged $1.75 in 1930 and $1.44 in 1931. Copper, tin, zinc, 
and lead also declined sharply in price, and this change 
was reflected in prices paid for copper wire, brass castings, 
and other supplies made from non-ferrous metals.· 

Steel, however, the most important railway material 
after fuel, was much less responsive to the downward 
trend of prices. The price of $43 for steel rails which was 
established in 1923 was not changed until November 
1932. Miscellaneous maintenance-of-way materials, such 
as tie plates, bolts, spikes, and tools, were from 3 to 10 
per cent cheaper in 1931 than in 1930, the 1930 prices 
having been but little lower than those of 1929. Car and 
locomotive materials also declined but litae in price.' 

By far the largest item of expense of the roads"hqw, 
ever, is wages, and wage rates of railway labor hav~ 

'I 193:1. figure for Class I roads only. 
: Railway Ag •. Jan. 2., 1932, pp. 35·38. 

The lame, p. 37. 
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shown even more resistance to the liquidating tendency 
than have the rates charged by the railroads. There was 
no general decrease in railway wage rates until 1932, 
though there were numerous reductions in rank and some 
cuts in the pay of unorganized employees. In February 
1932 there was a general wage decrease of 10 per cent, 
limited to a one-year period. 

Because of the decreasing number of employees, total 
compensation fell 12 per cent from 1929 to 1930 and 18 
per cent more from 1930 to 1931. The average rate of 
compensation of employees, however, actually rose dur
ing 1930 and 1931, as the following table shows: 

CoMPENSATION' 01' EMPLOYEES OF CLASS I RAILWAYS, 1928-31-

Year 

1928 ........... . 
1929 ........... . 
1930 ........... . 
1931. .... : ..... . 

Average Rate 

Hourly Basis 
(Cents) 

62.5 
63.6 
64.4 
65.1 

Daily Basisb 

(Dollars) 

8.26 
8.40 
8.53 
8.56 

Total 
Compensation 

(Millions of 
.Dollars) 

2.826 
2.896 
2,551 
2,095 

• Annual Sla/istics of.: RailflJays in 1M United Siales" 1930. 
b Employment on 'daily basis" includes executive and other .alaried 

officials. About 15 per cent of the total is accounted (or by compensation 
of employ~es who are paid on this basis. 

The averages are affected by changes in the proportion 
of employees in the different pay groups as well as by 
changes in rates of compensation. 

The current depression affords !\n illustration of the 
well-known tendency for revenues to shrink more rapid
ly than expenses in a period of declining business!' The 
operating ratio, which had fallen from 11.6 in 1928 to 
71.8 in 1929 (the lowest figure since 1917), rose to 

u Com~re Chapter I\r. 
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74-6 in 1930 and to 77.0 in 1931.12 The striking thing 
about these figures, however, is that the increase is so 
small. The operating ratio for 1931 was actually lower 
than that for any year from 1920 through 1923, and was 
only a triBe higher than the ratio for 1924- The railroads 
have in fact succeeded in reducing their operating ex
penses almost as fast as their volume of business has 
fallen." 

IV. DISBURSEMENTS 

The elasticity of the operating costs is in striking con
trast to the rigidity of the taxes and fixed charges. Tax 
accruals of Class I roads fell only from 389 million dol
lars in 1929 to 348 million in 1930 and 304 million in 
1931.10 But the total "deductions from income" (chiefty 
interest and rentals) were 923 million dollars in 1928 
and 925 million in 1931. The balance after fixed charges 
was as follows (in millions of dollars) : 

1928 
1929 
1930 ........ . 
1931 

787 
897 
524-
136 

Thus, while the net income available for stockholders 
and creditors went down by only 40 per cent, the fixed 
charges rose by a fraction of I per cent, and the balance 
after interest and other fixed charges whichw-as available 
for reserves, dividends, and additions to property shrank 

~ ... .;:." - .~ ~ 

"For the &no half of 193' the ratio was 79.97 (Claso I roads ooly) 
.. compared with 71041 ill the &no half of 1931. The ratio is normally 
higher ill the &no half of the J<ar than in the """nc! • 

• Operating reven .... fen from 1,.1 to 1911 by lJ per oeD', ODd 
total operating expenses hy .. per cenL 

"The decline .... almost .. tin:1y ac:oountod for by fedcra1 iDcome 
tax. State and local taxes 1IIn:re 301 million cIollus jq 192.8 and Z91 
million ill 19)1. 
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by nearly 80 per cent. At this writing it appears certain 
that the 1932 earnings will fall far short of the fixed 
charges. 

The shrinkage in the income available for the holders 
of rail way securities as a group is greater than in some in-

NET PllOJ'ITS OF REPRESENTATIVE INDUSTRIES, 1928-1931-

Number Ind.x Numbers 

Group of 

19301~ Com-
panies 1928 1929 

1-
Tobacco ......... 17 100.0 106.7 114.6 113.5 
T.I.phon ................... 104 100.0 109.9 107.1 107.5 
Other public utilities!!, ... _ 63 100.0 108.7 103.3 89.5 
Fond products ........ 74 100.0 113.8 105.4 75.5 
Chemicals and drugs . .. 26 100.0 120.2 100.9 75.2 
Stores ... .... 37 100.0 102.5 62.1 50.9 
RaiIroads'> .........•...... 171 100 .0 106.8 74.1 44.5 
Chemical equipment. . .. . .. 23 100.0 131.0 84.1 41.6 
Mining and smdcing . ....... 23 100.0 47.8 48.7 19.5 
Automobiles, parts, and acces. 

sories ................... 67 100.0 90.9 38.9 15.0 
Railroad equipment . .. 18 100.0 136.7 95.9 2.0 
Clothing and textiles .. 62 100.0 74.6 -7.5 1.5 
Machinery ................ 41 100.0 124.6 73.8 -6.6 
St.e1 .......... 27 100.0 162.6 72.1 -8.1 
Oil. ...................... 39 100.0 128.2 57.6 -16.8 

~:,:~o~and.coke·.::: ::: 30 100.0 1083.3 133.3 -250.0 
235 100.0 123.9 67.8 25.9 

Total ................... 719 100.0 118.3 67.0 26.2 

• Computed (rom data in Federal Reserve Bank of New York, Monl"':! 
Raw of Credit "n4 Business Conditions, Apr. 1, 1932, p. 29. Negative item. 
represent deficits. 

b Netopc.ratingincome. 
• Net earnings. 

dustries but much less than in others. Comparative data 
are given in the table above, which lists the industries 
in the order of their respective showings in 1931 as com-
pared with 1928. ., 

Though the showing of the railroads compares not un
favorably with that of other industries the fixed charges 
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of the railroads are so heavy that the stockholders' share 
in the net income has almost disappeared. From 9.92 
earned on the par value of railroad stock in 1929, the 
banner post-war year, the figure dropped to 5.77 in 1930 
and 1.69 in 1931. 

Railway finances were in so strong a condition at the 
beginning of the depression that the precipitate decline 
of income reHected itself only slowly in disbursements to 
security holders. Both dividend and interest payments 
held up to pre-depression figures through 1930, and it 
was not until late in 1931 that serious concern was felt as 
to the ability of most roads to take care of their fixed 
charges. During the last half of 1931 and in 1932, how
ever, only extensive emergency relief, extended through 
the Railroad Credit Corporation and the Reconstruction 
Finance Corporation, prevented an epidemic of receiver
ships. Dividend declarations of all railways have ranged 
as follows (in millions of dollars) ;'" 

From Current From 
Year Income Surplus Total 
1928 300 219 519 
1929 316 260 576 
1930 225 392 617 
1931 128 282 410 

Data for 1932 have been compiled only for. Glass I roads, 
and for the first eleven months of the yeat. DWidends for 
this period amounted to 81 million dollars, as compared 
with 291 million for the sam~ roads in 1931 . 

• These figures include Claa I, 11, aod III railways, their non .. 
operating subsidiaries and switching and terminal companies. Dividenc:b: 
received by one railway from another are included in these totals as 
well u Itock. dividendL 

If inter-corporate payments are eliminated, dividends (in millions) 
are as follows: J9~8, $40a, 1929, $44J; 193~ $49:11 1931, h1l. 
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V. INVESTMENT 

The depression reflected itself in a pronounced shrink
age in the volume of new investment made by the rail
roads, both in roadbed and structures and in equipment. 
The investment in additions and betterments, to be sure, 
did not decline until 1931, the total for Class I and 
Class II railways being 543 million in 1929; 596 million 
in 1930; and 137 rcillion in 193 I. In part the high figure 

RAILWAY EQUIPMENT BUILT AND OltDEIlED, 1928-31-

Equipment 1928 1929 1930 1931 

Locomotives: 
Built ................. 636 926 972 181 
Ordered ............... 603 1,212 440 235 

Passenger Cars: 
1,356 Built ....... .......... 1,254 1,264 198 

Ordered ............... 1,930 2,303 667 11 

Freight Cars: 
Built ......... : ....... 46.060 82.240 75,188 13,205 
Ordered ............... 51.200 111.218 46.360 10.880 

• &ilflJllY Age} Jan. 2, 1932, pp. 42-43, 46, 48. Data (or equipment cover 
only equipment lor IUVlce in the United States; data on orders include 
foreign. . 

for 1930 is presumably due to the efforts of the railways 
to co-operate in the Administration's plan of deliberate 
maintenance of employment which was promulgated 
early in 1930. Chiefly, however, it is due to the con
tinuance into 1930 of projects which were begun before 
the stock market crash and to the delivery of equipment 
materials ordered before that time. This is clear from a 
comparison of the installations of locomotives and cars 
with the new orders. r' 

The following table indicateS the extent of the shrink
age in the roads' use of rails and ties: 
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TIES AND R..w.s LuD BY Cu.ss I RAILWAYS, 1928-3~ 

Year 

1928 ........... . 
1929 •........... 
1930 ........... . 
1931.. ......... . 

Rails 
(In thousands of tons) . 

New Second-Hand 

2,147 
2,037 
1,592 
~,030 

2,029 
1,982 
1,410 

849 

Ties 
(In thousands) 

M,S8S 
81,964 
69,325 
54,449 

• In replacement and in additional tracks in lines and extensions. From 
annual Sldlis/irs of RAilfIIIIYs in lhe United Slates. 

VI. PLACE OF THE RAILWAYS IN THE DEPRESSION 

It is obvious that the present condition of the railways 
is at the same time a result of the depressiRll; ;md an 
important contributing cause of lts. continued severity. 
The present ./inancialAifficulties of tne railroad industry 
areprlm:ilnIy a direct result of the shri a e of traffic, as 
is clear from the abruptness with w ich the tren mes 0 

traffic and of income turn down at the end of 1929. On . 
the other hand, the railroads make u so large a fraction 
of the economIC . coun that theIr allure to 
maintam their customary rate cLdisbursc;ments t~U~ 
owne- err-employees, and those from whom they buy, 
constitutes of itse a de resslv a 
nitude.True, the railroads em 10 
Census or 1930) o,~~~~~~.-. ..... ~~=-~ 
fuMy employed i t e cou!!!!l'. But in 1929 they dis
bursed 11.6 per cent of the total interest and 5.3 per cent 
of the total dividends paid in the United States, and in 
the same year paid 7.2 per cent of the total federal cor
porate income tax.to They bought 18.4 per cent of the 
tonnage of finished steel produced, and used 20.3 per 
cent of the bituminous coal that was mined: 

"Comparisons based upon data from Fifteenth Census, 1930; Statistics 
of Income 1929; and Cen.us of Manufactures 1929. 
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The funded debt of the railroads is in yr;:q.l'!1"ge part 
het~and fiduc~tutions through 
wh1cIl the savlngulf tlie mass_of the populaj!..on~re in
v~lted Stat~e insur~mce companil:.sjljtve ru= 
than three billion 0 ars invested in .!"-ailrDad boods; 
mutliahavingsbanksnoIaanother billion; and other 
ba";iks, Insurance companies, and public service institutioris 
have between two and three billion more." 
TE~he railroads' fi~nc~al .. prosperity..is in~ic~~ly 

b91}!1~~prosperity oteve;:yeIel11!;!1t of the 
populatiQn. Whil~ ~t can not be said that the rail~oads 
have.~]l!ft:r.t:d2.-greiieIjhrinlcige o16§ess than have 
other. equally impor!~L1ines of industry>" it is clear 
thatffiU~ii!inuan~~.9f. -their present financial distress 
woUld .bc.Jiisast.I:ru!L not only to their owners and em
ploye'es, !Jut a!~ql<Lthi.y!~.9kfo!!1.'!lunlty: 
D~1Wing revenues since 19.2.9---JU1d..the difficulties 

which railroads have experienced in obtatru'!&_JuJlds 
eith~h-l;hort-terli11)c;;:rowing f~om commercial 
ba~.-J)J:.~tion of sc9!ritles havc:iiiide thenLde
pendent upon emergencycredit institutions for. their.J:!::.. 
quirements In 1932. Tht:_!iU1roid Credit Corporatisw.... 
wlilCh waS organized at the closeo~ administq 
the proceeds obtained from the special freight rate in
creases authorized by the Interstate Commerce Commis
sion, and the :Reconstruction..¥i~~spg~tiqn,_ C)r
gani~ iR January 1932, haYLas~~ primary re
spotlsibllitfJoejinang!1g .niJroad requirements. The 
scope of operations of these two institutions ana "the re
strictions under which they operate are sulpciently differ
ent to necessitate a separate discussion of 'their activities. 

J1 For details compare Chapter XII . 
• Compare above, pagn SO, 62. 



RAILROADS AND THE DEPRESSION 67 

I. Railroad .Credit Corporatiol1. Loans are made by 
the R31Iroa'a Cre(ljt Corpor:!..t!2!!..!0Iery tor the purpose 
of preven~ defau!!cS !y')}'J1rj?~ds To:~e~#.!,ea~J 
obligati<mU"he loan resources of ihe Corpw:ru:ion are . 
d~pi9.m the p.oot~cLr,~~i?ts a~i_~~~ from 
th~creased tariffs on deslgnateacommodl~~C:':;,_w.1!mL
became effective in January 1932 and WilfLlpse March 
3 171933, unless extended by later action of the Inter
state Commerce Commission. The Credit Corporati; 
not authoriu;d to mak~12ans after May 31,1933:
"ap;;;:ticipating:carrier which is not i?_r.eceb:T~rshUu~r 
in defaUlt of Its,oo.!!.gatlOn, anCf which "derives 50 per cent 
ofits revenues from freight transportation is eligible for 
a loan tomeeti~t~restoIlIlgati(ms,provided (3.) siich a _ 
loanwiIl enable it to';~i@_<!ei~.~!!.L~I.ld (b) its_ ob]~ 
tions cannot be met from other resources. The Railroad 
creart-cOrp;~ti~t1tIeiI to take tlle OeSt'avalI~bre 
colIilteiirto secur~jts advances, ])ut cannot rer;cta loan 
merely'on the gro.l1nd of inadeq~security. Conse
quenuy;Particlpating carriers whtch canno~ §rnislisi;.i:u
rity-adequate to qualify them for loans from other 
sources mayobtainlQa~Jr!inJ~e.C;r~9:iICQrpQiifiOiL 

-Loans from the Credit Corporation have been below 
the amounts which were anticipated because the revenues 
from the increased freight rates have fallen below the 
amount estimated. The report of operations up to De
cember 31, 1932 shows that applications have been re
ceived from 57 railroads, aggregating $105,990,000. 
Loans amounting to $48,325,000 have been approved, 
while more than $55,000,000 were rejected because 
funds could be provided from other sources, or because 
the applicants were otherwi~e ineligible. 
, Loans from the Railroad Credit Corporation bear in-.. - --- --
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terest at a rate corres£Q!lding to the dis.co.llllt.ra~oE-the 
Federal Reserve l3aok-oLNew-York.-Until June 23, 
1932 the ratE was 3 per cent, but since that date it has 
been 2Yz per cent. Si~UJ.Ites are far below.the 
charges on loans from other sOlU".ceslpaj"ticipatj!1gJ:arr.iJ;rs 
~ bogj)w...f.com. the Crc;4it CorporationJ.Q!'. their 
mterest payments whenever possible. 
2~~-P;na;ce Corporation. This 

agency IS a much more Importa!lL§oJl)"~ oTefuergency-
~e'1{eCO'iiSttiiCtion-FInance Corpo;:;rtion not 'only-
1laS ra;:ger resources but it can make advances for a larger 
variefYof P~T~.:" mCIiiding the payment of taxes and. 
thefii1ailCing otrepairS'or 'construction-projects. The 
Finance--cOrporatiotr, however, can make advancei only 
ihhe loans are "adequately secure.~ij t!te Corpora,,
tion's loans to railroadS ·must be' approved by the Inter
state Commerce Commission, but a loan approved by the 
Co!!1fi1ission may be refUsed by the CorporatIon or ap-

,proved for a redq~lWl2.JU!!:. T~ la.w--d~not d.~Rne. 
"a~uate secU!:~." but the Corporation and the Com
mIssion have interpreted the term to mean that collateral 
must be available; p~ential earn~~_are n()!regarded as, 
satisfactorr se~J!r:..,-- ' 
~ik~OnlY to banks in the volume 
of borrowings fro nstru.£tiQ!!~ilance Corpora': . 
tion. Loans authorized under Section 5 of the Act" 
~ted to $1,554.500,000 on December 31,1932, of 

which amount $337,200,000, or 21.7 per cent, was for 
railroads, while $897,000,000, or 57.7 per cent, went to 

D Under Section 5 loans are authorized for banb ae4 trust companies, 
insurance companies, building and {aaD allOciationt, mortgage banks, 
federal and joint stock land banla, livestock and agricultural credit cor-. 
porations, and credit unions. Loans under this aectioD of the Act com
prised 8 6.6 ~r cent of the total amount disbuned up '0 Dec. 1 r, 1911. 
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banks and trust companies. Of the total balances out
standing at the close of the year, railro.ads are responsible 
for 24.1 per cent and banks for 52.7 per cent. Re
payments of railroad loans have amounted to only 
$11,800,000. Most of these repayments resulted from 
loans obtained from the Railroad Credit Corporation, 
although in a few instances provision was made for re
payments from income from non-operating sources. 

The amount of the advances to railroads authorized 
by the Reconstruction. Finance Corporation up to De
cember 31,1932, and the purpose for which the proceeds 
have been used are shown in the following table: 

Amount 
Authorized 

Purpose (In thousands) 
Maturing funded debt ........ $102,724.3 
Loans from banks. . . . 37,793~9 
Other loans. . . . . . . . . . . . . .. 16,162.7 
Interest on funded debt. . 73,960.4 

- Taxes . . . . . . . . . . . . . . .. 19,624.8 
Construction and repairs . . . . .. 61,495.5 
Past-due vouchers {or wages, 

materials, etc. 
Miscellaneous ............. . 

20,188.0 
5,485.5 

Total ................ $337,435.1 

Percentage 
of Total 

30.5 
11.2 
4.8 

21.9 
5.8 

18.2 

6.0 
1.6 

100.0 

Up to December 31, 1932, loans had been made to 
62 railroads, but 12 roads accounted for 75.1 per cent of 
the tota1. Comparatively few of the small roads are able 
to qualify for loans from the Reconstruction Finance Cor
poration, most of their applications being denied on the 
ground that the security is inadequate. 

It is difficult to state precisely the volume of loans re
jected because rejected applications are sometimes re-
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submitted and approved if additional collateral is of~ 
fered or the amount reduced. To January 31, 1933, ap~ 
plications amounting to $ 1 1,000,000, affecting 3 I roads, 
had been denied by the Iqterstate Commerce Commi~ 
sion,1O and applications aggregating $16,000,000 had 
been withdrawn without formal action. With few excep~ 
tions the roads involved are small struggling roads 
whose difficulties are only in part the result of the pres~ 
ent depression. Some of the larger roads whose earnings 
are normally satisfactory are also unable to secure loans 
as needed because of the lack of available collateral se
curity. 

Bond maturities for 1933 aggregate $199,000,000, of 
which $68,500,000 (to February I) had already been 
provided for through loans from the Reconstruction Fi
nance Corporation. The demands upon the emergency 
institutions in 1933 to finance construction work, to meet 
maturities, and to cover deficits will perhaps range from 
$300,000,000 to $35°,000,000. Applications pending, as 
of January 31, 1933 amounted to more than $65,000,000, 
a figure which exceeds the approvals in any month ex
cept May 1932. Ull~lu,,"e oftraffic jnc'.:~ami
commercial ba,nIc! ar~ once more ,-w)JiiEg to fi lIanc~ J,b.c. 
roadsfor thei&=rent requirements, and until the,bl!lllL., 
marketimproves, the railro~ds will co-;rti-;{ue, to ,~al,,
mosT"entirely dependent upon emergency credit institu~ 
tions,:, -, -- - -

• These data were obtained from the Commission and include deniall 
that were made by letter, as well as thoae acted upon fonnaUy. 



PART II 

FACTORS AFFECTING RAILWAY 
NET INCOME 



INTRODUcrORY STATEMENT 

In this division of our study we shall analyze the fac
tors which are primarily responsible for the volume or 
flUctuiti.;;ns..io..the-Mt.9~ income of railroads. If 
one is-to have any accurate gauge of the relative impor
tance of the various elements which enter into railroad 
operating costs on the one hand and railroad income on 
the other, he must have before him the facts as to the 
relative magnitude of various factors affecting incOme 
and as to the trends over a period of years. In general, 
our analysis in this division will begin with 1910, but 
detailed attention will be given to the trends in recent 
years. We shall not attempt in tIPs section of the study 
to arrive at final recommendations as to policy. For the 
moment we are concerned only with revealing the facts. 

i3 



CHAPTER IV 

VOLUME OF TRAFFIC 

Among the factors which ca~..s0.he earoings..and..ex... 
penses of railroads-fOli.;:ictuate the most obvious, and the 
most important, is the volume of tra'liic.\\T;;hall there
fore undertake inthis chapter an intensive study of the 
relation of both..freight~nd pass~~raffic to the net 
income of railroads. In the following dlapter we give 
special consideration to the forces that have been re
sponsible for the persistent decline in the volume of 
passenger tr~c. The factors affecting the volume of 
freight traffic are discussed in other divisions of this 
study. 

The railroads deriv~\·r\,:c;r-1hreC;:9.~arters of their op
erating revenue f~om- freight service. In 1928, for in
stance;-this-·5ervJre-'O.nt£r~~i:~dZ6.8 .I1!l:..g;m, and pas
senger service !.~§ per cellt. The remaining 8.6 per cent 
was deqy@. trom various sources like the transportation 
o£liiail and milkjexp~esS~se!y'ice; switching service, stor
age. d,,--murrage,--et<:.---}n the table on the opposite page 
freight and passenger earnings, expressed as perce£ltages 
of total operating revenue, are shown for selected years. 
T~c!!plnishing importance of the passenger service is 
clea!1Y.~r9'!i?I~_t. . . 
--There is a close correlation between the volume of 
tra~4:&T:QsS@!lue::'rhe facto~ affectinuh.e~oss 
receipts from freight sgyice. in any. given year_ !ire !he 
nu~tt.Qns carried, th~length of haul, the character 
of triffic, and the-level of charg~{d!.~_~he y<?!ume 
of tra4fu;js the most iIl'lP-ortant, because it fluctuates more 
wiclelJ,than-tbe other factOIS- From 1900 to 193 I, in no 

74 
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FaElGBT AR'D PASSEJIGEa E&a1mros AS PEaCERTAGES OF 
TOTAL OPEUn.Q REvEWUE& 

Year Freight Earnings'> Passenger Earning'" 

1910 ......... 68.5 22.4 

1915 ..... , .. 68.9 21.9 

1920 .•....... 70.1 20.7 
1921.. ....... 71.1 20.7 
1922 ......... 72.0 19.2 
1923 ...... 73.4 18.1 
1924 ......... 73.4 18.0 
1925 ......... 74.4 17.0 
1926 ......... 75.4 16.1 
1927 ......... 75.7 IS.7 
1928 ......... 76.8 14.6 
1929 ......... 76.9 13.7 

1930 .....•... 77.' 13.6 
1931. ........ 77.8 13.0 

• Compuud from data in SlaIillicl (JJ RAi/"';11 ill IN UniJeJ SltlUs. 
Inters .... Commerce Commissicm, 1931, p. So99. 

b Since a certaia percc.Dtage of the total operating revenue is derived 
&om -nc.s which arc not included in either p ...... ger or freight aeni_ 
the two percentageS (or any year do DOt add to 100. 

year did the average length of haul vary from the pre
ceding year by more than 10 per cent. The changes in 
the character of traffic from year to year, too, have been 
relatively small.' Changes in the level of charges," 
though more pronounced than changes in the character 

'Over & period of ,6 yean ('9,6-31), the shipments of different 
groupo of commodities, exprcsoed as percentages of all tonnage originated, 
varied within the following limits: 

Hij:h Low 
Agriculture products 11.1 8.3 
Animal produc:ta and by-products 3.2 1.9 
Mine prod_ ... 51.2 52.1 
Fo_ products 9.1 4.8 
Manufacture. and miscellaneous 24.7 17.9 
L<s-than-carload traffic .. 4.7 2.5 
• Charge., be it Doted, are more inclusive than rates. They include DOt 

ooly rotea on freight, but chargea for lighterage, freight elevation, tranI
porta-tiOD of caretakers of freight ahipmenta, and many other miscellaneous 
eervices. 
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of traffic, have always been less marked from one year 
to another than fluctuations in the volume of traffic. Be
tween 1910 and 1931, in only two years (1918 and 
1921) did average receipts per ton mile show a variation 
of over 20 per cent from the preceding year. Over a long 
range of years, the cumulative effect of gradual increases 
in charges may be very substantial, but so far as year-to
year fluctuations are concerned, all the factors except 
volume of traffic have remained relatively constant. 

Volume..llf traffic as measured by the number of ton 
mil~ the othe0:!lIrui~ co~s~e!J..tfii very wide 
~ fluctuation from yearto year. From 19II to 
193 1, in onI y seven years were changes less than 5 per 
cent over or under the preceding year. We may conclude, 
then, that within short periods the volume_ of traffic is 
vastlY}]1QIe.important th~lLthl; ()t~er factors in affecting 
gryss freight revenu>,*-

I';ilEe paSsenger service, gross revenue is affected by 
the number ofpassenger- -ffijles, the level- of fares and 
ofner-c1iai-ges, and the-proportion of different clas~f 
pi§ing~~l. As in the case oHreight service, 
the volume of traffic fluctuates more widely from -year 
to year than the other factors affecting gross passenger 
revenue, and we find as a result that passenger earnings 
co~te closely with ~e volume of !r~~~I!<!:how no 
discerruble_correfatlOn with the otheLIactors. -
Ho~ closelyfreighTand pas~nger re~~ooe; fluctuate 

i~Jlathy w!th_ their respective volume_fiSSIiowllin 
the chart on the opposite page. 

Besides the freight and passenger services proper, the 
railroads perform various other servjces from which they 
derive revenues. Some of these revenues vary with the 
volume of freight traffic, some with passenger traffic, 
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and some with neither freight nor passenger traffic. 
Revenues from switching services, as might be expected, 
move in sympathy with variations in ton mileage. On the 
other hand, revenues from special trains, water transpor-

I 
Sz. 

RELATION OF VOLUME OF TRAFFIC TO FREIGHT 

AND PASSENGER REVENUES, I 920-3 I 

(CLASS I RAILROADS) 
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1 I lOS /Iio lOIS ,... fi!s ---FRCICHTR£V£Nuti -AAS$£NCER REVCNUE 
-----..,ONMlLCS ------PASS£NGERNJt.£S 

tation and water 'transfers, freight storage, grain ele
vators, stockyards, and demurrage show little or no re
lation to fluctuations in ton mileage. Among services 
connected with passenger transportation, revenues from 
sleeping cars, parlor and chair cars, hotel and restaurant 
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service, and parcel room and baggage storage show a 
more or less consistent decline since 1923 in sympathy 
with the general shrinkage in the volume of passenger 
traffic. The decline in milk traffic, which is equally con- ' 
sistent, must be attributed to the effect of highway com
petition. Mail and express revenues show no downward 
trend. 

Since all these sources of revenue which do not follow 
the course of the volume of either freight or passenger 
traffic constitute but a small port!on of the operating 
revenues, it may be concluded that the aggreg2:t~E~.at
ing revenues fluctuate in close synipatby with the varia
tion~d p;;SsengeWlles;-" .' _.-'- --.-

Havrngexamlned the relation between volume of 
traffic and earnings, we turn to a study of the ~ 
chan~l1J:he.-volume of traffic on operating expenses. 

When volume of traHic decreasesLoperat;ing: expense 
pe.r_.uriIt:':increases: The-railroad "industry is one which 
sells service:-U Illike manLclasses of commodities, serv
ic~t be producedin slack seaSons and stored away 
to meet th.e demanj:fTrlljiisy_seaso~. R~~, in com
mon with other industries which produce services, are 
bu~ccomlJ1odate demand at i~p~ .. The same num:-
ber of mi~..!o~.cl.~ay must be maintained.,ingood con
ditlon'whether ten or twenty trains are hauled over it 
every-day, Again,rails and some equipment depreciate 
even though little used. Besides these physical factors 
inhe!:~nt in railroad liUsiness, the carriers are hampered 
by condltiOi1sfmposed upon them by the public. Branch
line serviCeS, for instance, must often be continued in 
spite o'f'iieCope~ating loss_1n the case of freight service, 
the inability oT railroads to reduce the number of trains 
in accord~nce with the decline in traffic is clearly shown 
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by the following table, in which the density of daily 
traffic (net ton miles per mile of road per day) and the 
net ton miles per train mile are shown for the first eight' 
monthsofeachyearfrom 1927to 1932:" 

Density of Net Tons 
Year Daily Traffic per Train 
1927 5,463 778 
1928 5,243 778 
1929 5,590 802 
1930 4,889 786 
1931 4,016 740 
1932 2,857 649 

In terms of operating expenses, the relation between 
theoensity of all traffic and UnIt cost IS shown m a strik
ing faSlUOnin the chart on page 80. Operatmg expenses 
per equated traffic unit of 25 Class I carriers in the East
ern district are plotted against the density of traffic as 
measured by the number of equated traffic units per mile 
of road. The tendency, as the density of traffic increases, 
for the operatlOg expenses per UnIt of equated traffic to
fall until a certain minImum Isreacneil'1S"reveatectlil an 
unltll§takable manner. ..-

This tendency of uni~st to v~ invers~ith the 
volume oHr.affic is fIiither illustrated by the fluctuatIOns 
in the operating ratio during recent years. In the table 
on page 8 I, operating ratio and ton mileage on Class I 
roads for the first eight months of the year are given for 
the period from 1927 to 1932. It will be noted that every' 
increase in volume of traffic was accompanied by a bet
te_HlrtheTatii>, ·:inaevery-fiiITbfiCriseiiTIneratio:" 
~--- - ., ... 

I Data are from An"ual Report of the Inlenta'. Commerce Com",is
sion, 193.3, p. 8 .... 

• Compiled from the same, 1928, 1930, and 1932. 
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RELATIONSHIP BETWEEN TRAFFIC DENSITY AND UNIT 

OPERATING COSTS, 1930' 
T.WC E II £0 TEO TRAFFIC V. ft§..RA l J(PENSESPC. VA WI7;INMILLS 
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MILLIONS OF EQUATED rRAJ'FIc f/NITS PC. MILE OF ROAoIt 

, 
• Basic data are from Statistics 0/ Railways in In. United Slales, In

tentate Commerce Commission, 1930. Data relate to 2$ Claa I carriere 
in the New England, Great Lakes, and Central Eastern regions. Roads 
with operating mileages of lest than 100 or with average hauls of less 
than 50 miles have been eliminated to minimize the disturbing effect 
of terminal costs per mile of road. Roads whose traffic in products of 
mines was either less than 35 per cent or more than 90 per cent of their 
total traffic were eliminated to lessen the effect on cost arising from the 
different character of traffic. For the same teaIOn, row whOle pauenger 
revenue was more than 33 1/3 per cent of freight revenue, or whOle 
passenger mileage was more than 10 per cent hE ton mileage, were 
eliminated. The equation for the curve it y= 11.658]- J.101.f.X 

+ o.1 614-X '. 
III A combination of paaenger miles and tOD miles, with a weight of 

three given to passenger miles and of one to ton miles. 



Year 
1927 
1928 
1929 
1930 
1931 
1932 
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Billions of 
Ton Miles 

314 
__ ... _......... 306 
.. __ .. _ . ____ .. 325 

285 
... _ ... _ ........ _ 234 

_ . __ ... _ _ 167 

Operating Ratio 
(Per cent) 

75.48 
74.60 
72.02 
75.62 
77.40 
79.51 

In view of the behavior of unit cost as shown in the 
chart on page 80, it is remarkable that the operating ratio 
has not risen more than it has in the depression period. 
The extent to which unit cost rises when traffic falls, as 
revealed in the chart, confirms the observation made in 
the preceding chapter that the ability displayed by car
riers to keep down t~i!:~ating ratios in the present 
aepression must represem a considerable degree of de
fer~f maintenance expenses. -

""-The inver ~~on between unit cost and density 
of tra es more mar e;r-wllen fixed chMges are 
irfclude~oil. As the name indicates, these charges do 
not vary grea y from year to year. The chart on page 
82 brings out clearly the relative constancy of such 
charges. Expenditures for the maintenance of way, struc
tures, and equipment, and the total operating expenses 
on the whole vary closely with the operating revenues, 
but fixed charges remain substantially the same even in 
the face of marked decreases in the other items. 

Since fixed charges remain relatively constant, it fol
lows'a§::a~ aTitninetic 1ru1siTi"thiit c,?st '(jilCliiarrig fixed 
charges) Perunit falTh-:-when denSitY of traffic increases, 
a~c decreases. This axiom is brought 
out in a striking manner in the chart on page 83, where 
~quated units of traffic and cost (including fixed charges) 
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RELATIVE CONSTANCY OF FIXED COSTS IN COMPARISON 

WITH OTHER COSTS, 1921-31" 

i ::::~~;~:~i::::;;::::: "" 
:::;;;;;;;:::;;;;:::::::;::::::::::::::::::::::::::::::::::iii 

tv 

_FIXeD CHAlICES {lNTEREST./lCNT. Z4XESAND DT~_ D£DllCTIOH$J 
~OF"#. $TIICIeTUflES,ANDEtHltlWeN. 
~TH£"tJll£llATtNt;UPCNS£S 
mmI!IIIIIIiIOPCTIN(iIl£tfENfJ£S 

• Data are from Annuol Report of the Inters"," Com11UTU Com11lis-
sion, 193", p. Ill. 

per equated traffic UJllt on Class I roads are plotted for 
each of the years from 1921 to 1931. The inverse cor
relation is unmistakable: unit cost-varies .inversely with 

vo~~ffic .. . ' .. 
When umt cost (mcluding fixed charges) varies m-

veZab density Qhraffic, it folloyvs that th~~ 
con ition of the railroads mUStSrmilarlY"Vary ~itJ!.l!!lf=-----'"-- . 
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RELATION BETWEEN DENSI'lY OF TRAFFIC AND 

UNIT COST, 1921-31 
(CLASS I RAILR.OADS) 
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~ 

-cou.crco TRAFFIC I/NIr$ ---- COSrPCRCOUATCD TRAFFIC UNIT 

fie. In a preceding chapter, we gave the ratio of net in
-00;;;; plus interest to investment as indicating the relative 
fluctuations from-year: to year in the financial condition 
of the railroads.' This ratio for the years from 1900 to 
1931 is reproduced in the chart on the following page, 
where it can be compared with the volume'Df traffic. It is 
evi~nt that the secular or long-time:. ~..!he growth 

• Sec Chapter II. 
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of i!:.<:1g~!.tr~ftis.d~ not~~t the return ~~tw.ent. 
T~rJ.nstance, thaUhenurober .of ton .. mil.es..iu 
1 9~2..~as ~bC:lIt twice tha.tj~.}.9.Q§.Eid,not mean that re
turns on investment in 1929 were largeF!l!an~j.996. 

-~.~--. -.... ---
RELATION BETWEEN VOLUME OF TRAFFIC AND RATIO OF 

NET INCOME PLUS INTEREST TO INVESTMENT, 1900-31' 

" tONS OF TON MILES 

",' I \/\~· \ j,.' 
"" ~\: \ ,". 

AJ " \. .... " / .,... ',,~ 

'v' \ 
I~ , 

\ , 

." 
-_TON 1IIL£5 fY II£veNtl£' FREIGHT 
_____ IIATIO(}F N£T INCOME PUIS INT£PCST TOINY£STMENT 

• Beginning with the year 1916 the data change from a fiscal to a 
calendar year basis. 

Short-time fluctuations in tol!. milea~~are 
sh~ed~rear-t<>:.y~ar variations in the re
turn on investment..-
W~e if~;:;possi~ to d~!I1~ ove~ a period of 
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years the precise extent to the volume of traffiS-
affects net incom It is evident from our =at It 
isj!iuch the most imPlLrtant faqor in the fl oriSiii 
income during short perio<k In 1930, ToreXample, the 
decline In net income Ts"iiIiitost entirely attributable to 
the decrease in traffic, for other factors had remained 
practically unchanged. In 1931 deferred maintenance 
charges became important, and in 1932 changes in wages 
and in rates also affected the net income. The decline of 
traffic, however, continued to be the most important sin
gle factor affecting the income of the roads. 



CHAPTER V 

THE DECLINE OF PASSENGER BUSINESS 

The passenger business on our railroads has been de
clining at a startling rate in recent years. Since some of 
the factors which affect the passenger traffic are not com
mon to freight service, the passenger problem merits a 
separate study. This chapter undertakes to analyze the 
e~l_of thc .. decli!lc;jn_thepassenger business, ~}he 
rea~why the cost of q'>I1E-1!cting Ea~benger service has 
riot declined proportionally. The POSSI -ilities of improv
irigpassenger service and passenger income are not con
sidered here. 

I. THE INCREASING UNPROFITABLENESS OF 
PASSENGER SERVICE 

The railroads of this country are pri~rily freight car
riers. On many roadS thejlassenger businesS--hiS-always 
oeenregarged "liSan unpi'ofifableservtee:The-conttast 
with other leading- countries is-striking. In 1928, for 
example, railways in the United States received about 
14 per cent of their total revenue from passenger traffic 
asoolnpared with 3 7 ~ in Great_.!!~!llini ! 8 per 
cent in Germany;wd aboutOoper.renLJllJa~n:-rn----. 
J apanthe . entire populationaveraged 1 otrain- rides ~ 
1928, wh!le)l!_theurii~ed_States the avei-ige-w;:ls.-hI,lL 
silCrioesper capita. Oil 250,000 miles of railway in the 
Umtea-St:{tes, 798,476,114 passengers were carried in 
1928, while in Japan on 12,198 miles 1,213,578,000 
passengers were carried. In the same year Great Britain's 
20,388 miles of railway carried 1,666,384,976 pas
sengers. These figures in all cases include the commuting 
traffic of the great metropolitan centers. 

86 
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Within the last decade, the passenger service in this 
country has become more and more unprofitable. In 1910, 

the passenger mileage amounted to 32,338,000,000 
and till 1920 it steadily increased, a peak: of over 
47;000,000,000 being reacnwliltllat year. Sincet'hen, 
with the exception of a slight rec6Veffln 192);f1ie--

volume-ofpasseiiger traffiC-bas been COnSistentlyaec1in
ing. In terms of the number of trips per person, the pas
senger traffic haS taken the same general trend, the peak 
coming in 1920. Since 1920, however, the number of 
trips per capita has shown a sharper decline. than the 
number of passenger miles. The explanation of this dis
crepancy lies in the increase in the average length of 
journey, as is shown in the second table on page 91. 

As the number of passenger miles has been declining 
since 1920, the analysis in the preceding chapter leads us 
t~ect ~. _~eady rise since 1920 in the expenses per 
p~~1s. The extent to which this increase in unit 
cosfhaS taken place is shown in the table on the next page, 
where operating expenses assignable to passenger service 
are reduced to a per passenger-mile basis, and compared 
with the volume of passenger traffic. In this and other 
tables data are given for Class I railways only. 

The inverse correlation between the passenger mileage 
and unit expenses shown in the table is remarkable. In 
1923 traffic increased, and expenses per unit declined. 
From then on, there was a steady decline in traffic and 
an equally consistent rise in the unit expenses. In other 
words, the ..e.assenger service has become progressively 
more costlY..-~.. -

The way in which the various items of opera!i!1g ex
pensesare. apportiOned to the paSSenger serviCe-is in some 
cases quite arbitrary. And what the effect of an appor-



88 AMERICAN TRANSPORTATION PROBLEM 

tionment of the fixed charges would be is problematical. 
It must be remembered also that the situation varies 
widely from road to road. In 1931, for example, the 
Virginian derived but 1 per cent of its operating rev
enues from passenger service, and the operating ratio of 
this service was 315.9, while on the New Haven, the 
passenger service contributed 34-3 per cent of the rev-

PASSEJiGER~MJLEAGE, OPEJlATlNQ EXPENSES, AND QPEUTINO RATIO 
1922-1931 

Vear I passenger.Milesl EX:::fpu-1 Operating Ratio 
(millions) senger.MiIe (Per Cent) 

(cents) 

1922............ 35,470 3.341 83.8 
1923... .. ..... .. 37,957 3.222 82.2 
1924............ 36,091 3.294 83.2 
1925............. 35,950 3.309 83.5 
1926.. . ... ...... 35,478 3.403 85.1 
1927..... ....... 33,650 3.581 89.7 
1928........... 31,601 3.696 91.7 
1929............ 31,074 3.767 90.1 
1930... 26,815 4.022 101.2 
Ilm............ 21,894 4.194 110.8 

enues, and had an operating ratio of 73.31 But taking the 
country's railroads as a whole, there can be no doubt that 
the passenger service has become increasingly unprofit
able. 

II. ANALYSIS OF THE DECLINE IN THE VOLUME 
OF PASSENGER TRAFFIC 

. The discussion of the declining passenger traffic and 
the consequent decrease in the profits from such traffic 
leads to further inquiries. How far is the j>riV:ite automo
b.!1.e _r~sponsible for this de<;1iiie, ana have the decreases 

S See Interstate Commerce Commission, Comp.rIll;'Ve SltJtemenl 0/ 
Operatin, A'IJer"ges, 1931. 
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been uniform in _the different sections of the country 
arid in the different cl~ of traffic? 

ft is obvious that the decline in railroad travel has not 
bee~iiIiof Ies5en~desin: onJhe pari 01 ihrci>ub
~~d~~d w~ter travel ~re neg
ligtble factors, there can be _no doubt that the malO cause 
o@~e in th~~jf~Ulas)een the automo\ik..
It has been estimated th~Uh.e private-autQ~obilei~ r!:
spofiSiDTeTor from 7oioj!O-per cent of the traip.c~!rted 
to rughw~ from the steam railroads. From 192.6 to 
19 jOtIle nuffibeiOfpassenger miles ~tor buses oper
ating between cities increased by 2..7 billions.' During the 
same period the railroads lost 8.6 billion passenger miles. 
Since a part of the increase in bus travel must represent a 
class of traffic which would not have moved on the rail
roads in the absence of the bus, not all of the 2..7 billion 
increase in bus travel can be regarded as diversion from 
railroads. As 2..7 is 31.4 per cent of 8.6, we come to the 
conclusion that, roughly speaking, the bus cannot account 
for more than 30 per cent of the loss suffered by rail-

. roads. The Interstate Commerce Commission comes to 
substantially the same conclusion.' 

The degree to which the various classes of railroad 
passenger traffic have been affected by highway competi
tion is shown in the tables on page 90. 

It will be seen that in commutation traffic there was a 
steady though small increase from 192.2 to 192.9· PuJl
man travel shows a similar increase. In 1930 and 1931 
both have decreased, as a result undoubtedly of the de
pression. Traffic other than commutation .and Pullman 

~ F.cls tnd FigllTel 0/ '''e Aulo",obile InJus",', 19P, p. 62.. 
I Co--o,Ji"QIHnt 0/ MOlo, Trans/,ortat;oll, liz I.CC. z6., ]1 J 

('9;Z). 
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has shown a consistent decline, the rate of decrease be
coming especially marked in 1930 and 193 I. Eliminating 
the efu;ct.~J,l,~Rr~~sjQn, it is at once evident -thafday
coach traveUs_the class which bas suffered most Jrom 
m~ 

COlOltlTATlOM', PULLMAN,ANDOrHEIl PASSENGER TaAFnc, 1922-1931 
(In millions of passenger miles) 

Year Commutation- Pullmanb AU Other 

1922 .... ....... 6,132 11,245 18,093 
1923 ..... 6,401 12,982 18,574 
1924 ... 6,407 13,083 16,601 
1925 ... .... 6,592 14,011 15,341 
1926 ... 6,605 14,401 14,465 
1927 .. 6,650 14,097 12,903 
1928 ... ..... . ... 6,626 13,938 11 ,038 
1929 ... ... 6,898 14,059 10,117 
1930 ... .... 6,669 12,515 7,6.,11 
1931. ... . .. 6,018 9,892 5,989 

• Interstate Commerce Commission, SllIIisliu of Railflla;!, in 1M Uni/ttl 

S~/k~!ed by the Pullman Company. 

The carriers in the West and South show greater de
cline in passenger traffic than do Eastern railroads. In 
the following table passenger mileages for 193 I in the 
various regions, exclusive of commutation traffic, are 
given as percentages of those for 1926: 

Region Per cent Region Per cent 
Great Lakes . . . .64.6 Northwestern .51.7 
New England .. .62.8 Southwestern . .46.0 
Central Western ..... 61.3 Pocahontas .... 44.8 
Central Eastern .55.5 Southern .. . .40.1 

In 1931, the following roads among the Class 1 car
riers had passenger-service operating ratios of less than 
100. It is to be noted that most of the roads are those with 
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large commutation traffic. Only two roads outsid~ of the 
Eastern district are included in the list. ' 

Passenger-service Operating 
Ratio in 1931 

'Railroad Per cent 
New York, Ontario, and Western ........... 64-.5 
Long Island ..... , ............. , ........ 69.0 
New York, New Haven, and Hartford, , ..... 73.3 
Richmond, Fredericksburg, and Potomac. . . .. 82.6 
New York Central , ..... , .......... , .. , .. 82.9 
Alton ...... " ........................ ,93.7 
Delaware, Lackawanna, and Western, .. . ... 93.9 
Florida East Coast. . . .. 95.2 
New Jersey and New York .............. , .95.6 
Staten Island Rapid Transit ................ 97.0 
Boston and Maine ...... ' , ........ ' .. , ... 97.2 
Southern Pacific .... , ... , ............ , , , ,97.3 
Pennsylvania , .................. , ....... 97.4-

Change i!l-.!!te average l~gth of journey is also sig
nificant. As is shown in the accompanyipg table (in miles) 
thTaVerage journey, except in commutation traffic, has 
steadily .itbcr~d. In other words, the proportion of 
long distan~~_tQ. short distance travel bas increased. 

Commu- Other Commu- Other 
Year tation Traffic Year tation Traffic 
1922 . , ... 14-.3 54-.7 1927 .14-.9 70.3 
1923 ,., .,14-.3 58.6 1928, ... . 15.0 71.9 
1924- , .. ,14-.6 60.3 1929 .. .15.1 75.2 . 
1925 ... ,14-.8 66.9 1930 . .. .. 15.2 76.0 
1926 .... 14-.8 69.7 1931 ... 15.6 76.0 

Our analysis of traffic figures makes it clear that 
the falling off in the assen er business has been most 
proliOUiiCe In ~se of short distance day-coach traver-
in ~So~th~est, ana'NOrfli:Wes-t.-- ---
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III. ANALYSIS OF THE OPERATION OF PASSENGER SERVICE 

We have seen that the operating expenses assigflable to 
passenger service reduced to iUlas~enger-mile basis have 
shown a ste:l.gyj!ls:!~~e sInCe 1 923:-JustwherC1he car
riers nave been able to reduce expenses and where they 
have failed is shown by figures in the following table, 
where five major groups of operating expenses on Class I 
roads, allocated and apportioned to passenger service, 
are given for the period from 1923 to 1931: 

OPERATING EXPENSES ApPORTIONED TO PASSENGER. AND ALLIED SU.VICEI 
1923-1931 

(In millions of dollars) 

Mainte- Mainte- Rail Line 
Year 

nanceof nance of Traffic Tra~sporta- General Way and Equipment tlon Structures 

1923 ..... 214 323 36 570 37 
1924 ..... 215 297 38 556 40 
1925 ..... 220 292 42 548 42 
1926 ...... 230 293 47 547 44 
1927 ..... 231 287 48 546 45 
1928 .... 223 276 49 528 45 
1929 ...... 226 276 51 521 45 
1930 .. ... 195 250 49 493 46 
1931. 151 210 42 434 45 

It will be seen that all classes of expenses, with the 
single exception of those classed under "general" de
clined in the depression years 1930and 1931. From 1923 
to 1929, however, despite a decline in traffic, rail-line 
transportation and maintenance of equipment expenses 
are the only classes which showed decreases. The three 
other classes of expenses increased. The largest increase, 
that of $ I 5,000,000, took place in "traffic" expenses. 
Most of this increase of $ 1 5,000,000 is accounted for by 
the increases in advertising and expenses for "outside 
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agencies.'" Advertising increased from $9,659,000 in 
1923 to $17,720,000 in 1929, while the "outside 
agencies" account increased from $14.,526,000 in 1923 
to $19,767,000 in 1929, a combined increase of 
$13,302,000 from 1923 to 1929. H~fars\lch ioct'@§..ed 
expenditures have been successful in preventing diver
sio/r:t01iigJiWiVSCal)1lot be ascertained. To a very large 
extent.z.. howJ<.ver. such expenses must have been toJil- -' 
pefiiJve among the raitearifefs .~mselves. -. 
Theriillr~e oftep aC!l!sed- of operatipg exces~ 

sivelYluxurious ~e~~mpetitiQo OPt with 
othermodes of transE..oIBtilllUl\!.t with other raijr.qruis. 
ThIS cntlCism,WhTle warranted in certain instances, is 
more plausl61e than Itis_!iii.!::l~~;tooa-tlia:t 
the carriers are not in business to offer services with the 
be~el}f~oIphila!lthr?p;~ts. T~ expenses of o~~ 
ing seemipzly !uxurious trains are in most cases more 
t~id _b)! ~eriues.· Iiil92v,-foriliStiiiee, the 
New):" ork Central ciiIfei:te"d 70 per cent, or about 
$2,500,000, of its extra-fare revenue, on the Twentieth 
Century Limited. And the operating cost in cents per 
dining car mile on Class I roads declined steadily from 
1923 onward, as is shown »clow: 

1923 ....................... .26.49 
1928 •............................ 25.90 
1929 . . . . . . . . . . . . . . . . . . . . . . . .25.96 
1930 ... ...... . . ...... . . . . .23.93 
1931 .. . . ..... .. .21.82 

• "Outside agencies," account No. ]52 in Interstate Commerce Com
million classification of accounts, include "the pay, and the office, tmYeI
ing, and other expenees of general, commercial, city, and.. district "gents 
and othen soliciting traffic, the employee. of their offices, and traveling 
agenu and solicitors located on or off the line of the c:arrierl. road!' It 
ab,Q includes the rent, salary, and other expenses of city puaenger ticket 
offices. 
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The cost of operating sleeping cars showed a more 
marked decline in spite of increases in Pullman car mile
age, as follows: 

1923 ...... $1,033,000 
1928 . . . . . . . . . . . . . . . . . . . . . . 688,000 
1929 . . . . . . . . . 646,000 
1930 . . . . . . . . . . . . 562,000 
1931 387,000 

While the figures above are operating costs and do 
not include capital expenditures, it is clear that the ap
parently luxurious services cOUld not have been the main 
cause of thefailure 6rthi:-rail~oads to redu(£expenses 
assi@eolo·passerigq~~ervice." 

Since thecosi: of..2P-e;ationvari~~ .directly with 
the~~k~.than with the number of pas
sen~to understand why the operating expenses 
asSIgned to...pass~ger se~vice have not been reduced in 
proportion t~!I!ce. decline in passenger mileage, we must 
turn to aii" -examination-of figures on car miles. In the 
table on' page 95, the number of car mileSfOr different 
classes of passenger cars are given for the years from 
1923 to 193 I. It will be seen that day-coach car mileage, 
given in the third column, is the only" clasJi..!.hat showed. 

·decline since I923.:..Ihe total car"mileage incre~ed from 
rcff3tor929;dropping off only since the. beginning of 
the depression in 1930. Lea~illg out traffic expenses,. 

15 The figures on pp. 9Z-94 apply to Class I railroads only. The dining 
car mile costs are obtained by dividing the Interstate Commerce Com .. 
mission account No. 441 by dining car miles. The cost of operating 
sleefing cars is account No. 403 in the Commission'. classification. 

This is because it cost. almost as much to haul. car with one pas
senger· as 'it docs to haul it with 50 passengers. Of coune, if the traflic 
grows to very large proportions, new terminals, tracks, and other facili .. 
ties become necessary, but within limits, COlt does not vary with tbe 
number of passenger miles. 
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this increase in car mileage from 1923 to 1929 accounts 
fonlleTaiIure of-oiher exp~nses assigned to passei!&er 
serv'h:e toc~----aq~!lJI!Jl!QPortion to the decline ~n.t.he 
nwiil~_~assenger miles. ._-- .--

c.u. MILEAGE OFl>J.rFEUJrT CLASSES OF CAU, 1923-19317 

(In milliDDS) 

Sleeping, Other 
Year Parlor,and DiningC ... PllSIeJIger PllSIeJIger. Total, ObserYatiOll Cars 

Cars Tnin Cars 

1923 ...... 944 126 1,349 1,166 3,585 
1924 ...... 999 130 1,322 1,195 3,646 
1925 ...... 1,098 144 1,300 1,205 3,746 
1926 ...... 1,170 153 1,283 1,231 3,837 
1927 ...... 1,192 157 1,260 1,222 3,831 
1928 ...... 1,201 139 1,216 1,223 3,799 
1929 ...... 1,257 169 1,192 1,240 3,857 
1930 ...... 1,229 163 1,1U 1,175 3,680 
1931. ..... 1,069 140 987 1,070 3,266 

The increase in car mileage was due to thc:jn3bility, 
or un~ess for competitive rc:a:so:-f!S.Lo~ ca~ers to 
reduce the nUJIlber of trains. In the table on page 96, the 
mi~ngen.-peiCir and per train, and the num
ber of cars per train are given for the years from 1923 to 
1931• 

While there was a slight increase in the fWerage num
ber of cars per train, this is of no great significance. It is 
explained not by a lengthening of trains but by the aban
donment of many small local trains. The imyortant fact 
is the decline of abouLone-third in the oomber .Q£ pas- -
sen~~J--C3.r and.~r _~!l' A pari"o[ thiS-d~e is, 
however, attributable to an increase in the proportion of 
Pullman cars to coaches. During the period in question 
sleeping, parlor, aild observation car miles increased from 

l' Interstate Commerce Commission, SlMist;a 01 R4i~1 ;" 1M U niull 
SUUs, .911, p. ~4'. 
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:16.34 per cent of the total to 32.71 per cent, and dining 
cars from 3.52 per cent to 4.28. This also reilects the de
cline in local traffic. 

Since it costs little more to haul several extra cars in a 

PASSENGER TUIN AND CAR PERFORMANCB IN 'PROPORTION TO TIlArnc 
1923-1931' 

Year Passengers 
per ear- Can per Trainb 

1923 ........... . 
1924 ...........• 
1925 ........... . 
1926 ........... . 
1927 ........... . 
1928 ........... . 
1929 .......... . 
1930 ........... . 
1931. .......... . 

16.3 
15.3 
14.8 
14.3 
13.5 
12.9 
12.5 
11.3 
10.5 

• Passenger mile. per car mile. 
It PUSCDger train car miles per train mile. 
• Passenger miles per uain mile. 

6.5 
6.6 
6.7 
6.9 
7.0 
6.8 
6.9 
6.8 
6.8 

Passengers 
per Train-

67 
63 
63 
61 
59 
56 
55 
49 
45 

train, the number of passenge~ per train is more im
pot!.ant. froriit~:"Standpoint of economy than the num- I 
bers of ~ "'per train. We must examine, then, into th~ 
reaSons why the carriers have been unahle to maintain the 
same number of passengers per train by reducing th 
number of trains. 

Carriers are often criticized for operating an excessive 
numoer' of trains between large cities in competition with 
one another. It is, ho~eyer, often more profitable so far 
a5lndiviaiial carriers are concerned to operate a half
empty ~ill tb:in ~ lose aIIthe !raffi£I?Y.I}lJ1.ning no trains 
at all. -j\ large portion of the maintenance expenses as
'signedto passenger service, for example, must be in
curred even if the passenger service is abandoned. And -
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the mere{act-tha~ain~ operated by diffg:
elltCilITiers leave thU~I!!~.Jj:rminal and arrive a~ the _ 
same aestiniitWil at abo!!t ~ same-tIme-aoes -fl..ot -~
sarlrymea.!!.!nat the service is excessive. When, in ·the 
Fifteen Per Cent case, 1931, the Western carriers were 
criticized on the score of maintaining excessive service be
tween Chicago and other focal points, it was shown that 
very few trains we,e in service exclusively between these 
.competitive points. Of the passenger trains of the Chi
cago, Burlington, and Quincy, for instance, 50 per cent 
of the service between Chicago and St. Paul-Minne
apolis was" shown to consist of through trains to and 
from the Pacific Northwest. On the Chicago and North 
Western, 93 per cent of the trains between Chicago and 
Omaha were through trains from and to points beyond 
Denver. Similarly, it was shown that none of the trains 
of the Santa Fe between Chicago and Kansas City were 
exclusively for that service.· M;ny carriers are forced 
by their c.hjlrters to operate trams at certain iiitefvafs. 
StaJ!!tOIT r~lOnsofCertaiiiStates,"!ocar-oppoSifion to 
decreased frequency of service;-i:l1erequTrements-ohhe 
mail-anaexpress traffic, aQd manY~Qili~r--=~~t()rs nay; 
prevented the discontinuance of services which do not pay 
their~ay'>· The failure of ~~.s .t() reduce the 

-----.-'--
• See "Brief of Western Carriers Dealing with Passehger Train Scrv~ 

ice in Defined Territories," p. 5, submitted to the Interstate Commerce 
Commission in the Fiftem Per em/. Case, '93', E:r Parte 10J. 

"Compare Co.orJ.inalion 0/ ·Motor Transportation, 182. I.C.C. 2.6], 
322-32. (1932.). Compare also Western Trunk Lim Class Rat6l, 164 
I.e.c. 1,74 (1930); the Commission observed that "while there was a 
material decrease in passenger revenues on the Northem PaciD.c, it was 
not possible to make a corresponding reduction in passenger train mile
age because the character of the aervice was such as to deny to the man
agement the ablOlute control thereof. In some instances, however, gas 
can and gaa-electric cars have been installed in an effort to accomplish 
further economies!' 
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numb!!}: oJ Jrains in proportion to the degj1!e jn traffic 
is, thus, in most instances beyond the will of individual 
carriers, The competitive factor inherent in our system 
of -individual railway companies, however, results in 
much duplication of service between Tmportimt cities. 



CHAPTER VI 

OPERATING EFFICIENCY 

In the two preceding chapters we have considered the 
bearing of changes in the volume of traffic upon the 
operating cost and the net income of railroads. The unit 
cost of m,Qving goods is affected not only by t..he 'y_oJ",me 
of'1r.iHi2MfbYThe ~£IiOei1Cy.:iith~~.hi£h~ni.lroa4...i~ 
operated. Accordingly, we must now consider the rela
tion ofiiianagerial efficiency to operating costs and net 
income. Since the purpose here is merely to ascertain the 
trend over recent years, we shall not, at this place, con
sider the'question whether efficiency of operation on in
dividual roads is as great as it might be, or whether sub
stantial operating economies might not be effected 
through terminal and line consolidations. These issues 
will be considered in Part VIII. 

I. THE M6vEMENT TOWARD GREATER EFFICIENCY 

D~I! last decade the carriers have made a great 
effot:Uo promote j Dereased efficiency in operatiQn-The 
World War and its immediate aftermath left raiIW:!! 
finltnces generaIly m very bad condition, and there~1!.s 
urgent neceSSi""ty for a reduction in operating cost. The 
Transportation Act of 1920 exerted pressure in the same 
direction, for it permitted a fair return only "under 
honest, efficient, and economical management," !:ptil 
the end of 1922 the railroads failed to makcumysub
sta~ that ti-'ll,C!1-~ult of persi;tehf:.... 
and co.-operative effort~. very important results have 
bee~ 

Th~~lIlerican Railw~y_AssociatiQn bas been 30jm_-

99 
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portant factor in this IDQvement for greater efficie~ 
In April 1923, as !U':i_rt .. <>f its -"progralIl.N.pl:Qyi9J:-ade
quate transportation service," th~ociatipn set for all 
ClassJrailroads of the country su<;!utandards of operat
ingJ1!:rformance, slightly revised thereafter, as 30 tons 
per loaded car, 30 miles p~er....day~~!".cent 
empty mil~31!4-ql!!Ls: (later 70) pc:~ cent ofears 
and !l.£er cent of locomotives in unserviceabIeConaltlon. 
In many ~ther directions the Ass;,o~ti~ h;;b;;~n instrU~ 
mental in raising the level of efficiency. Individual roads, 
too, have not been behind in their efforts to show better 
operating performance. Many roads have set up stand
ards of performance for their own use, competing against 
each other in the achievement of these standards. 

At the same time there was a marked economy in ca...£i
tal bOO up m materIaJs and supplies, as the following 
table shows: 

MATERIAL AND SCPPLIES ON HAND-

Year Amount Year Amount 
1920 $755,563,278 1925 $525,853,107 
1921 665,147,099 1926 551,694,794 
1922 546,284,853 1927 523,650,986 
1923 682,725,812 1928 471,077,760 
1924 560,048,899 1929 471,000,000 

a Class I railways. Bureau of Railway Economics, "Railway Suppliel 
and Expenditurcs," 1930, p .. 7. Data for 1929 are approximate. 

In this movement for greater operating efficiency, the 
rai!!oads spent huge sums in Improvemerits.r5Unngthe 
five-year period begirullngJuI:YT,I912 and ending 
June 30, 1 916, the average annual investment in new 
lines, extensions, additions, and betterments less retire
ments, on Class I and Class II railroads and their non
operating subsidiaries, was $435,000,000. During the 
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next five-year period from January I, 1916 to Decem
ber 31, 1920, the annual average was a slightly higher 
figure of $459,000,000. The annual net investment since 
1920 was shown on page 42. It will be noted that in 
each of the years from 1923 to 1930, the annual net in
vestment ran higher than the average for the period from 
1916 to 1920. This in~" •. ~espite the fact 
that the ,.ate of traffic growth was declining., 

l;tosc of these caPital expenditures were made not for 
new extensions of lines, but for additions and better
ments on existing lines. This is clearly shown in the 
table below, where gross investments, that is, new in
vestments without the deduction of retirements, are 
given for the years from 1920 to 1931: 

Year 

1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 

ANNt:AL GROSS INVESTMENT, 1920-1931-

(In tho .... nds of dollan) 

In New In Additions 
Lines and Extensions and Betterments 

18,950 628,904 
16,467 548,541 
20,853 484,511 
25,814 1,050,663 
25,378 912,465 
40,915 762,079 
37,217 847,931 
36,705 777,556 
51,369 676,733 
38,564 _ 836,213 
37,826 806,OR 
38,268 314,674 _ 

• CWa I and CI ... II railroad> and their DOlH>perating ..,boidiari ... 
eu1nding temtinaI and onritching eompani... Sl4rtis<ics Df R"""-Yr ;" 
1M UsiuJ S""II, .920-1931. 
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The character of the expenditures on additions and 
betterments of existing lines from 1922 on is shown by 
the following table, which covers Class I roads only: 

Year 

1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 

ALLOCATION OF CAPITAL EXPEHDITUllES, 1922-1931-
(In thousand. of dollars) 

Equipment 

Locomotives 
Freight 

Train Cars 
Passenger 

Train Cars Other 

41,372 176,701 18,043 9,393 
208,966 409,665 40,105 22,988 
102,456 318,571 53,134 19,448 
59,778 222,476 41,207 14,653 

108,263 185,792 58,117 19,750 
76,975 136,490 53,770 21,466 
51,501 116,549 41,215 15,036 
70,660 191,917 38,670 20,059 
88,494 181,028 44,791 13,956 
25,821 29,548 13,850 3,886 

Total 

245,509 
681,724 
493,609 
338,114 
371,922 
288,701 
224,301 
321,306 
328,269 

73,105 

Total 834,286 1,968,737 402,902 160,635 13,366,560 

Roadway and Structures 

Addi- Addi- a~~O£:. AU 
Heavier Other tional Rail nODal gine lQ1provc- Total 

Trackb Ball .. t Housesll menta 
I-

1922 50,327 16,875 5,420 13,635 97,507 m:!~ 1923 108,745 27,866 9,471 51,214 180,129 
1924 116,725 32,037 10,825 39,834 181,714 381,135 
1925 145,757 32,952 11,665 31,345 188,358 ~:~:?~ 1926 166,758 42,184 16,519 46,882 240,821 
1927 139,175 43,742 16,230 35,236 248,468 482,851 
1928 116,494 47,193 15,748 24,323 248,_ 452,364 
1929 129,148 46,862 17,049 36,561 302,795 532,415 
1930 114,_ 47,101 11,455 29,179 342,118 544,339 
1931 64,535 29,341 5,319 9,041 180,571 288,807 

Total 1,152,150 366,153 119,701 317,250 2,211,087 4,166,341 

• Data compiled by the Bureau of Railway Economica. 
• Including rail and tie fastenings and other track material. 
e Induding machiDery and tools. 

Grand 
Total 

---
429,27.l 

1,059,149 
874,744 
748,191 
885,086 
771,552 
676,665 
853,721 
872,608 
361,912 

7,532,901 

Besides increased capital expenditures the carriers jn 
thei~erating effiCIency greatly increased. --" -.-. --.------- -_. 
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outlays for superintendence. As is shown in the table be
low, this item in the operating expenses has steadily in
creased from 1922 to 1929: . 

EXPENSES OF SUPEl\.INTENDENCE, 19U.-1931& 

. (In millions of dollars) 

1922 ............... 196 
1923 ............... 212 
1924 ............... 213 
1925 ............... 219 
1926 ............... 226 

1927 
1928 
1929 
1930 
1931 

.230 
· .232 
· .235 

... 226 
· .199 

-The sum of Interstate Commerce Commission accounts ZOE, 301, 

lSI, 371, and 451. Data. relate to Class I roads only. From Statistics of 
Railways in lJu United Stales. 

We shall consider in a later chapter the extent to 
which certain roads and divisions of roads have failed 
to reached the standards obtained by the more progres
sive roads, and we shall also indicate the possibilities Qf 
further improvement in efficiency.1 

II. RESULTS OF THE EFFICIENCY MOVEMENT 

Before attempting to measure the effects of these new 
investments in railway properties, it will be useful to 
indicate the character of the changes that occurred in 
particular lines of equipment. The number of steam 
locomotives on Class I railroads, for example, declined 
from December 31, 1924 from 65,006 to 54,385 on 
December 31, 1931, while the average tractive effort 
increased from 39,891 pounds to 45,764 pounds.' This 
increase in tractive power was attained without sacrifice 
of speed. The modern locomotive is, moreover, cap~ 
able of longer runs. On the Great Northern, the ex-

• Se. Chapter XXXIII.' . 
I Statulics of Rail'Wd'Ys in the United States, 193], p. 8-9. 
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tension of runs made it possible to close 14 terminals and 
reduce the cost of locomotive operation by 10 per cent. 

The number of freight cars decreased from 2,357,000 
at the end of 1 925 to 2,201,000 at the end of 193 I. The 
average capacity meanwhile increased from 44.8 tons to 
47 tons. There has been no net shortage of cars since 
the early months of 1923, and since the beginning of 
1924 there have been only a few cases in which there 
was even a local shortage of cars to move traffic awaiting 
shipment. Since 1923 the maximum and minimum num
bers of surplus freight cars for any date during the year 
were as follows: 

MAXIMUM AND MINIMUM FR.EIOHT CAR DAILY SUR.PLUS 
During Each YearA 

Date Maximum Date 

Dec. 31, 1923 312,338 Apr. 22, 1923 
June 14, 1924 362,961 Oct. 22, 1924 
Mar. 31, 1925 344,959 Nov. 7, 1925 
Jan. 7, 1926 310,155 OcL 22, 1926 
Dec. 31, 1927 _,005 Sept.30, 1927 
Jan. 7, 1928 461,669 Oct. 14, 1928 
Dec. 31, 1929 447,141 Oct. 14, 1929 
Dec. 31, 1930 706,538 Feb. 7, 1930 
Dec. 31, 1931 750,696 Oct. 22, 1931 
June 30, 1932' 772,565 Sept. 30, 1932 

• Data compiled by the Bureau of Railway Economics . 
.. To October 1. 

Minimum 

11,062 
94,153 

103,969 
79,016 

135,059 
85,825 

107,301 
373,825 
532.301 
598,622 

The result of the :Oovement for operating efficiency 
is reflected in the averages of various operating per
formances. In ~~~vem~of cars, the three-year aver
age of 24.6 car . per car day in 1921-1923 w~ 
creased,JQ. 31.3 in 1927-1929. The average speed (in
ciiiiIing delays en route) increased 1r;m 10.3 miles per 
hour in 1920 to 14-8 in 1931. Coal consumption J>C;.r 
1,000 gross tou.mil!:li ..9~eased trom 162 poundS 10 

1921 to 119 in 1931. Gro~n miles per train hour in-
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creased steadily from 1920 to 1931, rising from 14,877 
in 1920to 26,702 in 1931. This unit is one of considerable 
use in the measurement of railroad operating perform
ance. It shows the results attained in moving freight and 
tare. tonnage over the roadway in a given period of time, 
and hence represents the combined result of speed, length 
of train, and load per car and per train. The showing 
made by the carriers in this item of performance reflects 
the fact that they were able to move in 1929 a greater 
amount of traffic with a smaller number of cars and 
locomotives as compared with 1923. The various selected 
items of freight service operating performances for the 
period from 1920 to 1931 are brought together in the 
table on the following page. The figure which represents 
the best performance during the period is italicized in 
each column.' 

It will be seen that the carriers have generally im
proved their operating performance· during the period 
covered. But tWo items of operation which changed for 
the worse during the period need examinatio"ii.. 4veraii;e 
ne!JQ!lmiles per loaded car mile as well as the ~ 
age of loaded car IrnIes to" total car miles steadil 
clinecitroml920tol93I. . --- • 

So far as the decline in1:he ratio of loaded to empty 
car miles is concerned, one factor has been the increasing 
use ~ecia~r the transportation of parncu
lar ~comrnOOIties, with a resulting increase in 
empty "back hau\" movement. But !l more important ex
plailabono~tio, aswell~ 
tons per loaded car, grows out of the payment of h,~ 
"p~ diem ch~" for the use C?f cars belOilging to~~!!ter 

• SO1M' of the apparent improvement is unreal, since it is attributable 
to a greater movement of empty can. (See diacussion on following pages.) 



SKLE,CTED ITEMS or OPERA.TING AVI;RAOI1$, 1920-1931· 

GrassTon Net Ton Gro .. Ton Net Ton AT~~14ife!t Car Mil .. Per Cent Car Mile. Loaded of YeAr Miles Per Mile. Per Mil .. Per Mil .. Per Per Lo.ded PuCar Total Car Per Train 
Train Mileb Train Mile Train Hou'" Car Day· Car Mile Day· Mile. Miled 

--------
1920 ...... 1,443 708 14,877 498 29.3 2S.1 67.9 36.6 
1921. ..... 1,435 651 16,555 389 27.6 22.4 63.0 38.4 
1922 ...... 1,4M. 676 16,188 424 26.9 23.5 67.2 38.4 
1923.. .... 1,5.19 713 16,764 510 27.9 27.8 65.7 39.9 
1924 ...... 1,588 715 18,257 411 27.0 26.8' 65.1 41.7 
1925 ...... 1,670 744 19,685 495 27.0 28.5 64.S 43.8 
1926 ...... 1,736 772 20,692 531 27.4 30.4 63.1 45.2 
11127 ...... 1,780 m 21,940 518 27.2 30.3 62.9 46.5 
1928 ...... 1,836 192 23,600 526 26.1 31.2 62.9 4S.1 
1929 ...... 1,865 804 24,539 541 26.9 3Z.1 62.8 48.6 
19.10 .. .. ~ . 1,870 784 25.837 469 26.7 28.7 61.4 48.9 
19.11. 1.809 1.13 26,70Z 382 2S.7 24.5 60.8 47.9 

• Data relate to Chml railways only. Taken (rom SI.alillits Qj Raj/fUJI in Ihl Unitta StaltJ , 1931, p. 5-40. 
b E...cludinllocomotiv~ 
• IncludM unserviceable cara. 
" JndudlnlcaboOR . 
.. Includc.locomoth,raj and inC'ludes equivale-nt coal tonnage (Of fuel oil consumed. 

Pounds of 
eoal Per 

t,OOOGross 
Ton Mil ... 

... 
162 
16.1 
161 
149 
140 
137 
131 
127 
125 
121 
119 
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railroads. This means that every day a car belonging to 
the i3aitimore and Ohio, for example, is moving over 
the Chesapeake and Ohio, whether loaded or empty, the 
charge must be paid to the Baltimore and Ohio. This 
practice has existed for many years. Between 1907 and 
1916, the charge ranged from 25 to 50 cents. In 1917 
it was increased to 75 cents. During the period of federal 
control, the charge was 60 cents for roads not in federal 
control, but it was abolished so far as roads in control 
were concerned. When the roads were returned to pri
vate owners, the charge was fixed at 90 cents, and in 
December 1920, it was raised to on .. dollar. It has since 
remained unchanged and is in force to-day. The reason 
for the successive increases was that it was Cheaper to 
use cars of the other railroads than tf"was-to-Tiuynew 
ones7aiicrhenre there was a tendency for a road to keep 
forelgii"Ci£$ liSlong as pOssible. 
~ult of the increases in charges, however, it 

now p~)'S to send arorc:~ home~ soon-as posslble;
andthere are cases in whIch foreign cars have been 
routed home empty at speeds greater than that main
tained by passenger trains. In the absence of a high per 
diem charge these cars might have been retained and 
routed home with a near-capacity load. '(he deSire to 
avoid_p~ment of per diem chars has thus been an ffi
clen~~e~~theemp~eage~dd~~ 
oau per car. 

It'triIlfficult, so long as we have independent lines, to 
arrive at a per diem charge.yi1ich ~-!>uld not be, on the 
one hand, an inducement to use the cars of -;'ther roads 
rather than build new ones, creating a shortage of cars 
for the country as a whole; or, on the other hand, an in
centive to send cars home either empty or with light 
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load. Yet the abolition of the per diem charge is not 
feasible so long as we have ill~ependel1t railroad syste!llS. 
The problem rillght be h-;';-dled by a pooling of all rail
road cars or by the creation of an independent car com
pany such as the Pullman Company, from which the 
roads would rent their cars; but neither of these devices 
appears feasible. A unified natio!)al tr:tllsE()r_tatio~ .sys-

INVESTMENT AND QPEUTlNG EXPENSES, Cuss I ROADS, 1920-1931 

)nvestmen~ 
Capital Cost 

Operating 
Year at S.7Sb Capital Cost 

(In Millions) Pcr Cent Per Ton Mile Et'::MJ;:r 
(In Millions) 

1920 $18,900 $1,087 $0.0024 $0.0098 
1921 19,070 1,097 0.0032 0.0097 
1922 19,381 1,114 0.0030 0.0087 
1923 19,931 1,146 0.0025 0.0080 
1924 20,710 1,191 0.0028 0.0078 
1925 21,360 1,228 0.0027 0.0074 
1926 21,978 1,264 0.0026 0.0071 
1927 22,614 1,300 0.0028 0.0071 
1928 23,149 1,331 0.0028 0.0069 
1929 23,674 1,361 0.0028 0.0068 
t930 24,266 1,395 0.0033 0.0068 
1931 24,403 1,403 0.0041 0.0068 

• Investment figure IS the tentative final valuanonof InterstateCommcrce 
Commission (see 58 I.C.C. 220,229, July 29,1920), plus net addirionJ and 
betterments as reported by Interstate Commerce Commission. 

b The rate regarded as "fair" by Interstate Commerce Commission . 
• Operating expenses rclatcdand apportioned to freight servicedividcd by 

the number of ton miles. Figures relate to Class I roads only. 

J 
te would, of course, promp~lY~~~elef!lent 
of unnecess cost. 

e ave seen that with the exceEtiOl:LoUmp.tl:.s
mileage and the load per car, the imRrQ.v:~ments_<;luring 
the l~!_decadeJn_.fiXeastrUctUres, ~uipment, and in 
the operating methods, have brought about general in
creases inmostltems of operating performance:. The 
final resuliin monetary terms on-his movement for effi
ciency is shown in the table above. 
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It will be seen that the o~g expens<:Ll?er ton... 
mile have steadily decreased slOce 1920, while inVest
ment costs per ton mile do not.show anY.J1pwarrl trend 
unti1.,!hs..depIession~o and 1931. T~e ~~ta! 
expenditures and increased supervisory expenses uring 
th~ of traffic giowth from 1920 to 1929 were 
thUS"jtlsfi1ieaoy the teductjoniiUhe oPerating expenses 
pe~ 

III. MANAGERIAL EFFICIENCY 

Operating performance figures such as those given 
in the preceding section are often advanced as showing 
a remarkable increase in the efficiency of railroad man
agement within the last decade. Before reaching such 
conclusion, one must consider the possible effects of fac
tors other than management. 

These factors are the increased investment, changes in 
the volume and character of traffic, in the average length 
of haul, and in operating conditions (climate and topog
raphy of the territory traversed) and, finally, the in
creased mechanical efficiency of machinery as a result of 
technological progress. During the period under con
sideration, the character of traffic and the average length 
of haul have not undergone a sufficient change to cause 
disturbance in the operating averages and may hence be 
ignored. Conditions of topography and climate may be 
similarly dismissed.' . 

There remain to be weighed, then, the following facts 
and considerations. During the last decade, investment 
and expenses of supervision increased. The mechanical 
efficiency of new equipments increased over that of the 

.. Clats I carriers change slightly in identity from year to year and 
hence topography and other heron affecting .operating conditions do 
change. The effect .of this change is, however, negligible. 
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old ones. The volume of traffic increased until 1929, 
and the predominant importance of this factor is clearly 
seen when we recall our preceding analyses. In Chapter 
IV it was shown that expenses of operation varied in
versely with the volume of traffic, and in Chapter V 
we saw how operating expenses per passenger mile in
creased in the face of declining traffic. If the decrease 
since 1920 in the operating expenses per fon mIle bore 
no relation to the volume of tr:lffiC;ana-wasiinputable 
solely to managenafefficiency ·orto-increased inve~t-, 
m~tlien expenses per- passenger mile should have 
simitai1y declined during the s.ame period. 

With tnese facts an<r considerations before us, we are 
now in a position to summarize the whole situation and 
reach a conclusion on managerial efficiency. The decline 
in operating'expenses per ton mile in the period under 
consideration was brought about by improvements in 
operating performances, which, in turn, were made pos
sible largely by increases in investment in newly in
vented or greatly improvea equipment, machinery, and 
devices of all sorts. The huge investment in these things 
was justified, in fact made possible, by the in~eases in 
the volume of traffic. Without this traffic growth, 'the 
new investments would have been a detriment rather 
than an advantage. 

The part played by management in this development 
wa?"that 1(~31ert-t() seize the opportunities pies~ilt~d. 
on the on~rth!.gr~mg villume-of traffi£ ,and on 
the ?0~~~ tec~~2Iogical-Erogt"ess __ By lffidicio..!!J..l~ 
stallmg or adoptmg newer ana-more e oent eqUIp
ment, devices, and methods at places where they could be 
used to advantage ~ a result of the growth of traffic, and, 
by exercising stricter supervision, th~gements un--



OPEJUTING EFFICIENCY III 

doubtedl~an effective use of the new capi.tal 
that was attracted to the industry. As indicated at the 
beginning of the diaptet file questIon whether further 
economies may not still be possible is reserved for dis
cussion elsewhere. 



CHAPTER VII 

FREIGHT AND PASSENGER RATES 

In this chapter attention will be directed to the trend 
of freight and passenger rates and to their relationship to 
railway earnings. Inasmuch as rates have been subject 
to effective federal control only since about 19 I 0, our 
analysis is based upon the history of the period 1910-31. 

We shall consider the effects upon the rate level of de
cisions of the Interstate Commerce Commission under its 
mandate to prescribe reasonable and non-discriminatory 
rates. We shall also discuss the effect of the Hoch-Smith 
resolution, designed to give favorable rates to depressed 
industries. Finally, we shall consider the influence of 
competition, the tendency to adjust rates more nearly 
to costs, and the movement toward uniformity in the 
freight rate system. 

I. THE TREND OF RAILWAY RATES AND EARNINGS, '910-l' 

While no entirely satisfactory method of measuring 
rate levels has so far been constructed, the figures or
dinarily given showing average revenue per ton mile for 
freight and per passenger mile for passengers are reason
ably satisfactory.' The data, expressed as percentages of 
the figure for 19 I 3, are shown in the accompanying chart 
covering the period 1910-31. 

1 The objection to this method, as it relates to freight traffic, is that 
it JdI_ DOt only actual ratco bot also the average length of baal aod 
the character of traffic. However, during the period under survey the 
average length of haul has Dot iocrea.ed npidly euough to aHeel g.eatly 
the average revenue per ton mile. The average haul for all freight 
tra1Dc wu 249.7 miles in 1910; ]0].5 in 19%0; and ]16.2 in '9]0. The 
chanckr of traffic has Dot DDdergooe aOf significant change for maOf 
J<'UL For aampl., the prod ..... of mioes haft fluctuated bet...... 54·' 
per ceut and S6.7 per cent of total tonnage aince 1910. So far u the 

112 
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Freight rates, it will be seen, exhtDited a general, 
though gentle, decline from 1910 to the end of 1916. 

Thereafter the direction of change was re~ for 
some years and rates rose rapidly to a peak in 1921. Be-

AVERAGE ANNUAL FREIGHT A!fD PASSENGER RATES OF 

R.An.WAvs, 1910-31 (1913=100) 

-----~/lCRAlS2lIIIIilJt ... E 

tween 1921 and 1923 the levd declined sharply as a re
sult of general and piecemeal reductions established in 
1921 and 1922. During the decade since 1922 the levd 

Jeft:D"" per ..--.r mile io CIIGCaD<d me _waage I<ugth of haaI .... 
00 bearing .,..,..... _ga- rates are lOt at .. much per mi1e.. Tbo!n: 
Jo.., bowna-. beea • _dcrabIe c:IwIg.: ill me cbancter of tra/Iic, .,..... 
_ -viDe become reIa!i...Jr -.e impo ........ 
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has gradually declined, standing in 1931 about 6 per 
cent under the average in 1923 but at the same time 
morethan 4S per cent above the 1913 level. 

Turning to the level of passenger rates we find the 
situation, between 1910 and 1931, not greatly different 
from that which has prevailed in connection with freight 
rates. Passenger fares remained practically unchanged 
from the end of 1910 to 1917 (see the chart on p. 113). 
For the next four years they rose rapidly although the 
relative advance did not equal the increase of freight 
rates. After 1921 passenger rates began a steady decline 
which has continued uninterruptedly to the present 
time. In 1931 the level of charges was approximately 
17 per cent below the level in 1923 but 2 S per cent above 
the level in 1913. 

A comparison of railway rates (as shown by revenues) 
with earnings is presented in the accompanying chart. 
Two definite conclusions may be drawn from a study of 
the three curves. First, with the exception of the years 
1918-21, the rate level has been.._!!.'lOre stablt;!hanJa,il
way earn~.IJelther rising nor faliingaS rapidly, or 
a~arnings. Second, there seems to be little_cor
relation between high ~verage_rates and high earnings 
or betwee!!.Iow -average rates and low earnings. For ex
ample, although generally low railway charges prevailed 
from 1910 to 1917, earnings were on the whole satis
factory. In 1921 and 1922 earnings were unsatisfactory 
in spite of the highest rate levels in modern railway his
tory. From 1923 to 1929 rates-particularly freight 
rates--declined but slightly, while earnings fluctuated 
widely. It appears to follow, therefore, that factors other 
than the rate level have contributed largely to the rela
tive instability of railroad earnings of the past two dec
ades. 
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COMPAllISOII OF RAILIlOAD RATES WITH NET RETUR.II 011 

CAPITAL, 1910-31 (1913=100 for ea¢ 'series) 
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II. COMMISSION POLICIES AFFECTING RATES 

The Interstate Commerce Act in its first three sections l' 
stipulates that the Commission shall establish rates which 
shall be just and reasonable, non-discriminat.ory, and, 
not unduly prejudicial or preferential as between per
sons, places, commodities, or classes of traffic. The Trans
porta~on Act c:092Q reQuires th~~~eneraTlevel of " 
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rates shall be such as will enable the railroads as~ whole 
toearn a fair return u~~~lue -of their..Erop;rtieS. 
TIie Comnusslon also has the power to prescribe rnaxf
mum and minimum rates. In carrying out the intent of 
the law decisions of the Commission have naturally eXj 
erted a marked influence upon the railroad rate struc 
ture of the country. 

The attempt of the Commission, under the Transpor
tation Act of 1920, to adjust the general level of !J1es, 
is considered in Chapter XX. We neoohere-tiierefore 
merely summarize the story. A few cases involving re
quests for advances in rates arose prior to and during 
the World War. No advances were allowed until 1914, 
and not until 191 8 was there a general increase in rates 
throughout the country. The increase, amounting to ap
proximately 25 per cent in freight rates, was inaugurated 
by Director General McAdoo on May 25, 1918. This 
was regarded as necessary because of the great advance 
in the costs of railway operation incident to the war.' 

Since the war there have been only three cases in
volving nation-wide changes in the level of rates. The 
first was in 1920, when an increase in freight rates 
amounting to approximately 33 per cent was granted; 
the second was in 1922, involving a reduction of 10 per 
cent; and the third was in 1931, when a compromise ad
justment was effected in lieu of a horizontal increase of 
15 per cent. The net effect of the first two of these rate 

SThe principal cases were as follows: AJv.nceJ Rille ClUes of '9'., 
.0 I.C.C. '43 (1911) and 20 I.C.C. 307 (1911) I EWe P., C_ C_ 
.1 1914, 31 I.C.C. HI (1914) and ]2 I.C.C. 3%S (1914) I w.,,.... 
R_ AJ<Nmc. ClISe, H I.C.C. 497 (19IS) and 37 I.C.C. 144 (19IS) I 
Westem PlUSenger Ftlres, 37 I.C.C. I (1915); Rau AJ.Nncel;" Welllrfl 
C~ TeJTitory, 31 I.C.C. 94 (1916); EIfINfJ P., C_ C_, 
4S I.C.C. 303 (19 17). 
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adjustments was to produce from 1923 on a level ap
proximately 20 per cent above that of 1918. The ad
vances authorized in 1931 were not all put into effect and 
were in part offset by the reduction of other rates. 

Turning now to changes in particular rates, there are 
three kinds of cases which come before the Commis
sion: First, those brought by the shipper to complain 
of 'unreasonable or unjustly discriminatory rates. Sec
ond, those instituted by a railroad to propose changes in 
rates which require the Commission's approval (in the 
event of protest by either a shipper or another railroad, 
such cases may be suspended for a period of seven 
months). Third, those initiated by a railroad to request 
that action upon emergency changes may be taken in less 
than the statutory limit of 30 days. 

A vast number of cases have come before the Com
mission in connection with each of these categories. Dur
ing 1921 and 1922 numerous reductions were made, in 
part voluntarily by the railroads, and in part by the ad
vice or order of the Commission. The most significant 
of these applied to hay, grain, grain products, and live
stock.' 

A careful study of the decisions of the Commission 
since 1922 indicates that cases in the first two categories 
produced no perceptible downward trend in rates. The 
fact is that numerically the increases exceeded the reduc
tions. 

The emergency cases almost always involve requests 
from railroads for reductions in rates in order to meet 
competition by other transportation agencies. In so far 

• R.u, ... c,.;", c,.;,. P,ol.ucu, .n4 H .y, 6~ I.C.C. 15 (1911) ~ 
lI",ioMl Liw SlOck Shi"",' Lug .. V. iI. T. an4 S. F. Ry. Co., '6) 
I.C.C. 107 (1911). 
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as there have been reductions they have not been the 
result of actions initiated by the Commission. It has 
been contended by the carriers that the Commission has 
handicapped the roads by commonly refusing to allow 
them to change their 'rates to meet emergencies with less 
than the statutory requirement of 3o-day notice. The 
charge is, however, not borne out by the facts. The ac
companying table gives the number and disposition of 
carrier applications for special permission to establish 
such rates or fares, compiled for the period 1928-32 
inclusive. 

NUMBER AND DISPOSITION or ApPLICATIONS FOa. PEIUf1SSIOIf TO EsTABLISH 
RATES 0)1. FAILES ON LESS THAN' THE STATUTOltY 3O-DAyNOTJCE 

1928-32' 

Year Ending Applications ApPranlica~~ns Application. AliJ::~~nt 
October 31 Received G <cu Denied Disposed or 

1928 ............ 6.317 5,653 660 4 
1929 ............ 6,096 4,914 689 493 
1930 ... 6,534 5,748 638 148 
1931. .. 8,287 7,091 767 429 
1932 ............ 11,829 10,209 1,246 374 

39,063 33,615 4,000 1,448 

• Compiled (rom the Annul Repm$ of 1M I n/erslilk COfII",eru Com. 
million, 1928, p. 53; 1929, p. 61; 1930, p. 56; 1931, p. 64; and 1932, p. 85. 

During the five years under consideration, 39,063 of 
these applications were received. In 33,615 instances the 
railroads were permitted to establish the proposed rate 
changes in less than 30 days. Only 4,000 applications 
were denied. It is thus evident that in the vast majority 
of cases the carriers were allowed to have their changes 
and were not made subject to unwarranted delay by 
Commission action. The table also indicates that the car
riers filed a much larger number of requests for emer-
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gency changes in 1931 and 1932 than in the three 
previous years. In 1932, for example, the railroads sub
mitted nearly twice as many applications as in 1929. Ap
parently, the Commission was able to keep up with the 
expansion of work, because all but 374 of the II,829 
cases were definitely settled. More than 10,000, or 86.4 
per cent, of all the applications were granted. On the 
average, about 40 applications are now being considered 
in each working day. 

III. LOWER RATES FOR DEPRESSED INDUSTRIES: THE 
HOCH-SMITH RESOLUTION 

Another significant factor in the rate-making picture 
is the Hoch-Smith resolution, adopted on January 30, 
1925" This joint resolution of Congress directed the 
tbmmission to make a c<?!!!pr@~Il!iive inv~gat12!l.-Ot 
tlie ratfroad ntte structure of.the United States in order 
to removemaraariiStIilents in relative. rates and to af
forarellef to farmers and stockmen who bWuf£ered 
fro~d~· resS~ag;:IciiItu-. The resolu~on 
de ares that it is "th.=.!'"ue policy in rate making to be 
p~ed by the Inte~tate Commerce COmmission in ad
justing freIght rates. that the ~n<litions which ~t.any 
given time prevail in oU~Jiev~!:!LIDdustri§...§.h9uld be 
co~ered in so far as it is legally possible~ so, to 
the en~_that commodities may freely move." 

More -Specifically the CC;nurusSlon was ordered, in 
view of the then existing depression in agriculture, 
"to effect with the least practicable delay such lawful changes in 
the rate structure of the country as will promote the freedom 
of movement by common carriers of the products of agriculture 
affected by that depression, including livestock, at the rowest 

.. 41 S13.t. L. 801. 
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possible rates compatible with the maintenance of adequate 
transportation service." 

For its guidance in carrying on a comprehensive inves
tigation of freight rates, the Commission was required 
to consider, among other factors, "the general and com
parative levels in market value QLthl:-,various classes 
and kinds of commodities as indicated over a reasonable 
period of years." 

The agitation for a lightening of the transportation 
bu)3ieit..on economically depressed industries is notl!ew. 
In 1890-; for example, the Senate passed a 'similar reso
lution in an attempt to have the Commission lower the 
rates on agricultural products." Early in the present cen
tury, pig iron from Southern furnaces to Northern points 
of consumption was accorded low cates because of de
pressed conditions in the South." 

To what extent have the "true policy" of rate making 
and the collateral provisi~f the Hocn-:Smi.t:h..J:tsolu
tlol!.affect~e poliCies'~ CommisSion witlu:~c:t 
to the establis menTof rates? So far as consideration of 
thegeneralanacomparativelevels in the market value 
of commodities is involved, no new principk was enun
ci~ The Commission had o&en and consistently 
recognized the value of commodities as one of the many 
factors in fixing rates. The otherpAnciple-the adjust
ment of rates according to the financial condition of an 
in~---5eemed to rep!.,.~ a departure_from tradi
tioruu federa~. The general practice of the Com
rnIssiOilDeTore 1925 is indicated in the following state
ment: 

II" R. Excesswe F,e;gN RQUS 0" Fool Productl, 4 I.C.C. 48, 66 
(182°)· 

I" tIu Malin' 01 Pro,oleJ AafltJ"ul in Freight RIIUS, 91.C.C. lh, 
386 (19°3)' . 
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This Commission has often said that it cannot require of car
riers the establishment of rates which will guarantee to a ship
per the profitable conduct of his busi,!-~> The railway may not 
impose an unreasonable transportation charge merely because 
the business of the shipper is so profitable that he can pay it; nor, 
conversely, can the shipper demand that an unreasonably low 
charge shall be accorded him simply because the profits of his 
business have shrunk to a point where they are no longer suffi
cient.T 

The agric~ltural interests were not satisfied with this 
doctrine. When the prices of their products declined af
ter 1920 to such a level that profits were small or non
existent, the farmers sought lower freight rates as a 
means of increasing their earnings. The piecemeal re
ductions on grain and other products in 1921-22 and the 
horizontal reduction of 10 per cent in 1922 still left 
them dissatisfied with the level of rates. In a case in 
1921, the cla,im was made that livestock rates should be 
reduced to a point below the standard basis prescribed 
by the Commission because the industry was not profit
able. The Commission refused to accept the doctrine and 
observed, "If that be true, then the converse must be 
true, that at times when the industry prospers we may 
find justified rates higher than those which under ac
cepted standards would be just and reasonable.'" 

,. RaUroaJ. CommissiOfUTI 0/ K4fUtU v. A. T. antl S. F. Ry. Co., :&:a 
I.C.C. 407, 410 (1912). Even before 192.5 the Commission began to 
give lOme consideration to the depressed condition of an industry as a 
factor in rate making. In Rates tmJ CINwg.s on Grain tmil G,ain Proaucts, 
,I I.C.C. lOS, 143 (192.4), the Commission said: "In consideration of 
reasonableness of rates the economic condition of an industry may be 
relevant u it bears on the value of the service of the industry, and u 
it may permanently or for a long period of time affect the ability of that 
industry to pay the rates assessed, but taken by itself it cannot be accepted 
u controlling." 

• N",io""l L;"e Stock Shipp .... ' Le.g, .. v. A. T. 81 S. F. Ry. Co., 63 
I.e.c. 107, 116 (192.1). See also Rat., 0,. GrM, Grlli,. ProJucts, IIfJ4l 
Hoy, 64 I.C.C. Iso (1911). 
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The farmers were not alone, however, in their be
lief that rates were too high. The Joint Commission of 
Agricultural Inquiry in' 1921 recommended policies 
which were later in large part incorporated into the 
Hoch-Smith resolution.· And President Coolidge in his 
message to Congress on December 6,1923, said: "Com
petent authorities agree that a new reorganization struc
ture for freight is necessary. This should be ordered at 
once by Congress." 

While the agricultural interests and their sympa
thizers seemed to secure a new departure in public policy, 
the "true policy" of rate making was hedged about by 
several important restrictions which have tended to nul
lify its effectiveness. Conditions in particular industries 
were to be construed only "in so far as it was legally 
possible to do so," and the "lowest possible" rates on 
agricultural products were also to be "lawful" and 
"compatible with the maintenance of adequate transpor
tation service." The Commission, as a consequence, while 
preventing rate advances on. agricultural products in de
pressed areas and insisting upon rate reductions in some 
instances, has recognized that the resolution "sets no new 
standards of lawfulness but provides, in effect, that to 
the extent there are flexible limits to our discretion, we 
shall require the maintenance of lowest rates falling 
within these flexible limits."'· 

Even this qualified interpretation was not accepted by 
the Supreme Court in the "Ann Arbor case" of 1930." 
The case grew out of an order by the Commission re
quiring the railroads to reduce their rates on deciduous 

• See 67 Cong., Report 0/ ,he Jom, Commission 0/ Agr;cullzual /".. 
quiry, H. rep. 408, J 9~u, PL ], pp. 3 fI. 

11 Grain anJ GrtJ;n Products, 121. I.C.C. 21S, 264 (1927). 
"An. A,bo, R. R. Co. v. U.s., ']' U.s. 658 ('9]0). 
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fruits shipped from California to areas east of the Rocky 
Mountains." The issue was whether the Hoch-Smith 
resolution had changed the basic provisions of the Inter
state Commerce Act relating to transportation rates and, 
particularly, whether any lawful rate under the older 
statutes would thereby be made unlawful. The Supreme 
Court ruled that the Hoch-Smith'resolution did not in
troduce any new: "true policy" of rate making; that only 
"lawful changes" in rates on agricultural products af
fected by the depression were permissible; and that the 
resolution could not be construed as according "most 
favored" consideration to the products of agriculture. 
The decision led the Commission to remark that "the 
effect to be given to the Hoch-Smith resolution • • • 
has been profoundly influenced by the decision of the 
Supreme Court."" 

A word may now be said as to the character and ex
tent of the general investigation undertaken in response 
to the Hoch-Smith resolution." The investigation was 

P California GrfXIJUl and Shippers' Prolecl;oe League v. S. P. Co., 
129 I.C.C. 25 ('927) I '32 I.C.C. ss. ('927). 

JI A"nual Repor' o/,n./nUrIIaU Commerce CommissiD"J 1930, p. 61. 
H The study was instituted under the title, No. '7000, Rille SlNIc

lurl I mJISI;gtll;on. The part. and reported discussions are as follows: 
Part I, RftlmfUS in Western District, 113 I.C.C. 3 (1926); ParI 2, 
Wesurn Tronk-Litu Class Raw, .64 I.C.C. • ('930), '73 I.C.C., 637 
('93')' '78 I.C.C. 619 ('932), .11 I.C.C. 3D' ('932); Par' 3, Co'
'on, .65 I.C.C. 595 ('93°), '7' I.C.c. 53 ('93')' '74 I.C.C. 9 ('93')' 
'76 I.C.C. '49 ('93.),.11 I.C.C. 474 ('93')' .85 I.C.C. 769 ('93'); 
ParI ~J Petroleum tmJ Petroleum Products 171 1.C.e. 286 (1931), ]76 
I.C.C. 637 ('93')' '76 I.C.C. 707 ('93')' '79 I.C.C. '9 ('93')' .82 
I.C.C. 470 ('93')' .83 I.C.C. '4 ('93'); Part 4-A, P.lroleusn and lis 
Prodllcts in ,he SouUPwest, 111 I.C.C. ]81 (1931), 174 I.C.C. 181 
('93'); Pa" 5, Fumilure, '77 I.C.C. 5 ('93') I Part 6,lron and Suel 
A,,;cles, '55 I.C.C. 5'7 ('9'9), .6, I.C.C. 386 ('93°), .6. I.C.C. 608 
(J910), .68 I.C.C. 107 (1930); Par' 7, Grain tmtl Grain Products, 164 
I.C.C. 619 (1910)' 11ll.C.C. 511 (1931); ParI 7-A, Groin and Grain 
ProauclI, Soul""." Territory Rale (case not heard); P., 8, Cottonseed. 
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divided into 16 parts which included a survey of class 
and important commodity rates throughout a consider
able portion of the country. At the present time reports 
have been issued on all parts except those dealing with 
non-ferrous metals, hay, and salt. In most cases the 
rates authorized by the Commission have become effec
tive. In others it has been necessary to qualify certain 
adjustments or to postpone the effective date because 
of difficulties encountered in rate relations. Some cases 
have been reopened to take account of changed condi
tions in transportation and commerce. The amount of 
labor and money expended has been enormous. In the 
grain investigation alone approximately 55,000 pages 
of testimony and more than 2,000 exhibits were gathered 
during the 46 weeks of hearings!' 

In its latest annual report the Commission expressed 
doubt concerning the wisdom of such an investigation: 

Generally speaking, the Docket 17000 cases have developed 
into unwieldy proportions. Our experience with them has shown 
that the country is too big to make it generally practicable to 
deal with it as a whole or even with the major c1assification ter
ritories, except in proceedings especially adapted to large terri
torial treatment, such as the classifications themselves. Substan
tial benefits have resulted from the general su"eys which have 
been made in the Hoch-Smith cases, but these have been offset 
by the disadvantages connected with unavoidable delay •••• 

• 11 I.CC 60S ('9]1); p.,., 9, LioelUJci, S_1tem TeTritt>ry &>U', 
'7' 1.CC 7>' ('930). '76I.C e.. ('93')' .Iz 1.e.C. 49' ('91 Z I; 
P.,.t 9, Lft,enoc~reJtenl DisIria RMes, 176 I.C.C. I ('9]1), 179 
I.C.c.. 104 (.931), ISf I.Ce. 417 (1931); P4I1ZD. H.y (no d~ision) i 
p.,., H. S...l ...l &..,<1. 'SS I.e.e. "47 ('9Z9) •• S7 I.C.C. 4" 
(',Z9). '77 1.e.e. 60. ('911); p.,., H. N ..... j ..... n" "", .. I, (no de. 
cision); PIITI r J, SIIh (DO decision). The principal ckveJopmmu are 
summariud in the annual reports of the Iotentate Commtrce Commis
sion. J 91 S to date . 

• A..IUIl R'1M1 0/ tIu inUrSI4U Co",.uee Co.m",i,Ju,,,. '910, p. 66. 
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Other benefits which its sponsors may have expected from 
the resolution were not realized because of the interpretation 
placed upon it by the Supreme Court of the United States in the 
so-aIled Ann Arbor case •••• 

Experience indicates that large proceedings like these should 
be initiated in the future only sparingly and in response to im
perative needs which can be met to advantage only in that way!· 

We may now summarize the effects on actual rates 
of the investigation inaugurated and carried out in ac
cordance with the mandate of the Hoch-Smith resolu
tion. This resolution involved, it will be recalled, both 
possible reductions of rates in the interest of depressed 
indus~justrnents of ~tescneoules. 
MOStOf the cases did not affect the level ot rates out 
were in the nature of readjustments in schedules. In 
some cases rates have been mcreasea Eor c~ces 
and lowered for others. The only significant reductions 
to date have been made in the deciduous fruits case of 
1927 and the grain and grain products case of 1930" 
In both cases the order of the . Commission was disal
lowed by the Supreme Court and the higher level for
merly in existence was restored.'" 

The most significant increases authorized by the Com
mission were in class rates in Western Trunk-Line ter
ritory'· and on furniture" and cottonseed." The rail-

• A,."".z Retorl 0/ p..l,,1er1MU COM,,"," COIIf",;"w", 193%, p. 30 • 
.. C.uf""";' er-.. -.l SIN" ..... Prouaiw Lug_ Y. S. P. Co. 

n9 I·C.C..S ('927). G"';" -.l c;".;" ProJru:IS, '64 LC.e. 6'9 ('930). 
·4_ 4rb.,. R. R. Co. v. u.s., 281 u.s. 651 ('930), reversing 

C.uf""";' GrovMn' -.l SIN"..... Prouctiw Lug_ y. S. P, Co., 12, 
I.C.C. 2S ('927)' The decision in Gr.;" .",1(;"";" ProJru:u, 16+ J.C.C, 
6'9 ('930) was enjoined in 4. T • • M S. F. Ry. Co. v. U.s., 21+ U.s. 
•• 8 ('93'), 

• W"""'" Tnmk-Lim CI.ss Roles, .6+ I.e.e. • ('930). 
- F""";,.,e, 1771.C.C. S ('9]1). 
·Co'IOtUUJ, .88 I.C.C. 605 ('93')' 
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roads have not put the increases in furniture rates into 
effect and in some cases have even lowered their charges 
to meet truck competition. It seems likely that the ad
vances in cottonseed rates will not be utilized for the 
same reason. 

The conclusion is obvious, therefore, that the deci
sions rendere~~~~~mission as modified ~~e 
Supreme C~rt have!1ot, asnas-oejIi~conte~sl~
teri~ucedthe rate leveCTIIeone significant change 
in rates, in fact, was the advance of class ra!l;u.n Western 
Trunk-Line territory: Where substantial ~dugions l:tave 
bee~ lawfulJy -put into eJrect, the carriers and. naLthc 
Co~#ission have taken _t~tive; competition has 
had muCh greater lriIfiience if!. reducing rates than the 
Hoch-Sl!lit~_o.I~~~'!1 P!1rti.cularIr.. since 1929,-- .-

The most important effect of the Hoch-Smith resolu
~on was perhaps ~he negative one of )'r~~ 
In rates on agl}£!!ltu~he ComrrusslOn 
bIOC'!recra-nmnber ~~ rate increases on such 
products and had1t not been for the resolution and the 
investigationS ·that were being conducted thereunder, 
other requests for advances would doubtless have been 
mads.-Ihe J>rincipal advantage which agriculture has 
obtaine~m this resolution is, therefore~-iiidl!i<£ in 
character. . 
.~~lroad rates in the interest o( 
depressed ind':l.5.tri.!:S _is. not only clifficult to admini.~er 
butiSiIiiSOund in prif!.9'pIe,-JJJowratesaretq]~~ 
lished Olf-rnepr'ooucts of dep..tesscdJndUs~al 
troubl~ffi"e guestiJ>ns imm.ediately :u:.ise..-lVhat ~tH:he 
earmarks ot~ depresse.gjl1du~trylJ-Iow can we ~e 
the degree of ~ep!:ession being experj.e.n~ 
will the oepression last? When fundamental changes 
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in industry are to be considered, what guide is there to..
probable future developments? 

OfJilore sigluhcance is the principle involved Why 
should Welogk tQ railroad rates for a solution of..IlIob-. 
le~hich hav.s-!1ot~ created by the rai:frgads? The 
depressIOn In agriculture, for example, had its roots in 
an over-expansion of production, stimulated by unusual 
war demands. It is apparent that the railroads were not 
responsible either for the war-time expansion in agri
cultural products or for the world-wide agriculturalJ 
readjustments following the war which resulted in a 
decline of foreign demand for our products. While rates 
cannot in the long run be determined without reference 
to the ability of business and industry to bear such rates, 
it does not follow that it is a function of transportation 
to give an artificial protection in the form of especially 
low rates to industries or regions which are suffering 
from economic maladjustment or which, as a result of 
changing conditions, are unable to meet the competition 
of other producing areas. To do so would not only tend 
to keep labor and capital employed less ~el¥
tliairwOiild otherwise be the case; but. under certain 
circumstances, might also result in Jiepl-essiflg the rail:, 
wa.)::-inoustry Itself.. The principle enunciated by the 
CommIssIOn prior to the adoption of the Hoch-5mith 
resolution embodies a truer conception of the rate-mak-
ing"problem," .,. -- . 

IV. THE INFLUENCE OF COMPETITION ON RATE LEVELS 

Having discussed the bearing of decisions of the In
terstate Commerce Commission upon the level of rail
way rates, we shall now consider the effect of competition 

• See the Commiasion's statement quoted above, p. 121. 
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upon rate ~aking and the attitude of the Commission 
with respect to the proper role of competition in fixing 
rates. 

The railways have always faced more or less compe
tition either from competing routes or from competing 
markets. Historically, water coml'etition was of the 
greatest sigruncance:-Tlle rallways paralleling the Great 
Lakes;tIie sea coast, and the navigable rivers found 
continuing and effective competition at the ports. As a 
result, cities situat~_ on wate~xs cami:tol:njoy ex
tremelyt6w"railway rates. A classic example of the in
fluence ofwatei' competition upon rates was in the South 
where the so-called "basing point" system was in vogue 
for many decades. Concurrently, the parallel building 
of railroads added to the severity of competition between 
railways for traffic to and from junction points. Com
petition between railways and between water and rail 
lines has resulted in many kinds of discrimination, as 
evidenced by higher charges for short than for long hauls 
over the same route in the same direction, the grouping 
or blanketing of rates, and, in general, the establishment 
of a system not based upon distance principles. 

No less significant in many respects is the effect of 
market competition upon railway rates. The emphasis 
on the desirability of annihilating distance in industrial 
and commercial activities has led shippers to seek reduced 
rates to those markets where other producers or jobbers 
of like commodities possess certain advantages. The dis
advantageously situated shippers prevail upon railroads 
to establish low rates because the carriers will gain by 
means of increased tonnage along with the shipper. All 
sorts of low rates have been and are now in existence as 
a result of market competition. Probably the best ex-
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ample of this development is the blanket rate system 
in transcontinental territory, whereby all localities lying 

. east of the Rocky Mountains pay the same freight rates 
on most commodities to or from 'places on or near the 
Pacific coast. This equalization of rates can be explained 
on no terms other than the competition of producers 
for markets. 

The troublesome character of railway competition may 
be illustrated by the further development of water-car
rier, pipe-line, and truck competition since the war. 
The effect of water competition has been greatest in con
nection with intercoastal traffic made possible by the 
opening of the Panama CanaL There resulted an im
mediate reduction in water rates between Atlantic and 
Gulf cities and the Pacific coast. Moreover, the ship
ping situation that developed following the war served to 
intensify competition and to depress severely coastwise 
shipping rates. Two factors were invo~ved in this situa
tion. The first was the great surplus of shipping, and the 
second was the government's policy. Mail subsidies to 
boats going to the Canal Zone and points beyond were of 
aid in some cases; in other cases Shipping Board boats 
were sold at very low prices and on liberal payment 
terms; and loans were sometimes granted to private ship
ping companies at nominal rates of interest. 

There is no effective regulation of rates in this inter
coastal traffic. While maximum rates must be filed with 
the Shipping Board, they are so far above the actual rates 
as to be of no significance. In the absence of minimun;, pre
scribed rates partially subsidized or distressed shipping 
has made rates so low as to render the whole inter
coastal shipping business highly precarious. This cut
throat competition has led a number of the inter-coastal 
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lines to seek effective governmental regulation of all in
ter-coastal shipping. 

The effect of this competition on the railways is felt 
- for hundreds of miles inland. Indeed, in some instances 

traffic now moves from the Great Lakes region to the 
Pacific Coast via Atlantic and Gulf ports. This is some
times a water and sometimes a rail movement. Similarly, 
east bound traffic entering at Gulf and Atlantic ports 
moves inland by rail or water for some hundreds of miles 
farther than was formerly the case. The steamship com
panies facilitate this movement by quoting "proportional 
rates." 

One important result has been to weaken the competi
tive position of many Middle Western industries in con
nection with markets on the Pacific coast. In consequence, 
Middle Western industrial and shipping groups have 
sought in various ways to obtain a restoration of the 
former competitive relationships. Inasmuch as the Mid
west is a thousand miles or more closer to the Pacific coast 
than is the Atlantic seaboard and from 500 to 800 miles 
closer than such cities as Pittsburgh and Buffalo, it is 
naturally felt that this section is entitled to at least an 
even chance in Pacific coast markets. This has been one 
of the primary forces back of the St. Lawrence waterway 
movement, for it was hoped that this route would place 
the Middle West on a parity with the East in foreign 
trade and at the same time make possible all-water ship
ment from Great Lakes ports to the Pacific coast. Simi
larly, it has led shipping interests of the Midwest to urge 
reductions of rail rates between the Midwest and the At
lantic coast and Gulf points, and also between the Mid
west and Pacific coast ports. 

The railroads connecting the Midwest with the Pacific 
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coast have naturally joined with the shippers in their re
quest for lower rates to the Pacific coast.. They wish to 
have rates to coast cities reduced sufficiently to enable the 
Midwest to compete in those markets. At the same time 
they desire to maintain rates at such interior Western 
cities as Spokane and Salt Lake City-the inter-mountain 
territory-higher than those to the coast. Otherwise they 
fear that they might lose more as a result of the lower 
rates on the traffic to the inter-mountain territory than 
they would gain as a result of enlarging their traffic to 
coast cities. This request b6ngs them into conBict with 
the Fourth Section of the Interstate Commerce Act, the 
so-called Long-and-Short-Haul Clause." 

The Commission has authorized reductions in the rate"!; 
on petroleum ahd its...!lroducts in theSOuth~est to meet 
both trud!: and -pipeiine competition," and has recently 
gone so far in its recognition of the force of truck com
petition as to sanction reduced rail rates in order to fore
stall the development of sue/i-competition. On paper and 
paper articles shipped in the Middle West, the Commis
sion accepted rate reductions without requiring proof of 
the actual existence of compelling truck competition." 
It may be inferred from this decision that potential truck 
competition is now recognized as sufficient justification 
for a reduction of rail rates." Such a principle is not in ac
cordance with the established practice of the Commission 
in connection with other forms of competition. 

• See page 139. 
• Refined P,Ira""", Pro41leu in 'n, Southwesl, 17010 I.C.C.74S (1931). 
• Papn- t:mJ "Piller ATtides be/u,'een W,.slern Trunk~Line PO_IS, .86 

I.C.C- 536 ('93». 
• The detail. of the character and extent of water-carrier, pipe-line, 

and motor truck competition on rail rates sinee 1920 are set forth in the 
A""".J Re,or' of the Interstate Co",,,,,,ce Co",,,,;stion, 1931, pp. 97-1°7. 
See also, Parts V-VII. 
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in spite of the disturbed competitive conditions just 
noted, much has been done in the past two decades to 
bring ~qler Qut-of the competit~. The Co~ 
mission has continued !o recognize t~om-ReIIlng force 
of~o'mp~at thesame-fime it has placeamany 
liinitations thereon..Greater consideration has been given 
tOcIistance sciles, particularly where competition is gen
eral and continuous throughout a given territory. Many 
large rate groups and blanket rates have been removed., 
The Commission says that each community, is entitle4, 
to the benefits of its natural advantages and that tOeCa!:
riers have no du_ty_to_ meet~ompetition in eve_ry case 00-Q. 
equalize ~'fortunes, opportuniti~or abilitie!)~' The car
riers '!nay not unduly prefe(;~e porfoiIocality to an
other, arbitrarily regulate the flow of commerce, estab
lish competitive rates which tend to encourage wasteful 
transportation, or secure unnecessarily roundabout rout
ing of goods between points served by direct lines, un
less the existence of unused capacity or the overloading 
of the direct route justify a modification of general pol
icy. Moreover, the railroads may not charge less than 
"reasonably compensatory" rates on long hauls, or vio
late the "equi-distant" principle, or employ indiscrimi
nately "any quantity" rates, once so common in the 
South, as a means of meeting water competition and 
avoiding the use of minimum carload ratings. 

v. RELATING FREIGHT RATES TO COSTS 

It is difficult to determine with any degree of precision 
the cost of transporting particular units of traffic. I n the 
first place, a very large proportion of railway expenses 
are fixed or do not vary in proportion to changes in traf
fie. In the second place, the railroad carries so many dif-
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ferent kinds of traffic, under such varying conditions, 
that it is next to impossible to allocate the operating 
costs, taxes, and fixed charges to particular traffic. Hence_ 
rates have often borne no relation to cost or eve~ toaui::' 
o~ocket expenses. 

owever, the shipping public and the regulatory 
agencies have attempted so far as possible to adjust rates 
in relation to the cost of service rendered. Under th~ 
leaders~ the Interstate Commerce ComrrusslOn the 
empllaSis haS gradually been shifted from the old po~ 
of ar n ~in 
the.J!se of the cost-~ervice principle. The Commission 
holds that all rates shoUld more than cover the direct 
outlays and has evolved the rule that "rates that we may \ 
lawfully require must, in principle, be high enough to 
cover all the costs that may fairly be allocated to the serv
ice plus at least some margin of profit."" T~ may be 
ter~octrine oIiiUiiimum reasonable rates. 

'There is a distinction, however, between rates which 
the Commission may prescribe and those which the car
riers may voluntarily establish." The Commission, un
like the railroads, is restrained by the due process clause 
of the Fifth Amendment to the Constitution from pro
posing rates which are confiscatory. Though rates below 
a maximum reasonable level may be voluntarily estab
lished by the carriers, they must be more than sufficient 
to cover direct costs; otherwise the effect is to shift the 
burden of costs to other traffic. In the case of long-and
short-haul discrimination, the law provides that rates to 

• Americ." Nllt;otl41 Liv, Stock Asm. v. A. T. f!J S. F. Ry. Co., 12:& 

I.C.C. 609. 617 (1927). See also No"lum Pacific Ry. Co. v. Nor,h 
Dak.",. 216 U.S. 585. 596-97 ('915). where the Supreme Court upheld 
the same doctrine. 

·CInU'" from Linwood, 140 I.C.C. 579, S8: (J928). 
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more. distant points must be "reasonably compensa-
tory."" _ ,--------. 
r-wJlere direct costs are not ascertainable other cost 
comparisons are often utilized. In general, the Commis

Ision holds the view that, other things being equal, a 
service which costs more ought to take a higher rate. 
Among the factors which are considered in these com
parisons are risk, special services, loading characteristics, 
the quantity of shipment, volume, direction, and den
sity of traffic, topography and climate, and distance 
hauled. 

In the construction of tariffs, distance, though a very 
rough measure of cost, has received from the Commis
sion a degree of recognition seldom given to any single 
cost factor. Although this is particularly true of class 
rates, the distance principle is being applied to com
modity rates. 

In the application of distance scales, certain com
promises have been necessary. The Commission has al
lowed the formation of groups which are rather exten
sive where the hauls are long.'· Use has also been made 
of "key rates" for long-haul and inter-territory traffic, 
whereby rates are quoted not by distance but by key
point stations which mark the boundaries of groups." 

a The Commission has defined a "reasonably compensatory" rate at 
one which Umust (1) cover and more than cover the extra or additional 
expensel jDcurred in handling the traffic to which it applies; (a) be no 
lower than necessary. to meet existing competition i (]) not be 10 low 
as to threaten the extinction of legitimate competition by water carrieR; 
and (4) not impose an undue burden on other traffic or jeopardize the 
appropriate return on the value of the carrier property generally, a, 
contemplated in section lsa of the act [of 19%0]." T"mscontmental 
Cases of 19U, 74 I.C.C. 48, 71 (.9:1:1) . 

• Wool Roles J,,~esligaJion, '9z3, 91 I.C.C. "H, 257 (1914). 
II For an example, see W Islem Trunk·Li"e elllSI RIIIIS, 16+ I.e.c . 

•• 25% ('930 ). 
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Furthermore, rates are typically quoted by the most di
rect line and subject to certain limitations. Roundabout 
railroads are generally allowed to meet these rates at 
junction points. Finally, there are "differential" rail 
and rail-and-water routes, which furnish a lower quality 
of service and which charge less than the standard groups. 

Opinions differ as to the feasibility of constructing 
rates on the basis of distance. Generally speaking, any 
alternative means raising rates for shorter distances and 
lowering them for longer distances. The establishment 
of distance scales probably means the discouragement of 
relatively long hauls. Where such hauls involve com
petition with distant markets, the use of distance scales 
doubtless eliminates wasteful transportation. 

The Commission has never allowed lower rates on 
train-load than on carload lots. They justify this policy, 
first; on the ground that it is impossible to determine the 
difference in the cost per ton in a train-load and in a 
carload lot, and second, by the contention that lower 
rates on train-load shipments would tend to be injurious 
to the small shipper. While it may be true that it is im
possible to determine how much the cost-is reduced when 
movement is in train-load lots, it does not follow that 
some use of the wholesale principle in this connection 
would not be justified. With reference to the second 
reason, the Commission has itself stated that it is not 
its function to equalize "fortunes, opportunities, or abili
ties" of shippers. 

VI. THE LONG-AND-SHORT-H.'l.UL PROBLEM 

Of the various forms of discrimination none raises 
more controversy than the practice of charging higher 
rates for shorter than for longer hauls of traffic moving 
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in the same direction over the same route, the shorter 
haul being included within the longer. This practice, 
which is known as long-and-short-haul discrimination, 
has from the outset been declared to be unlawful in the 
fourth section of the Interstate Commerce Act. The Com

.mission may, however, permit a departure from this 
rule in special cases and after investigation. 

The discretion of the Commission is limited by three 
other provisions incorporated in the fourth section of 
the Interstate Commerce Act (I) the rates to and from 
more distant points must be reasonably compensatory; 
(2) circuitous railroads when authorized to meet the 
charges of a more direct rail line or route at competi
tive points must not charge higher rates at those inter
mediate points to and from which the haul of the round
about carrier is no longer than the distance over the di
rect line between the competitive points (this is known 
as the equi-distance principle); and (3) potential water 
competition may not be accepted as sufficient justifica
tion for relief from the long-and-short-haul provisions. 

In its administration of the fourth section the Com
mission has had to consider two major questions: (I) 
whether a violation of the act is justified, and (2) the ex
tent to which the railway may depart from the rule of 
the fourth section. On the first point the Commission 
has held that the presence of competition by other routes 
is the governing element. This competition must be the 
controlling force which places the railroad at a disadvan
tage as compared with rival rail, water, or motor car
riers. It must also be sufficient to reduce the level of 
rates at competitive points below a reasonable level for 
intermediate localities. 

In connection with the extent of relief the Commis-
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sion has ruled that the long-haul rates should bear some 
relation to the value of the commodity carried and the 
value of the service rendered; that the intermediate rates 
must not exceed the maximum level of reasonableness 
which the Commission itself generally prescribes; that 
the rates to the intermediate stations shall not exceed the 
lowest combination based upon the local rate from the 
nearest competitive point plus the through rate to the 
competitive point. 

By means of these rules the Commission has elimi
nated or reduced materially during the past 20 years 
the number and extent of so-called fourth section de
partures. Virtually all discriminations of this character 
have been eliminated in connection with direct lines be
tween competitive points. In the South the old "basing 
point" system, by which rates to intermediate localities 
were for many years made on the basis of a combination 
of the local rate plus the through rate to the basing 
point, has been abolished. 

The greatest controversies in connection with the 
long-and-short-haul problem have arisen in connection 
with the transcontinental rate structure which applies on 
all shipments between the East and the Pacific coast and. 
Intermountain territorieS. In order to understand the 
nature of recent controversies it is essential to recall 
briefly the history of the transcontinental rate structure. 

In the nineties there was established a so-called 
blanket rate structure under which virtually all points 
east of the Rocky Mountains had the same rates to and 
from the Pacific coast. There was no very effective water 
competition in connection with this transcontinental traf~ 
fie, though the all-water route around the Horn, the com
bination water-rail route across the Isthmus of Tehaun-
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tepee, and the Sunset-Gulf route via Galveston and the 
Southern Pacific afforded potential competition-which 
might become actual if rail rates were raised beyond a 
certain level. 

The primary explanation of this blanket rate struc
ture was the desire of the transcontinental railways whose 
terminals were in the Middle West to encourage the 
development of industry in that section of the country. 
They were not primarily interested in moving traffic 
from the Atlantic seaboard to the West because that in
volved sharing joint rates with the Eastern railroads; 
nor were they desirous of decreasing rates between the 
Middle West and the F ar West below the level of 
coast-to-coast rates because this would involve a reduc
tion in revenue. Under the circumstances, the desirable 
rate structure was one which gave them a maximum re
turn on traffic between the Middle West and the Pacific 
coast, and which at the same time placed Middle West
ern industry on a parity with that on the Eastern sea
board. 

Rates from the East or Middle West to the Pacific 
coast, however, were not blanketed at the Western end, 
for the railroads saw no advantage in encouraging the 
development of industry in the intermountain states. 
Thus on shipments from anywhere east of the Rockies 
to the West the rates to cities in the intermountain ter
ritory were higher than those to the coast, where po
tential water competition governed. 

This contradictory system, with blanket rates in the 
East and differential rates in the West, remained in 
force until 1918. In the meantime, however, decisions 
of the Interstate Commerce Commission had tended to 
reduce the extent to which rates to the Pacific coast were 
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lower than those to the intermountain states." In 1 9 1 g 
the Commission abolished the differentials· altogether 
and established a blanket system for the intermountain 
and Pacific coast territories--on the ground that water 
competition no longer existed. While the Panama Canal 
had been opened in 1914, the development of traffic 
was arrested first by the slides which occurred in 1915 

and then by the war, when ship tonnage was absorbed 
in trans-Atlantic traffic. 

Since that time, notwithstanding the revival of water 
competition, the Commission has declined to restore the 
lower rates at Pacific coast ports. The reasons that have 
been assigned are (I) that the Transportation Act of 
1920 requires it to maintain rail and water transporta
tion in full vigor, (2) that lower rates to cities on the 
\Vestern coast would be prejudicial to the intermoun
tain territory, (3) that the roads had not demonstrated 
that such rates would be reasonably compensatory, 
and (4) that any gains which might possibly result 
to the western roads would be more than counter
balanced by losses of revenue to the eastern roads. What
ever may be the validity of these reasons, it may be 
pointed out that they are not in accord with the Com
mission's general policy with reference to alternative 
routes." 

With reference to rates between the Middle West and 

• R.;J,OIIIl co,.",;mo" 01 NftJIIJ. v. s. P. Co., u I.C.C.l:t9 (1911) j 
Cit, .f Sto"- v. N. P. R,. Co~ .. I.e.e. 400 ('911); Co--.li'Y 
R_ '" p.a1e c .... T....u-Js. ]. I.e.e. 6 •• (','s). and ]4 I.e.e. 
.] (','s); R..,t-i-K F._It S.clio" "nliaJioJJS. 40 I.e.e. ]s 
(.,.6); 461.e.e. .]6 ("'7); 411.e.C. 7' ('9.1) • 

• T,~ (Jus.f '9". 74 Le.e. 41 (., .. ); C ... -.lil1 
R_ '" p.a1e c .... T....,.;Nds. '07 I.C.e. .... ('9>6); Sossl'-
P«i~ TrlllUC~ CtU4I, lb. I.C.C. 770 ('93z). and T,IMSCOrJ
Ii.",. E~/~ S • .f--, 19l1, ISII.Coe.. SZl (193:&). 
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intermountain and Pacific coast points, the problem is 
somewhat ·different. The Commission has here refused 
to give Fourth Section relief, partly because it is believed 
the rates would not be "compensatory" but apparently 
also on the ground that it involves market competition 
rather than competition of alternative routes. Except in 
mirlQr cases this mid-western traffic does not have the 
practical alternative of moving via the Atlantic or Gulf 
routes to the Pacific coast. This attitude is in accord with 
the general policy of the Commission with reference to 
m4rket as distinguished from alternative route competi
tion. 

VII. THE FREIGHT RATE STRUCTURE AND THE 
MOVEMENT TOWARD UNIFORMITY 

The freight charges of the railroads of the country 
taken as a whole constitute the so-called rate structure. 
This structure, which has always been and still is very 
complex, includes class rates applicable to broad classes 
of commodities and commodity rates applicable to par
ticular commodities. The placing of commodities in 
classes reduces enormously the number of specific rates. 
Even so, railroad classifications are very complex affairs. 

There are three classifications of importance in the 
United States-the Official, the Southern, and the West
ern. Official classification covers roughly the territory 
north of the Ohio River and east of the Mississippi: 
Southern classification includes the area south of the 
Ohio and east of the Mississippi; and Western classifica
tion covers that part of the country west of the Missis
sippi. In each of these classification districts we find a 
large number of commodity ratings. 

A distinction is also made as to carload and less-than
carload rates. The class in which a given commodity will 
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be placed depends upon whether it is to be moved in 
carload or less-than-carload lots. Similarly, packing and 
container rules affect the rate. 

Rate territories in general follow the classification 
territories. The Eastern district, however, is divided into 
three sub-rate groups: New England, Eastern Trunk
Line, and Central territories. Southern territory is 
treated asa unit, with the exception of the Florida 
peninsula. The Western district is split up into South
west, Western Trunk-Line, and Mountain-Pacific terri
tories. In addition, there is the so-called Transcontinen
tal rate structure which is applied to shipments between 
the Mountain-Pacific area and that portion of the United 
States lying east of the Rocky Mountains. 

During the last two decades rates and classifications 
have become increasingly standardized. By 1918 there 
was enough uniformity in respect to rules and commodity 
descriptions to make possible a consolidation of the three 
major classifications, Official, Southern, and Western, 
into one. As a result the Consolidated Classification be
came ~ffective December 30,1919." Uniformity was not 
achieved in this decision but rules, commodity descrip
tions, packing classifications, etc., were standardized. 

Under the mandates of the Transportation Act (sec
tion Isa) and the Hoch-Smith resolution, the Commis
sion has engaged in an exhaustive investigation of the 
class rates of the entire country." No attempt is being 

• ComolidaleJ Ci<usifica/ion CIISI, 54 I.C.C •• ('9'9)' For a bistory 
of the efforts of the CommisaioD and the carrien to bring about a uni ... 
form classification, see the various annual reports of the Commission. 
Consult also R. W,tUrfJ CllUn/ic.,io1l, :1.5 I.C.e. 442, 453-64 (1912) . 

• StnIlMr. Cion Rill. ItKJ6Sligtllion, 100 I.C.C. 51] (192S) i 109 
I.C.c. 300 ('9.6); 113 I.C.C. 200 ('926); uS I.C.C. 567 ('927)' 

W.""" Tnmk-Lm. Clal. RaUl, .64 I.C.C .• ('930) I '7] I.C.C. 
6]7 ('93') I '711.C.C. 6'9 ('93'); .11 I.C.C. 30• ('932). 
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made to bring about a complete uniformity of ratings, 
but a considerable advance has been made in the direc
tion of uniformity in the number of classes and the per
centage relationships. The number of classes has been 
increased to obviate the necessity of granting numerous 
exceptions and first class has been established as a stand
ard to which all other classes are related by stated per
centages"· The advantages of the new arrangement are 
two in number. First, it paves the way for greater uni
formity of rates in the three classification territories. If 
Second, it renders unnecessary numerous exceptions in 
commodity rates"· In line with its policy of greater uni
formity the Commission has made increasing use of the 
'~ring distance" principle, wh~h grades rat~~ accord
ing to dista!lce but no!_at~ uniforD:U~n mile. 

Complete unifOrmity in class and commodit-yrafes, 
as the Commission recognizes, is impossible if not un
desirable. Operating and financial conditions are not uni
form in the different regions of the country. For ex
ample, the factor of comparatively light traffic density 

Eastern Chus Rate lwoesligal;on, 164 I.C.C. 314 (1930); 17' I.C.C. 
481 ('93'); 177 I.C.C. '56 ('93')' 

CorrsoliJateJ S01Itn..estern Cases, 123 I.C.C. 103 ('917) I '391.C.C. 
535 ('928) I '44 I.C.C. 630 ('9.8) I 147 I.C.C .• 65 ('918) I '48 
I.C.C. 1S. ('918); '48 I.C.C. 6'3 ('919); '55 I.C.C. 504 ('919) I 
'591.C.C. 93 ('9'7); .64 1.C.C. 565 ('930); 1691.C.C. 789 ('930) I 
'73 I.C.c. .63 ('93'); '791,C,C"7 ('931); .83 I.C.C. 405 ('931) I 
.83I.C.C.66S ('931); .85 I.C.C. 357 ('931) 1.85 I.C.C. 799 ('931). 

-In Official and Western territories, 23 claaes were Jet uPS in 
Southwestern, 2:& c1asaes; and in Southern, u claues. Second.-cta. rate. 
in Official and Western territories were 92.S per cent of fint-<la-, while 
rates in twent)·.tbird clasa were J 3 per cent of first clasI. In Southwestern 
territorY the range was from I S per cent on RCOnd clau to I % per 
cent on'tweotY-lecond clas. In Southern territory the percentages were 
85 on second class and. 7.5 on twelfth clUi . 

.. Eastern Class RaJe In'Delligtllion, 16"" I.C.C. 314, 371 (1910) . 
• Westun Tru"j-Line CUll Rilles, 16"" I.C.C. 1, 194 (1930)' 
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has been held to justify higher rates for the upper half 
of the lower peninsula of Michigan and the upper por
tion of New England. Likewise, Western Trunk-Line 

. territory has been divided into three zones,each having 
its own level of rates, as a means of handling varying 
transportation conditions. When a particular carrier 
needs greater revenue than is produced by the general 
level prescribed for the territory it serves, a number of 
devices are employed, including "arbitraries," or higher 
differential rates, and "constructive mileage," 'or a larger 
division of joint rates to the financially weak carrier than 
it would be entitled to receive on a mileage basis." 

Commodity rates by their very nature cannot be uni
form throughout the country. They are explained by ex
ceptional conditions, such as the volume and character 
of traffic, or the competitive conditions which may exist 
for a particular r,plroad in a given territory. The excep
tional factors which often give rise to commodity rates 
may be illustrated by the action taken by the Delaware 
and Hudson Railroad in 1925. A commodity rate was 
established on electrical machinery moving from Sche,
nectady to Brooklyn, a distance of 354 miles over the 
Delaware and Hudson route, to meet the class rate of the 
New York Central Railroad over whose line the distance 

-In the N..." £ngkuul DiUsio", ellSO, 66 I.C.C. 196 (19)>), the 
Commission inereued by 1 S per cent the amountl received by the New 
England carrien on traffic to and from that territory in order to aug
ment their revenues.. The connecting railroads, afleeted by this ruling, 
asserted that the Commission did not possess the power of apportioning 
joint rate. on the basi. of revcnue needs, and that, even if Congress 
had confnred IUch power, the division of rates on this basis was un~ 
constitutional. 00 appeal, the Supreme Court upheld the Commission 
because "the provision concerning divisions was an integral part of 
the machinery for di&tributing the funds expected to be raised by the new 
rate-fixing sections!' Nft» EnglmlJ Divisions Cas.J 26J U.S. 114-, 191 

('9>1). 
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was' only 171 miles'" The expectation was that the low 
rate would move a larger volume of traffic, but it was 
undesirable to lower the general level of rates, which 
were reasonable, to accomplish the purpose in view. It 
was clearly undesirable from the railroad standpoint to 
accord the commodity in question a lower classification 
because there was no necessity for special treatment in 
other districts. ' 

VlIl. SUMMARY AND CONCLUSIONS 

On the basis of the foregoing description and analysis, 
we reach the following conclusions: 

I. Railroad freight rate levels declined but slightly 
from 1910 through 1916; rose sharply from 1917 to 
192 I; declined materially in 1922; declined slightly 
from 19-23 to 1929; and fell appreciably from 1929 to 
1932. The level of rates in 1931 was about 45 per cent 
higher than that of 19 I 3. . 

2. The trend of passenger rates from 1910 to 1922 
was similar to the course of freight rates. After 1923 
passenger rates declined considerably more than freight 
rates. The level of passenger rates in 1931 was about 25 
per cent above that of 19 I 3. 

A. R~ngs show very little correlation with 
railway rates.Yactors other than rate changes are mainly 
responsibk10r tile fluctuations in earnings during the 
past two decades~ 

4. Rate decisions of the Interstate Commerce Com
mission and the United States Railroad Administration 
greatly affected the level of both freight and passenger 
charges between 19 I 7 and 1922. Rates on both classes of 
traffic were substantially increased in 1917, 1918, and 

.. Traffic WorlJ, Apr. 4, 1915, p. 867. 
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1920, and in 1922 freight rates were materially reduced. 
5. Decisions of the Commission relating to the levd 

of rates and to partirular rates did not, between 1923 and 
1929, appreciably reduce the general levd of freight 
rates. 

6. Since 1929 the Commission has granted some rate 
increases; but the increasing severity of the competition 
of other agencies of transportation, and the depression, 
have resulted in a reduction of the levd of freight rates. 

7. Under the Hoch-Smith resolution the Commission I'\~ 
effected various readjustments of rate schedules; but ow-
ing to Supreme Court disapproval no important reduc-
tions of rates in the interest of depressed industries were 
put into effect. The policy of aiding depressed industry 
is difficult to administer and unsound in principle. 

8. The Commission has placed several significant 
limitations on competition as a factor in rate making by: 
( 1 ) giving increased attention to ~re scales, (2) re
moving many large ~ blanket rates, (3) allow
ing communities the benen..ts of natural advantages, (4) 
discouraging the wasteful tran~ property, and 
(s) employing many tests to det~ve and 
absolute reasonableness'of rates. 

9. Although the Commission appreciates that it is 
logically and practically impossible to n;late rates to ~ 
\\jth ally ~f finality, it has made increasing use of 
the cost-oE-:71i= principle in rate making. This is evi
de"iiCedb'y e octrine that all rates should more than 
cover the direct outlays chargeable against partiOllat 
traffic, and by the use of cost comparisons involving risk, 
special services, traffic conditions, physical conditions, and 
the distance hauled. An exception to this policv _is found 
in the refusal to permit lower rate:; gn min-load than PIL-

~ 
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10. Both the law and the Commission's decisions make 
for confusion in connection with the long-and-short-haul 
problem. A definite policy should be formulated~ 
the Importance that should be attached respectively to 
alternative route and market co~ 
~~umber of years t e Commission has pur

sued a policy of greater standardization and uniformity 
with respect to classification and class and commodity 
rates. The Commission recognizes, however, that uni
formity is impossible if not undesirable because of the 
lack of unity of operating and fjnancial conditions as 
between territories and as between carriers. 



CHAPTER VIII 

OBSOLESCENT LINES 

Among the factors affecting the net income of Ameri
can railways in recent years is the increasing number of 
unprofitable branches and short independent lines. 

I. THE EXTENT OF RAILWAY ABANDONMENTS 

Before attempting to estimate the probable amount 
of obsolescent railway mileage, we shall examine the 
extent of the abandonments already effected. 

I. Abandonmenis authorized by the Interstate Com
merce Commission, 1920-1932. By the terms of the In
terstate Commerce Act, as amended in 1920: Congress 
authorized the issuance by the Interstate Commerce 
Commission of certificates of public convenience and 
necessity for the extension of existing lines of railroad, 
the construction of new lines, and the abandonment of 
all or any portion of a line of railroad or the operation 
thereof. As the law stands, no line of railroad operat
ing in interstate commerce may be abandoned except by 
specific authority of the Commission. Such permission 
isgranted only after a public hearing, in which both the 
railroad making application for abandonment and the in
dividuals and communities whose interests would pre
sumably be adversely affected by such abandonment are 
given an opportunity to present their case. 

During the twelve years ending October 31, 1932, 
about 740 formal applications have been made to the 
Commission seeking permission for the abandonment 

t Paragraphs 11 to 22 of Section t of the act; see Arrnual Retor' 0/ 
'hI InUT/I.'e CO",lJIITce Co",,,,ission, ]92.0, p. 26. . 
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of approximately 12,000 miles of railway line. Certifi
cates authorizing abandonment, in whole or in part, were 
issued by the Commission during the same period in 
616 of these cases, covering 8,772 mi,les, while 84 ap
plications involving about 1,600 miles of road have been 
denied, dismissed, or withdrawn" Authorization of 
abandonment has proceeded, therefore, at an average 
r~te of slightly over 730 miles per year. Compared with 
the total mileage of railway line in the United States at 
the end of 1920, namely, 252,845 miles, the abandon
ments authorized over the past twelve years repre
sent less than three per cent.' There has been a tend
ency, however, to speed up the rate 'of abandonment in 
recent years. 

2. Character and location of abandoned lines. Most 
of the abandonments authorized by the Commission 
have been for very short pieces of railroad line. In 
very few instances has' the Commission sanctioned the 
abandonment of entire railroads. The longest of these, 
the Chicago, Peoria, and St. Louis, did nQt exceed 235 . 
miles: and in only 26 other cases have certificates been 
granted for the abandonment of lines, in whole or in 
part, in excess of 50 miles. The average for all cases over 
50 miles between 1920 and 1932 was about 81 miles, 
'While for the entire 616 authorizations the general aver
age was 14 miles. Excluding the 28 cases involving 50 
miles or more, the average for the remainder is slightly 
above 1 1 miles. 

'The above statement. cannot be made more exact, .inee complete 
data for 19% I are not a,,·ailable. There are some duplication. in thete 
cases, 

• See .1",,"41 Reports of the 1nterllale Commerce Commission, 19%0-

191:Thi. line ,,-as not, in 'fact, abandoned in the physicallen.te, mott of 
its mileage having been absorbed into other lines of railway. 
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It is obvious that most of the abandonment of rail
wayIillCS atready eftectea ~ propertIes whiCh 
are lI).ore in the nature of stubs or"~~ than fully de
veroped- branch line Cifeeaers:" A considerable pro~
tion, indeed, consists of extensions built to serve single 
"lDdustries" or single pIaiits: WIllIe the 84 applica
tions for abandonment which have been denied, dis
IIlis5ed, or withdrawn. involved lines of somewhat 
greater average length--ilpproximately 19 miles as 
against about 14 miles for the applications approved-
the general average for 693 applications filed since 1922 
is less than 17 miles. This seems to indicate that in the 
view of responsible railway managements the problem of 
pruning off unprofitable lines could best be approached 
by starting with the smaller and less obviously neces
sary properties, whether independent roads or parts of 
larger systems. Whether the time has now come for 
more radical surgery is a question concerning which 
there appears to be considerable difference of opinion 
among railway operating people. This question, how
ever, is reserved for more adequate discussion in the 
nat section. It is significant, perhaps, that several of the 
larger railway systems have embarked upon a vigorous 
policy of abandonment within the past two years, so far 
as can be judged from the number and sponsorship of 
the applications which the Commission has approved. 

Railway mileage abandoned during the period 
1921,-1932 was very unevenly distributed as to geo
graphicallocatiOlL Abandonment was disproportionatdy 
large in the southeastern and north central groups of 
states and disproportionatdy small in the northeastern, 
western, and southwestern areas.. The fonowing table 
sho"",, the mileage of abandoned lines in the several 
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geographical areas and their percentage relation to the 
total miles of line and to the total mileage of abandon
ments authorized: 

MILEAGE ABANDONED BY GEOGRAPHICAL Alt.EAS, 1~19J2 

Mileage Abandoned 

Region Region Per Cent of Per Cent of 
Mileage" In Mil .. Region U. S. Mileage 

Mileage Abandoned 

New E;'gland .... 7,598 200.70 2.6 2.5 
Middle Adantic .. 32,117 590.80 1.8 7.4 
Southeastern . .... 38,731 1,845.00 4.8 23.1 
Southwestern .... 41,124 1,ISO.10 2.8 14.4 
North Central .. .. 62,248 2,600.00 4.2 32.5 
Western ......... 67,228 1,(i()9.05 2.4 20.1 

Total ......... 249,046 7,996.25 3.2 100.0 

• Dec. 31,1930. 

The lines included in the New England and Middle 
Atlantic groups on the one hand, and in the Western and 
Southwestern groups on the other, apparently resisted 
the general tendency towards abandonment, or at least 
failed to persuade the Commission of its need, to any
thing like the same degree as those in. the Southeastern 
and North Central groups. 

3. Causes cited for unprofttableness of lines aban
doned. The numerous factors which have been assigned 
for the financial losses occasioned by the operation of 
lines sought to be abandoned fall into three or four 
groups. These have to do respectively with: (I) the 
exhaustion of local tributary natural resources, the de
struction, abandonment, or removal of local industrial 
plants or resorts, or the failure of local projects to de
velop as originally anticipated; (2) motor vehicle com
petition; (3) competition by other forms of transport; . 
(4) miscellaneous causes. 
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An analysis of 565 cases in which authorization was 
given by the Interstate Commerce Commission for 
abandonment of 7,997 miles of line during the period 
1920 to 1932 has been made by Mr. R. E. Westmeyer 
of Rice Institute. The results of this analysis, which 
eliminates all duplications or rehearings, are incorpo
rated, with the permission of the author, in the subse
quent discussion. Mr. Westmeyer's results have been 
summarized in the table on the next page which groups 
into a few inclusive classifications the various causes cited 
and indicates their relative importance as affecting the 
number of abandonments authorized and the mileage in
volved. 

The overwhelming importance of the exhaustion 
of natural resources as a factor causing obsolescence of 
short lines or branches of railway is clearly brought 
out by this tabulation. Alone or in combination with 
the destruction or abandonment of local industries or the 
failure of projects to develop--both of which are closely 
analogous to the exhaustion factor-it accounted for 
nearly one-half of all the cases and for more than one
third of the mileage for which the Commission has au
thorized abandonment. 

The second important factor has been motor vehicle 
competition. In Mr. Westmeyer's analysis motorvehi
cle competition was cited as the primary factor account
ing for abandonment in about 13 per cent of the cases, 
which represented somewhat over 20 per cent of the 
mileage abandoned. Together with other factors, motor 
competition played a more or less important part in an 
additional 10 per cent of the mileage. The cases in 
which it was the sole cause of abandonment, however, 
were distinctly less numerous trun those where it was 
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only one factor, even though a dominant one, among 
other influences. 

RuSOH' FOil ABANDONMENT 192~193:za 

Reasona Given 

(1) ExhausDon of natural resources . .... 
(2) Destruction or abandonment of plant 

or resort ...................... 
(31 Failureofproject todevelop ........ 
(4 CombinatlOns of above factors . ..... 
(5 Exhaustion and motor competition . . tl Exhaustion and miscellaneous .•.... 
7 Plant destruction and misceUaneous. 
8 Fai.l~c of project and motor compe-

tIllon ............... .......... 

(10 Motor and other competition . ...... 
(9I Motor competition .............. :. 

~11 Motorcompetition and miscellaneous 
12 Steam ~il.way, dectric:, and water 

competJtJ.oD .................. . (131 Depression and motor competition . . 
(14 All other factors assigned" ....•..•.. 

Total,~all facton .... ......... 

Per 
Number C~i' 

CaJ~J 

190 3J.8 

34 6.0 
20 J.5 
10 1.8 
35 6.0 
12 2.1 
5 1.0 

1 0.2 
34 6.0 
15 2.7 
23 4.0 

18 3.2 
3 0.5 

165 29.4 

565 1()(J.0 

p" 
Mile- Ctnl 
agc oiMill-

." 
2,165 Z7.1 

-267 3.3 
256 J.2 
ISO 1.9 
729 9.1 
192 2.4 
69 0.8 

15 0.2 
608 7.6 
Z94 3.7 
722 9.1 

336 4.2 
65 0.8 

2,129 26.6 

7,997 1()(J.O 

• As assigned by railroads receiving permission of Intentate Commerce 
Commission to abandon unprofitable mileage. (Based on an analysis by R. E. 
Westmeyer of 56S cases involving 7,991 miles of line.) 

b Includes linel abandoned to aid in city planning developments, or to 
relieve railway congestion in certain areas. . 

II. ESTIMATES OF UNPROFITABLE MILEAGE AND ITS 
FINANCIAL BURDEN 

The task of determining the probable mileage of 
obsolescent railway lines and the extent of the financial 
burden it imposes on the railway system as a whole may 
be approached from two different angles. One way is to 
estimate, on the basis of relative traffic densities, the 
mileage of railway line whose traffic is so thin as to jus
tify the inference that the mileage in question does not 
pay its way. The other way is to go directly to railway 
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operating ofIicials and ask their judgment as to the ex
tent of this problem in each individual case. Both meth
ods have been used in this study. 

I. E-!!.imate Jerive~ i!.0!" S/~_ ()Llrflffic~ity· 
The concept of freIght traffic density means the aver
age-number of ton iiiileS per iillIe of line. T raiiic density 
is, ~ .m~ slgnifi~(Single ~dc!x ~f~c: 
~ng ,p()wer of a Iallroad or of the ~ela~~e earnmg 
power of different roads. The fundameiu:al importance 
or-n-eight traffiClIerisitrm relation to the profitableness 
of railway operations has been indicated in Chapter IV. 
The charts on pp. 80 and 83 show that unit cost varies 
inversely with the density of traffic. 

If the Class I steam railways of the United States 
are grouped. on the basis of relative freight traffic den
sity, it will be found that those among them which regu
larly report annual operating deficits are almost without 
exception those falling into the light traffic groups. 
Roads reporting net operating incomes are distributed, 
with respect to income per mile of line, in practically 
the same proportion as they are with respect to freight 
traffic densities. This relationship is illustrated by the 
summary statement on page 154 in which the 133 Class 
I roads, for which comparative operating averages for 
the three years 1927, 1928, and 1929 are available, are 
classified on the basis of freight density and net railway 
operating income per mile of line. 

All the roads reporting deficits were in the light traf
fie groups. About a dozen roads managed to save some 
of their· gross revenues for net, even though having a 
traffic density of less than 500,000 net ton Iniles, but 
onlUhandful earned more than $3.00<> per mile o£liiie 
wh~ denslty--'!as not at least 500,000 to 1,000,000 net 



FREIOHT'fRAFfJC DENSITY AND NET RAILWAY OPEJlATINO INCOME PER MILE OF ROAn
(Based on average of three year. 1927, 1928, 1929) 

N~rT~~ ~eil:t~er 
Total Number Reporting Specified Net Operating Income per Mile of Road Annually' 

Number 

Mile of Road Annually' of °bdi~~g Under $1,000 to $3,000 to $5,000 to Over 
Roads $1,000 $3,000 $5,000 $10,000 ' $10,000 

Under 250 LOOO 5 2 2 1 - - -
250,000- 500,000 13 3 6 3 - - 1 
5OO,0I~~ ~Jt . I'- 4_ ..L 20 1 2 -hooo;ooo-: ,500~_ r-:- - ..,,-- Ii=- "T -

I, 00,000="7,000 ,000 ~ --- ..,- + 2 
2,000,000- 3,000,000 12 - - 2 5 4 1 
3,000,000- 4,000,000 10 - - - 1 6 3 
4,000,000- 5,000,000 5 - - - - 3 2 
5,000,000-10,000,000 8 - - - - - 8 

Over 10,000,000 2 - - - - - 2 

Totals ............ 133 11 I 13 ·1 46 23 21 19 

a Compiled from Interstate Commerce Commission, Bureau of Statistics, Slaltmenl No. 32200, Comp4T4lirN S,attm'''' of 
Opmllillg ArJmIln qf Clllss I S/~lIm RlliIWII]S, Yellrs /931-190. ~ 

b Revenue and non-revenue freight. 0 
• Net railway operating illtOml aa shown in this table, differs from net operating rtrNnut, as given in the preceding table, b:I 

since from the latter must be deducted taxcs,and equipment and joint facility rents, in order to determine net operating income. t"-t 
.t>, 
~ 
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ton miles--a figure about one-third of th~.IlatiQDa I aver
ag:erorthe years ~i7 to I929.0iUy one road with a 
freight density ow 500,000 earned mo;:'e than 
$IO,ooo per mile of line. This was the Long Island, 
which enjoys the most lucrativ:<:passenger co~~~~tlOii 
business of any road in the United States. Among the 
other roadSTaIlin .. £iiiioiliegroup ear~gabove $ I 0,000 
per mile were practically all the outstanding coal and 
ore hauling roads, characterized by high traffic density, 
as well as certain lines, such as the New Haven, whose 
freight density is not above the general average but 
which enjoy high revenues per ton mile as well as a 
profitable passenger business. . 

The above figures suggest that there may be a fairly 
definite point in the scale of descending freight traffic 
densities below which a railroad cannot, under normal 
operating conditions, earn a net income. The figure of 
250,000 net ton miles of revenue freight per mile of 
li~n wide puhhClty as marik 
iniJhe dividing line between profitable and unprafu
able operationJi.:.. While it is probably impossible to set 
up any rigid formula equally applicable to railroads 
operating under such a wide diversity of conditions as 
those which characterize the various parts of the United 
States, it is believed that the figure named may be con
sidered as at least a danger signal. ~ 
w,hlle, at any rate, to determine as ng..d~9~~ible 
how extensive the lii!it traffic density lines ar~
tion to the total railway mileage. 

ThiS analysis has been workeaout with considerable 
care by Mr. E. S. Butler, of the Kansas City Southern 
Railway. According to Mr. Butler's studies, which were 
based on data relatiQg to various years from I9 I 9 to 
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1928 for the different railroads, but emphasizing par
ticularly the years following 1924, the total mileage 
falling in the designation of "light traffic density" lines 
was as follows: 

MILES OF RAILROAD OF SPECrnED FJlEIOHT TRAFFIC DENSITY 
, 

Densirr- Class I Class II Class III Total 
Roads Roads Roads All Roads 

Under 50,000 12,912 3,233 3,936 20,081 
50,000-100,000 15,467 3,054 8U 19,334 

100,000-150,000 12,988 1,921 252 15,161 
150 ,000-200 ,000 10,514 1,116 99 11,729 
200,000-250,000 5,861 1,134 11 7,006 

Totals ...... 57,742 10,458 5,111 73,311 

T ota) miles ofline 
operated in 1928 238,994 14,219 5,580 258,793 

Ratio, light uaffic 
lines to total ... 24.0 per cent 73.5 per cent 91.S per cent 28.3 per cent 

• :Set revenue and non-revenue ton miles for Class I roads; nct revenue 
ton miles for Class II and Class III roads. 

This total of 73,31 I miles of light traffic lin~ 
res~tl~-1>ye!:_2~peuent()~he tot3:1 mi~f 
line operate.cLllL.I928 by the three Classes. Q(~~ 
sE!!ci/isd~These 73,311 miles were estimated to have 
carried less than two per cent of the total freight traffic 
of the country in 1928, which was about an "average" 
year for the railroads as a whole. 

The average freight traffic density of these lines was 
only a trifle over 102,000 net ton miles per mile of line 
annually, or, say 2,000 ton miles per week. This is 
roughly equivalent to the movement of ten cars of 
freight per day, at an average car-loading of 35 tons, 
over each mile of line of the whole 73,000 miles. For a 
large part of the mileage the density was, of course, 
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much lower. Some 20,000 miles, or more than a quarter 
of the total, had a traffic density of less than five loaded 
freight cars per day. Approximately as much more-
19,334 miles---.had from five to ten cars per day. 

The geographical distribution of the light traffic mile
age is very uneven. The detailed distribution in terms of 
miles is indicated by the table on page 158. The figures 
are based on results for the years 1924 to 1928 inclusive. 

The regions where the percentage of light traffic lines 
is high relatively to the total are in New England and 
in the Northwestern and Central Western states. The ex
cessively thin traffic in the t\JvO latter .r.egiol!~ i!attribut
able in no small degree to the competitive overbilrraIDg 
orTormer days. -- -----.--.-.---

"Using the aita of the table on page 158, an estimated 
figure has been built up for the total ton mileage of 
freight service performed by these lines during an as
sumed normal year (based on the results of the five 
years from 1924 to 1928 inclusive). This figure is then 
multiplied, in each case, by the average freight revenue 
per ton mile realized by the roads in each of the sev
eral regions, on the assumption that the light traffic 
lines enjoyed the same average revenue per ton mile 
as all the lines included within the region. This assump
tion is unduly favorable to the light traffic lines, even if 
allowance be made for any extra allocation of revenues 
on account of the service of the branch lines in originat
ing tonnage. Practically the only case in which this pro
cedure penalizes the light traffic lines is in the Pocahontas 
region, where it may be safely assumed that the aver
age revenue per ton mile is lower on the heavy traffic 
divisions, owing to the overwhelming preponderance 
of coal tonnage, than on the light traffic lines. In the 



RXGIONA1. DlSTJUBUTJON OF LIOHT TRAFFIC DENSITY MILIAOE OPERATED BY CLASS 1 ROADS 
(CltlSllfied according to net ton miles of revenue and non--reVenue freight per mile of road annually) 

Mileage Under 50,000 100,000 150,000 200,000 
Region of Line 50,000 net to to to '" Oper.t«l Ton Mil", 100,000 150,000 200,000 250,000 

New England ••...•.. 7,379 905 647 648 245 ISO 
Great Lok ........... 27,725 601 132 728 S94 369 
Cen.ral Eas.ern ...... 23,669 788 962 817 542 447 
Poe.hon.o!- ........ 5,959 219 201 65 83 25 
Southern . ....... , .. , 39,809 1,747 \ 2,080 2,015 1,629 745 
Northwestern . .. ~. , . , . 48,501 ~:ml 3,961 3,877 2,741 1,525 

f::~::r:;~~~:: : : : : 53,008 4,818 3,776 2,624 1,765 
32.548 1,3881 2,066 1.062 2,056 835 

United State •. ..... 238,598 I 12,912 15.467 12,988 10,514 5,861 
-

Total 
under 

250,000 

2,595 
3,024 
3,556 
..w-

8,216 

#:lli-~ , r-
57,742 
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Central Western region the reverse situation probably ob
tains, because of the high average revenues accruing on 
the main lines from the long distance "bridge" traffic 
in perishable foodstuffs. Without attempting any refine
ments, however, the results may be accepted as at least 
a first approximation of the gross freight revenues 
earned by the light traffic lines. The results of this esti
mate are indicated by the summary statement on page 
160. 

The total figure obtained by this procedure is about 
$74.375,000, representing the estimated gross freight 
revenues directly accruing on the business done by the 
57,742 miles of light traffic lines operated by the Class 
I roads in a typical pre-depression year. This total is 
equivalent to an annual average of about $1,288 per 
mile of road of such light traffic lines. The average an
nual cost of maintenance of way for l!Kht traffic, single 
track branch lines, approximates $ 800 to $ 1 ()()() a mile, 
ancttaies ~e~ run from $ 1 5Q ro $300 per mile. 
WIleii to ~ are added the expense involved 
in care of- equiJ>me.n~!l(Iuctm~ ~f!llbon. and 
solicitingtraffic, not to mention overhead ~~ it is 
diffiCult to-see how any-d>nsideia.1)le~on of mile
age liivmg a traffic density of less than loOPoOJoD ,.,;;,,; 
per year can be economically jUstified. - - -

This does not niean; of cOurSe, that any such general 
average figure can be applied indiscriminately to any or 
all of the numerous questionable branch line or" light 
traffic line situations. Each local problem has to be_ 
w~ked out according to the taets §lli~ to the IQ!;aL~ 
situation. It does mean, however, that taking the picture 
"by and large," r.UIway management must make a show
ing to the effect that substantial reasons exist other than 



, ESTIMATED ANNUAL FllEJGHT RSVIMUES ACCJlUING ON LIGHT TRAFFlC DENSITY MILEAGE, CUSS I ROADS BY REGIONS 

Estimated Average Estimated Fr<i~ht 
Frei$ht Revenues. Lig t 

Mileage D~nslty· Light Traffic Freight Density Lines 
Region of line (Thousand. Density De~~i~;ti~ Revenue 

Operated of ton mile.s Mileage" per Ton Total Per Mil. (Million. of Mil. per mile) ton mil.,) (Mills) (Thousands (DoUars) of doll a .. ) 

New England . .... 7,379 1,357 2,595 242 17.87 4,331 1,669 
Great lnkes . ..... .' l7,725 3.27£- l:~l~ 357 'COS 3,995 1,307 
Central EruotOln ... , .. 23,669 3.995 400 10.18 4,074 1,145 
POCa:hohtM .. ,. ,.,.,. 5, 959~ ~ 7,029 593 52 W 335 565 
Southern ............ 39,809 1,577 8,216 930 1.1r 9,463 1,151 
Northwestern., _"'" 48,501 ~194 15..216 1,729 11.14 19,261 1,265 
Central Western .. .... 53,008 1,~sr- 17,135 1,855 11.92 22.109 1,290 
Southwestern ........ 32,548 1,200 • !'.4.0L.· 9Dl 12.04 10,847 t..464 . 

United States ...... 238,598 1,995 57,742 6,467 11.50 74,375 1,288 

• Average D( 1927·29. 
• Under 250,000. 
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the direct estimated gross earnings of $1,288 per mile 
to justify the continued retention and operation of many 
thousands of miles of light traffic lines. 

In passing it may be of interest to compare this es
timate of $1,288 with the general average freight op
erating revenues per mile of road for all Class I roads. 
The latter figure fluctuated between $18,401 and 
$20,275 during the six years from 1924 to 1929, and for 
the three years 1927, 1928, and 1929, averaged $19,628, 
or roughly fifteen times as much as the above estimated 
freight earnings on the light traffic mileage, even though 
these latter are included in the general average. If the 
57,742 miles of light traffic lines and their estimated 
earnings are deducted from the total, the remaining 
181,000 miles--more or less-would show average 
freight earnings for 1927-29 of approximately $25,800 
per mile of road, or practically twenty times as high an 
average rate as the estimated figure for the light traffic 
lines. 

No credit has been given the light traffic lines in the 
above estimate on account of passenger earnings or mis
cellaneous sources of revenue. The almost universal tes
timony is to the effect that on the overwhelming major
ity of the thin traffic branch lines passenger revenues 
have practically disappeared. On many branch lines, in 
fact, passenger train service has been completely aban
doned; on many others passenger service is furnished by 
"mixed trains," many of which are operated on '11 less 
than daily basis. It is not believed, therefore, that any_ 
very substantial inaccuracy, generally speaking, results 
from ignoring incidental passenger service revenues 
when considering the potential earnings of the light traf
fic lines. 
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The so-called short lines require some additional an
alysis. Upwards of 70 per cent of the total mileage of the 
Class II roads and over 90 per cent of that of the Class 
III roads is included in the designation of light traffic 
density lines, that is, those having an annual freight den
sity of less than 250,000 net tons of revenue freight per 
mile of road. Taken as a whole, the entire group of nearly 
600 Class II and Class III roads make a poor showing, 
as is indicated by the following table: 

OPERATlNQ AND FUfANCIAL DATA. or Cuss II AND CLASS III IUILWAYS 
1927-1930" 

(per mile of road) 

Ton Net Net Long Miles Railway Income Capital Corporate Year Revenue ~~@ After Stock Tenn Surpluo 
Freight Interest Debt 

Closs!! 
rotuls 
1921 199,437 $710 -44 $16,250 ,18,374 -'2,092 
1928 200,747 671 -11 15,753 17,276 -2,480 
1929 192,640 870 111 15,521 17,421 -2,661 
1930 162,958 457 -221 15,879 17,589 -2,766 

Class!ll 
rotuls 
1921 44,950 -,156 -$433 '9,148 ,1,143 -,3,622 
1928 51,640 -10 -301 9,552 1,181 -3,892 
1929 48,721 11 -318 8,785 1,195 -3,457 
1930 44,952 -135 -437 8,593 6,831 -J,J(J1 

• Compiled hom In<entate Commerce Cornmiaion, SIM;slics 0/ RAu-:/I. 
1927-1930. 

Of the 255 Class II roads reporting to the Commis
sion in 1928, at least 79 failed to earn their operating 
expenses and taxes. For the 336 Class III roads the cor
responding number was 157. These two groups of deficit 
roads operated about 5,197 and 2,029 miles of line re
spectively, or a total of 8,000 out of the aggregate of 
20,000 miles of road included in the Class II and Class 
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III lines. It is believed that this figure of approximately 
8000 miles may be taken as a conservative esti
mate of the short line mileage which is definitely un
profitable. The roads in question, it should be noticed, 
had incurred these deficits before meeting interest 
charges. This analysis clearly supports the foregoing es
timate of about 11,000 miles of obsolescent mileage on 
Class II and Class III roads. 

In summary: If we assume 250,000 ton miles of 
freight per mile()f line ann~ to be essentialto pro-fir::.
abte~i3,3 I I ffiileS were obsol«te before the de
pression began ... of whiCii57.742 miles were O/i Class I 
r~we assumed_JQO,ooo ton iriiles to mark tlie 
dividinKliuc:..-39,4J) mi1es.lYQWd be in the.D~Q.letecate
gory, of which 28,379 miles belonged to Class 1 roads. 
These-estimates, it should hi: oorne in-iiiind, are for pre
depression years. 

2. Est;m4l8 JefflJeJ from testimony of railway offt
ci4ls. fn order to seeuretliCVleWPOint of responsible raiI
wayoperating officials as to the seriousness of the prob
lem presented by obsolescent branch lines, an inquiry 
was addressed to 36 of the larger Class I railroads. 
These railroads which have supplied information in re
sponse to specific questions on obsolescent branch lines 
embrace most of the larger "systems" as well as several 
roads of intermediate size. Collectively they operate ap
proximately 200,000 miles of line, or nearly five-sixths 
of the entire mileage of the Class I roads, and a·slightly 
higher proportion of the estimated branch line mileage. 

The responses of these executives give a fairly good 
indication of the significance they attach to the branch 
line problem and also permit a rough estimate of the 
mileage of questionable lines and of the financial bur-
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den they occasion the parent systems. It should be stated 
in advance, however, that no precise line of demarcation 
between a profitable and an unprofitable branch line op
eration can be drawn. It is only -inihe clear case where 
all the expenses of operatio!l and overhead fairly charii~ 
able againstthe_ki:(lnch -exceed th-e total .Ystemrevenues 
accruingJromJJUsiness originating upon or destinec:[Jo
that!>1"~ or fairly allocable to it on accounLof "over
head" or "bridge" !raffic, that an unequivocal answer can 
be obtained to the question whether the branch..Jirtelfays 
it~_~!ly. or not. Obviously there are ~elatively few such 
cases. These are the cases in which abandonment pro
cedure has been instituted or where it is clearly indicated 
as the appropriate remedy. 

Far more numerous and much more difficult of de
termination are these cases where some surplus revenue 
remains above "out of pocket" expenses of branch line 
operation, plus a reasonable allocation of certain items , 
of general system expense, some share of which the 
branch lines may reasonably be expected to absorb. ~ 
alD~ of such surplll!EYenues in !!lati~!!.!Q_the~_ 
limated cost to the main line of nandling.the~affic 
originated on or destined to the branch is thec!"jlx ohbe
proJieiD...R.~iIway cost ~~I!..ting h~~QgL~-
to thuoint -wIiere precise answers are to be had to 
-q~tionsof this kind; indeed it may be inherently im
possible to attain such a degree of precision. The most 
that can' be expected, as a practical matter, is a reason
able balance of probabilities, giving due consideration 
to all the relevant factors in each individual situation. 

Moreover, operating conditions or emergencies, which 
may require the utilization of the branch in question as 
a "relieP' or "detour" line for traffic ordinarily routed 
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over other lines, are frequently controlling in the de
cision to continue a branch line, regardless of the dis
appearance of its local traffic. More remote considera
tions, such as the possibility of abandoned branch lines 
being acquired by rival or unfriendly roads, or even by 
local interests which might persuade the regulatory 
commissions to accord them a relatively high division 
of through rates, are also sometimes present. It is not 
improbable that the cumulative influence of these in
tangibles have in many instances retarded the systematic 
analysis by railway operating officials of the purely finan
cial aspects of branch line operation. In any event, their 
attitude in numerous cases is probably colored at least 
as much by general considerations of high policy as by 
the inJrnediate dollars and cents aspect. 

The questions to which answers were solicited in the 
investigation were designed to develop the matured 
opinion of railway managements with respect to the 
mileage of questionable branch lines in their respec
tive systems, the seriousness of its financial drain, the 
extent to which operating economies have been effected 
in conducting branch line traffic, and the possibilities of 
additional economies short of abandonment, the experi
ence of the several roads with respect to abandoning 
unprofitable mileage, and the potentialities of additional 
savings which might be expected to accrue from a pro
gram of further abandonment. In general, effort was 
made to secure the judgment of the respective railway 
managements as to the essential importance of the whole 
branch line problem, rather than to obtain precise data 
which could be used in formulating an independent 
estimate with respect to the several questions raised. 
Thus, instead of asking the direct question as to the ex-
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tent of the current deficit incurred in operating branch 
lines, an attempt was made to ascertain whether a given 
railway system would be better off without a particular 
branch line than with it. This type of question involves, 
of course, the balancing of intangibles, and often does 
not permit an unqualified answer. 

Some railway officers were· frank to admit that their 
roads contained a fairly large mileage of branch lines 
whose value to their systems was at least questiollable, 
while others seemed to avoid the implications of such an 
admission and sought rather to indicate the various rea
sons why light traffic lines should not or could not be 
surrendered. These differences are illuminating, not 
only because they illustrate opposing attitudes or differ
ences in individual temperament, but also as indicating 
differences in the thoroughness with which this phase of 
the railway management problem has been thought 
through by those who are responsible for decisions of 
fundamental policy. 

It may be in order to make one further general ob
servation. This is to the effect that radically different 
conclusions will probably be reached as to the unprofit~ 
ableness of much branch line mileage according as one 
starts from the premise of railway competition or that 
of consolidation. If an indefinite continuance of the tra
ditional policy of competition between rival railway sys
tems is to be taken for granted, it is extremely improb
able that railway managements will bring themselves 
to sanction the abandonment of more than a very minor 
fraction of their respective branch lines, even in those 
areas where the traffic is of the leanest. In this respect 
the branch line problem is quite of a piece with various 
other competitive railway practices; no one wants to 
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surrender even the slightest appearance of an advantage 
to his rival, even though his stockholders, and indirectly 
the general public, may be paying a totally dispropor
tionate price for the privilege of competitive service. 

About one-third of the co-operating railway executives 
denied the existenCe of any unprofitable mileage in their 
respective systems, or at least gave no clear-cut inqica
tion of its quantitative extent or of the amount of finan
cial drain imposed thereby upon total system revenues. 
In a number of instances where the fact of unprofitable" 
branch lines was conceded it was not found praCticable to' 
attempt an estimate of their financial significance. In very 
few cases would the responding officers commit them
selves to an estimate of the potential savings which might 
be expected from abandonment of branch lines as to 
whose value to the system they were frankly doubt
ful. These omissioris reduce somewhat the basis .of spe
cific information available for an estimate of unprofit
able branch line mileage. Taking the figures as reported.. 
however, the general results are as shown in the table on 
the next page. 

These results, for reasons already sufficiently indi
cated, are believed to err on the side of conservatism. 
Particularly in the Western district 'is the unprofitable 
branch line mileage probably understated-this because 
two large systems failed to name any definite figure, al
though the general tenor of their returns left no doubt 
that they were affected by the condition to no less an ex
tent than their neighboring systems. If it may be as
sumed that approximately the same percentage relation 
of unprofitable branches to total branch mileage, or to 
total system mileage, holds in these two cases as in the 
other Western roads, an estimated 600 miles, more or 



BRANCH LUIS MILEaGE. ADMIT~-"UIt&~~LE 
(B ... d chi.«y upon resul .. for 1929, o~d year) 

I 
(I) 

) 
(2) 

I 
(3) (4) 

District Number Total Total UnE~~~hble of System Branch 
Roads. Mi!e.,ge Mileage MiI •• ge 

.Rods Rtp.";'g S.m. Unprofil@/. 
Brau"ltts 

Eastern District . .... , . I. ••• ...... 1 21,211 5,503 901 
Southern DlstricL , , . , , " , . , . , .... 7 .34,553 10,216 1,608 
Western Diitrict . ................ 11 95,491 39,8.30 3,360 

United Suu:es . .... , .. , ..... , .. , 25 151,261 S5,S49 5,875 

All R'P'Wsing RoAds 
Eastern District . .... , ......... ... 12 42,491 11,954 907 
SOurhernDistrict.,." .... ,.,' , ... 8 35,156 10,718 1,608 
Western District . .. ~ , .... , .... ... 16 120,582 51,274 3,360 

UniredSt ...................... 36 199,435 74,251 5,875 

(5) (~) 
Pnunlagt Pe,,"H1ag~ 

Col. (4) Col. (4) 
{(JCoI. (3) I. Col. (t) 

1~.5 3.3 
15.7 4.7 
8.4 3.5 

/0.6 3.7 

7.6 Z.l 
15.0 4.5 
6.6 1.8 

7.9 2.9 
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less, may be added to the reported figure for the group 
of 16 roads in the Western district, making an estimated 
total of 3,960 miles. This still leaves two roads in this 
group which do not admit any unprofitable mileage. 

Similarly in the Eastern district, there is little rea
sonable room for doubt that some unprofitable branch 
mileage !nay be charged against one of the larger sys
teIns which reports a considerable number of very short 
branch lines, many of which are characterized by ex
tremely thin traffic density. This road did not give any 
specific figure for unprofitable branch mileage, aJ.though 
it was clear that reasons other than purely financial ex
plain the determination to retain at least some of these 
questionable branch lines. No attempt has been made in 
this instance, however, to adjust the returns, nor in one 
or two other cases of Eastern roads whose reported fig
ures for unprofitable branch mileage are obviously too 
conservative. 

The proportion of unprofitable branch mileage to total 
system mileage reported in the South, 4-6 per cent, is 
higher than in either of the other two districts, despite 
the fact that one large system reported a figure below 
one-half of one per cent. With but one exception, and 
that a relatively small road, all the railroads in the 
Southern district admitted having some unprofitable 
branch lines, the figure running as high, in one case, as 
one-third of the total branch line mileage of the sys
tern. 

If the figure for unprofitable mileage reported by the 
Western group of roads is adjusted as was indicated 
above, the total for the 36 systems is raised to approxi
mately 6475 miles, or a trifle over 3 per cent of their 
total system mileage. This, to repeat, is believed to be 
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an extremely conservative figure. If the same ratio--
3.2 per cent-is applied to the mileage of all the Class 
I roads of the United States, an estimated aggregate 
figure is obtained of approximately 7900 miles. 

This figure may be compared with approximately 
39,415 miles of obsolete lines as measured by traffic 
density of less than 100,000 ton miles per mile of line 
annually (p. 156). The difference is perhaps largely at
tributable to the natural reluctance of railway officials to 
consider properties as obsolete so long as there is reason
able hope that revenues may be increased or so long as the 
mileage in question is counted as an investment asset by 
the Commission in its valuation data and is of possible 
value in connection with consolidation agreements. 

It is impossible to compute the amount of the financial 
~inlmposedupoil-t~e railroads byjiiip~o@!6f~ mile
age. ThIS IS beCause the railway accounts do not show the 
oper:;ting deficits separately for branch lines. According
ly, we make no effort to present an estimate of the an
nual losses sustained. It may, however, be useful to in
dicate the extent of the capital investment in obsolete 
branch and short line mileage. 

The capital investment in the unprofitable branch 
lines of the 13 large railway systems which supplied such 
information in response to the Committee's inquiry aver
aged about $23,700 per mile "Of road. While the figures 
for individual roads differed more or less, the regional 
averages for the three major districts varied less than 6 
per cent from this figure. For the Class II roads as a 
whole the average figure for investment in railway prop
erty at the end of 1928 was $35,163 pel mile of road. 
This figure exceeds the average investment per mile of 
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road in the unprofitable branch lines of the 13 large sys
tems, since it includes tdl railway property-equipment, 
terminals, shops, general offices, etc.----QIld not merely 
the track and necessary appurtenant structures connected 
with the operation of the branch lines as such. For the 
Class III roads the corresponding figure for investment 
per mile of road was $17,107. 

Applying these investment figures to the foregoing 
estimates of obsolescent mileage, we obtain the fol
lowing results: Class I roads (ofiicials' estimate), 
$187,46?,<xX); Class II roads, $182.,848,000; Class III 
roads, $47,900,ooo---or a total of $418,2.15,000. If we 
take the larger estimate of 39,000 miles and assume the 
same ratio of investment per mile the total invested capi
tal would equal about $1,160,000,000. This is approxi
mately 4 per cent of the total railway investment. 

The writing off of so substantial an investment in 0b
solescent railway property may at first glance seem a 
rather formidable undertaking. In the case of the short 
lines-Class II and III roads----the problem is compara
tively simple. It is not a question of autailing operations 
or of writing down the value of the investment, but of 
discontinuing operations and liquidating the corporation. 
Inclusion of these roads in our list of mileage which ought 
to be abandoned is a recommendation, not that these roads 
should be required to discontinue service, but that they 
be permitted to do so whenever the security holders are 
convinced that they have nothing to gain by continued 
operation. The maintenance of service on these roads 
does not constitute a burden on the transportation sys
tem as a whole. 

In the case of the unprofitable branch lines of the 
large railway systems, the situation is somewhat different. 
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Maintenance of service involves a dilution of the earn
in:@]jf1:~~!!~i~e-syste~-an<!imj>airs'the capacitci th<:..
r~a4.~~ r~nder se£vicesJ.nthe fields 'In wnich su~~ ~rvice 
is economically justified. 
'"Retirement of railway property abandoned and not 

replaced does not necessitate a charge against current 
earnings. It is accounted for by a direct charge to profit 
and loss account with offsetting credits to the appropriate. 
property investment accounts. In some cases, however, 
the profit and loss accounts may not be large enough 
to absorb the charge. 

Another factor which occasionally, though not often, 
gives rise to difficulty in efforts to secure abandonment is 
the mixed character of owner and creditor relationship 
as between the holders of the various classes of equities 
in main lines and branch lines. General!r spe~ng, it 
see~~ the majority oF'ffle1iranch In:.es;:or 
at least the majority of those here under discussion, ~" 
included within, tile coverage of general system mort
gages, O;:::;;f m~rtgages -covering substantial parts of the 
entiTesystem mileage. In these cases, while-it might be 
tnie as~ ~echnical matter that the abandonment of apar
ticular bit ofiiilway property would diminish.1~.gal 
security .oLtiieloon;-asa practi~matter-the effeC!.w.£.uld 
be directly the opposi"te. The bondholder'~.security is 
fun!ttm~1itiillithe earrung power of the road as a whole. 
AnythiI!~hicll-opeFili:e9 to m.q~~ the ,aggregate, net 
earrungs---and abandonment of unprofitable branches 
sGely does that-really enhances rather than reduces the 
bond hol!ic;Csinterest. --., -----

III. ATI1TUDE OF THE INTERSTATE COMMERCE 
COMMISSION TOWARD ABANDONMENTS 

The obsolete road has presented to the Commission 
an important question of public policy. The problem is 
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tPk..enough in the ~f exhausted n:w~ where 
e need for the facilities in question practically ceases. 

In most cases of this kind there has been no opposition to 
the application for authority to abandon and practically 
without exception these applications have ~ted. 

A much more difficult situa~the Commis
sion in those cases where a local population has gathered 
about the line in question, which is dependent, to some 
degree at least, upon the continued o~tion of the 
road. The basic problem here IS essentiallY-that o(~7-
anang the effect of abandonme~Q!Uhe l&ai ship
pmg-and travding public aga!nsJ: the effect oLC()Q~_ 
finiieCrooprolltiOTe operaUoii· upon the r.u:Iroad and its 
o"mers.. AS· the tlfiiffiission hiSpiitrt,Wiilirespect to 
thefirn: of these alternatives: Q>ractically every aban
donment of a line of railroad injiiFes or inconveniences 
sonieQf the peopTe who b:we BIllla i_cd hy~ 
again: "The test established by the statute is no whether 
the public c~~nience and_~ty 'r~re' ahandQ.n
m~et!ter. ~~pub~c.~~~nien~ and necessity 
'pernut' abandonment. no With respect to the se~ al
tematiVe;tIie Supreme Court of the United States de
clared in 1925: "A railway may be compdled to con
tinue the service of a branch or part of a line, although 
the operation involves a loss ••• this is true even where 
the system as a whole fails to earn a fair return upon 
the value of the property.'" 

Generally speaking, the Commission has exercised its 
authority very cautiously in sanctioning abandonment 
in contested cases. Permission to abandon has, on the 

·A~"N ___ P.a~R7~ '111.e.e."],"9 ('9>1). 
·s ___ p.a~ CO. A~, '51 Le.e. 4]9> 44] ('9>9)' 
'I' Fon S •• TNd;'" Co_ Y. BtHId.aJ, :67 I!. S. 3]0; see also SI_ 

I.o.iI..J s .. F,..QsctJ R,- Co. Y. Gill, 156 U. S. 6 ... 9i and PMgl1 Saau 
T..aio. Co. Y. ~ 244 U. S. 574-
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whole, been granted only in those instances~here ;1 clear 
showing has been-mide- i:liiir thefacilities in questio~no 
longe!' eel. c a umu:i 'purpose, either because'!h~ _orig
inal-mffir-IfaSdlsiiPpeared or oth~lities a!c: .a"ail
able'to·serve the publi£Lor where the rairro~Clbas. been 
continuously . .<>perated at a. lo~s.~n4J1:td..no.¥ospect of 
improving its positi<?n. The ~o~mission has given little 
encoura!ic:.I!l~nt, however, to the doctrine that branch 
line :iba.nd.Q.I}Illents are to be:-permitted'solely on the 
groEllg .. that such operati~ns are unprofitable, w~ile the 
road as a whole is prospering, or even;' in-s()me cases, 
wliere it'is not. Tli.e publi£~ must govern in 
such ·instances. ----

Thus, in disposing of a set of applications made by 
the Boston and Maine in 1925 to abandon some 90 miles 
of branch lines in New Hampshire, part of which were 
granted and part denied, the Commission declared: 

••. This railroad and the people it serves are pec~liarly in
terdependent and in these abandonment cases there must be 
kept constantly in view the necessity of the preservation of as 
much as possible of the present mileage in the service of the 
greatest number of the people. The evidence seems to be con
clusive that not a few of the lines which it is now proposed to 
abandon should never have been built. Under present condi
tions they would not be built. At the time of their projection' 
as independent enterprises it seems to have been understood that 
some of them were built for purely compe.titive or strategic 
reasons. 

But irrespective of the origin of an existing line, people gather 
about it and create for themselves an interest in and a depend
ence upon it. Under these circumstances abandonment brings 
about the kind of hardships with which it is so difficult to deal. 
The sufferers in such cases have no redress against those guilty 
of the original error, nor were they responsible for that error. 
In some of the instant cases the extent of hardship which would 
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probably follow abandonment would be very great, whae in 
other cases it would be negligible •••• The serious and difficult 
problem is how to sustain both the rwoad system and New Eng
land territory as a whole without undue hardship on particular 
local territories. Benefits to the system of particular abandon
ments must be weighed against the inconveniences and losses, 
which those abandonments will inllict upon the communities 
immediately affected. Benefits to particular communities of con
tinued operation must be weighed against the burdens and re
tarding effect of such operation upon the development of the 
Boston and Maine system as a whole •••• ' 

In granting relief to roads burdened with unprofitable 
branch lines the Commission has usually insisted that 
alternative facilities be available for the service of the 
public, either supplied by other railroa<4; or by adequate 
highways. The absence of such alternative facilities was 
one of the principal obstacles blocking the attempt of the 
Boston and Maine to abandon the bulk of its unprofitable 
New Hampshire lines, referred to in the preceding para
graph. The decision in numerous other cases has de
pended !lpon the same point.' In an increasing pro
portion of abandonment applications in recent years the 
carrier seeking relief from the burden of continued op
eration of unprofitable lines has itself offered to pro
vide substitute service in the form of motor transporta
tion by public highwa'ys. Generally speaking, however, 
the railroads have been loath to engage in this form of 
transport, particularly in those cases where it may still 
be necessary to maintain the local line of railway in 
order to take care of occasional carload shipments of low 

• Ab.."a".."._ .f B,.,,,cA,, by B. f!JI M. R.R., i~5 I.C:C. 13,1,-16 
(19'5) • 

• Publk-C.,.., ....... ce Cerlijicotl s. S. tmJ B. C. Ry., 67 I.C.C. 314 
(19)1) I Public-C.,..,...imc. C"tijicaJ. I. P. M. Ry., 70 I.C.C. 3'4 
(1921) I Abo""..."..", of Bronc" Lim •• f C. ond G. R.R., 71 I.C.C. 
7'5 (19)1). 
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grade freight. A railroad operating as.a public carrier 
may not, like the private operator of a motor trucking 
service, choose its customers or select the type of ton
nage it prefers to handle. It must serve all comers and 
accept whatever freight is offered, whether profitable to 
han~le by motor transport or not. 

While the Commission has insisted that the burden of 
proof very definitely rests upon the carrier to show that 
continued operation of the line sought to be abandoned 
would, presumably result in further losses, and while 
it is the duty of the road to make every reasonable effort, 
through all practicable economies, to continue opera
tions, even if on the basis of drastically reduced serv
ice, the public is also not without its obligations. As the 
Commission declared in refusing the Pere Marquette 
permission to abandon its Freeport branch: " ..• The 
mere desire to have a railroad is not enough. There must 
exist the will to co-operate in its operation and the abil
ity to support it adequately."'· Again, in relieving rail
road traffic departments from the necessity of having to 
importune people to patronize a particular road, the 
Commission has said: "Shippers who must be coaxed 
to use any line of railroad evidently have no urgent need 
of that line."n In any event, tht; Commission must be 
convinced that the possibility of a future increase of traf
fic is a real one. In sanctioning the proposed abandon
ment of the Hawkinsville and Florida Southern, an in
dependent 93-mile road which had fallen on evil days, 

II Abanaonment of Brancn by Pere Marquelle, 770 I.e.C. 267, 27' 
(19%2.); see also Abandonmenl of Branch by Pere MtlI'quetle, 72 I.C.C. 
303 ('9") 1 ColorDJo IInJ SOUI/zem Ry. Co. Abando._I, .66 I.C.C. 
470 ('930); AbanJo.mem by HiU Cily Ry. Co., '50 I.C.C. 159 
('9.8) . 

.. AbDndo.menl by Miss. VDIIey Co., '45 I.C.C .• 89, '93 ('9.1) 1 
..., also '70 I.C.C •• 691 .84 I.C.C. 5751 .14 I.C.C. 75'" 
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the Commission declared: "It is obvious • • . that die 
hope of increased business in the future can hardly pre
vail against the results of actual experience in the opera
tion of the line."" In a number of instances in authoriz
ing abandonment the Commission has suggested the 
sale of the property, either in whole or in part, to what
ever local interests would assume responsibility for con
tinued operation. Several of the longer independent 
roads which have been "abandoned" have, as a· matter 
of fact, been acquired in this way by local interests, or 
by other railroads, usually in separate sections rather 
than as "going concerns," and their mileage thus kept 
in service. Short branches of larger roads have also been 
sold off to local industries at their salvage value and 
operated as industrial subsidiaries, relinquishing their 
status as common carriers. 

With respect to the public preference for highway 
transportation, the Commission in 1931 stated.its view
point thus: 

That e¥ery community is entitled to use those means of 
transportation which it prefers cannot properly be questioned 
by anyone, we think. Those who prefer a steam railroad and 
can support it have a right to their choice. Those who prefer 
a line of motor trucks have the same right. Similarly those who 
prefer still other forms of transportation have· also this right. 
However, when a community has at its disposal, as many or 
most communities have, several means of transportation and 
it has exercised its choice in the form of patronage, it must 
realize that those means of transportation which its choice has 
eliminated from patronage may not be able to continue to exist 
without such patronage and that abandonment must follow as 
a last resort. A community which can support every known 

d Ab...lo_ of Hawkim<J;1U orul Fl.riJ4 Soutlurn Ry., 70 

I.C.C. 566, 568 ('9"); see also 7' I.C.C •• 6; '50 I.C.C. 159; 180 
I.C.C. 4; I 8~ I.C.C. 10]; 184 I.C.C. 64" 



178 AMERICAN TRANSPORTATION PROBLEM 

means of transportation is unquestionably entitled to them all; 
but a community which can support only one cannot insist upon 
the retention of two if the patronage accorded to the least 
favored one is not sufficient to enable it to live. 

As we have already seen, the Commission has, in 
fact, granted the majority of the applications for aban
donments. This indicates that the failure to abandon a 
larger mileage is attributable rather to the management 
than to- any failure of the Commission to co-operate. 
However this may be, our analysis indicates that unless 
a clear demonstration can be made that !hese light traffic 
lines are essential to the railway system as a: whole from 
the standpoint of their value as "feeders" in originating 
traffic for "main line" operations, or as djgributors of 
tonnage delivered to them, both the railway manage
ment and the Commission assume a burden of proof to 
justify their continued operation. The communities 
which they serve can, as a rule, in these days of improved 
highways be served more economically by other means of 
transport. 



CIL\PTER. IX 

R.:ULROID WAGES &'\']) OPERATING cosrs 
The IrKS: importmt item in the m;t oloperating the 

Ame;;;;nt:.ihrav ~ is the compensation of labor. 
The operating payroll has aggregated 2S iDuch 2S 

$3,P tpnnpoo in a single calendar year (1920), and • 
during the ensuingdeade nried benrecn that 6gure and 
aminim\llll of $2,4.68pnnpoo (19U).1n 1931 the op
crabng payroll £dl to $1,96spnnpoo and £or 1932 it 
is e&imated to have been less than $1,Soo,ooo,ooo The 
payroll~ to operation comprisls 2p~y 
60 per a:nt of __ ~expeuditures.. As mmpared 
'i'itIl revenues, it Iquseiits -oVer ~0Ii of years an aV= 
cnge Of approDmatdy 44 per ant of the ~ rome. - -- - .-- L -nut WMiE BIU. OF -nut I.<Ut.ItOADS 

During the p:ISt two decides the toI:ll1nge bill of the 
str:am railroads of the United Stares has followed an er
ratic ~ Data showing payroll chargeable to opcr.tt
ing upeDSI5 are DOt anilable £or the period from 1910 
to 19"..0; hence tn: nmst USIt! here 161M compensation.. It 
should he borne in mind that the term '"mrnpmsarion" 
includes DOt only the wrages of labor employed in opcr.tt
ing the roads, but also the sahtics of ofiiciaJs and eD:OI

liftS and the portion of the payroll that is chargeahle 
to the capital acmunt.. On the ~ the latter item 
mrnprises approIimatdy 7 per a:nt of the toI:ll mmpen
SItion bill. 

Stm:ing at a level of $1,1 t tpnnpoo in 1910, toI:ll 
mmpmsarion rose gndmlly during the oat ~ ycus 

119 
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at an average rate of about $60,000,000, took a sudden 
jump of $276,000,000 during the first year of our par
ticipation in the World War and another jump of 
$883,000,000 during the first year of federal control. 
By 1920 it reached the peak of $3,754,000,000, an 
amount which was 328 per cent larger than the 1910 
figure. The wage bill of the railroads during the years 
1910-1931 is shown below, the amounts being given in 
millions of dollars.' 

RAILROAD WAGE BILL, 1910-31 
Index Index 

Year Amount 1910=100 Year Amount 1910=100 
1910 $1,144- 100.0 1921 $2,824- 24-6.9 
1911 1,208 105.6 1922 2,693 235.4-
1912 1,252 109.4- 1923 3,062 267.7 
1913 1,374- 120.1 1924- 2,883 252.0 
1914 1,381 120.7 1925 2,916 254.9 
1915 1,278 111.7 1926 3,002 262.4 
1916 1,4-04 122.7 1927 2,963 259.0 
1916 1,507 131.7 1928 2,874- 251.2 
1917 1,783 155.9 1929 2,940 257.0 
1918 2,665 233.0 1930 2,589 226.3 
1919 2,898 253.3 1931 2,125 185.8 
1920 3,754 328.1 

Following a severe wage cut and an appreciable 
shrinkage in employment, the total compensation bill 
for 1921 declined by $930,000,000 to $2,824,000,000. 
Further wage declines coupled with additional curtail
ment in the number of employees, resulted in another 
drop of $131,000,000 in 1922, the total compensation 
paid out in that year being $2,693,000,000. Within 
two years the amount expended for wages shrunk by 

1 For all operating carriers. Data are from SIIII;Slics of Railways, 
Intemate Commerce Commission, 1930, p. &-'9. For J910~16 the data 
are for yean ended June ]0; for 1916.31, for yean ended December 31. 
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$1,061,000,000, or 28 per cent. With the advent of re
newed industrial activity the wage bill started upward 
again, and in 1923 reached $3,062,000,000. In 1924 it 
fell to $2,883,000,000 and thereafter maintained a more 
or less stable level, fluctuating within a maximum range 
of but 4 per.cent between 1924 and 1929. With the com
ing of the depression in 1930, payrolls dropped to 
$2,589,000,000, followed by a further decline to 
$2,I25,ooo,OOO in 1931. In the latter year the com
pensation bill of the carriers was 85 per cent above that 
for 1910. 

II. THE STATUS OF RAILROAD LABOR 

T~abor costs in the operation of th.!L carriers are a 
function of two factors: wage rates and workmg rules. 
~ti1rIlaffectedby the ~zati()n1fial 
prevatls among the mem~rs~ip ~?( t~e railroadlab<?r 
forCC::l~d b~ varioiiSIaws,lloth federal and state, some of 
which affect the number of workers requirea in certain 
branches of the service and others in a measure the man
ner in which negotiation between the carriers and their 
employees is carried on. Since any attempt to adjust labor 
costs must alw~ take mto consIderatIOn the existing 
laIiOr" organizations: a liner stii:ement i;bere given of 
their extent and negotiating practices. 

I. Collective hfN'goining. A"pJ>roxi~!~three-fourths 
of th_ee_mploy!:~ of the gmjers an: atIili~tedwith labor 
OTgaciwi~ Like the employees of most other Ameri
can'industries in which trade unions are recognized, these 
workers are organized into separate craft ~ Thus, 
the engineers are affiliated with the Broth~ of Lo
comotive Engineers, the telegraphers with th~ Order of 
Railroad Telegraphers, and the switchmen with the 

1 OD some roads virtually all employees are organized. 
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Switchmen's Union of North America. Many of these 
organizations are recognized universally by the carriers. 
In some instances, however, individual carriers do not 
negotiate with the national representatives of certain 
trade unions, and on some of such roads collective bar
gaining for certain classes of labor is restricted to inde
pendent company unions which cover the employees of 
the particular carriers. Several of the groups duplicate 
each other in the same field, as for example, the Ameri
can Railway Agents and the Brotherhood of Railroad 
Station Employees. In all, there are some 40 different 
unions representing the various labor groups employed 
on the railroads, varying in size from small local unions 
to big national brotherhoods. 

The bulk of the organized employees are affiliated 
with the ZI "standard railway unions,'" some of which, 
like the Brotherhood of Locomotive Engineers, the 

4 These unions arc as follows: 
Brotherhood of Locomotive Engineen 
Brotherhood of Locomotive Firemen and Enginemen 
Order of Railway ConductOR of America 
Brotherhood of Railroad Trainmen 
Switchmen'. Union of North America 
Order of Railroad Telegraphen 
American Train Dispatchers' Association 
International Association of Machiniltl 
International Brotherhood of Boilermakers, Iron Ship Builden and 

Helpen of America . 
International Brotherhood of Blacksmiths, Drop F orgen and Helpen 
Sheet Metal Worken' International Aaociation 
International Brotherhood of Electrical Worken 
Brotherhood Railway Carmen of America 
International Brotherhood of Firemen and OileR 
Brotherbood of Railway and Steam.hip Cler"" Freigbt Handlen, Ex-

press and Station Employee. 
Brotherhood of Maintenance of Way Employees 
Brotherhood of Railroad Signalmen of America 
National Organization Masten, Mates and Pilots of America 
National Marine Engineers' Beneficial A..ociation 
International Longshoremen" .A.ociation 
Order of Sleeping Car Conducton 
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Brotherhood of Locomotive Firemen and Enginemen, 
the Brotherhood of Railway Trainmen, and the Order 
of Railroad Conductors of America, have their entire 
membership employed by the carriers. Others, like the 
Sheet Metal Workers International Association and the 
International Brotherhood of Electrical Workers, have 
only a limited proportion of their members engaged in 
railroad work. 

The organizations of the train service employees are 
among the oldest in the United States, the Brotherhood 
of Locomotive Engineers dating from 1863." Like the 
Conductors' and the Firemen's brotherhoods it was 
originally founded as a mutual benefit society. Of the 
four organizations, only one, the Brotherhood of Rail
road Trainmen, started as a purely trade union body. 
From the very beginning, all four brotherhoods have pr~ 
vided life insurance for their members and their strength 
has been due in a measure to the favorable insurance 
rates they have been able to give to their members. They· 
have always remained independent of the American Fed
eration of Labor. Together they have an estimated ag
gregate membership of about 400,000. 

Of the other unions with membership among railroad 
employees, .6 are affiliated with the American Federa
tion of Labor: Like the brotherhoods these unions for 
the most part trace their origin to the latter part of the 
last century. The non-affiliated unions are mostly of re
cent origin, having secured a foothold either shortly 
prior to or during the war period. With but few excep
tions they have a relatively small membership and their 
jurisdiction is recognized by a rather limited number of 
carriers. 

These separate and distinct organizations usually ~ 
• Hdm Marot.. A-.ericlZlllAbor llaUnts, 1,1410 p~ ]0. 
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independently of one another in their negotiations with 
the carriers.' Bargaining with separate carriers is the gen
eral practice for most of the crafts and in some instances 
the rates paid for the same ~~,"of work vary_ between 
differel!t carriers..in. the same territory. Indeed, the wage 
rate for certain groups sometimes varies between differ
ent geographic areas on the same system." 

IndependenLbargaining byindivjaaaforganizations 
is a.ISo' generaIIy -characteriStic of the "Big Four Brother
hoods." Unlike the other unions, however, they usually 
submit their demands, not to single carriers, but simul
taneously to all systems in a given territory. On various 
occasions they have co-operated with one another in wage 
negotiations. Originally executed through federated 
committees representing their locals on individual sys
tems, co-operative action was later extended through the 
formation of joint committees which at times have made 
joint demands for the co-operating u!!ions: In 1916 the 

• Exceptions are to be found among certain oTganizations which are 
affiliated with one another ,hrough the Railway Employea Department 
of the American Federation of Labor which con.ists of nine international 
unions. Section ODe of the RaHway Employees Department is compoted 
of the Switchmen'. UnioD; section two of the six shop craftt.--the blackM 
smiths, boiler makers, carmen, machinists, .heet metal workers and 
electrical workers. Section three include. the stationary firemen and oilers 
and the maintenance-of-way employees. The department charte" system 
federations on the various railroads to npresent the common inteRSU 
of the shop craft employees, and where such system federations prevail 
"no single craft can make a separate wage agreement without the con
~nt of the president and executive council of the department." See Loui. 
Lorwin, Tlu AmericAn Federlltion 0/ Labor, Brookings Institution, 1931 
(in l.ress). 

Thus, for example, the wage rates of telegraphers may vary from 
station to station on the same road. The rates paid to maintenance..of.way 
men frequently vary from district to district . 

.. Such co..operation as haJ taken place has in mod instances been 
between the conducton and the trainmen. The engineers and firemen 
hale also on occasion presented joint demandt for wage changet. 



WAGES AND OPEJUTING COSTS 18S 

four brotherhoods joined'in presenting their demand for 
an eight-hour day to all the roads in the country at the 
same time. This was the first occasion on which all four 
of these organizations combined for purposes of sub
mitting demands on a national rather than a l~ or 
r~aJba~ 

During the period of federal railroad operation, 
changes in wages for all classes of labor were made on 
a national basis. Working rules and wage rates for given 
classes, which had formerly varied from road to road, 
were standardized through national agreements an4 
made a'pplicable to all carriers under the control of the 
Railroad Administration. 

In granting wage increases after the return to private 
operation in 1920, the Railroad Labor Board dealt with 
all employees, irrespective of class, at the same time, and 
the advances granted were made applicable to all ar
riers. A similar practice was followed when wage de
creases were authorized in 192 I. 

Although national agreements were nominally termi
nated by a decision of the Railroad Labor Board in 1921, 

it was not until the spring of 1922 when the Labor Board 
ordered a second wage reduction for all classes of work
ers other than engine, train, and telegraph service em
ployees, that they in fact all came to an end. This wage 
order led to a shopmen's strike which was ultimately set
tled by the "Baltimore Agreement," and led eventually 
to individual settlements between the shopmen and indi
vidual carriers. Some of the roads refused to negotiate 
with the unions after the strike and to date have declined 
to recognize the jurisdiction of the shopmen's organiza
tion. The practice of dealing with individual carriers was 
also temporarily adopted by engine and train service em-
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ployees for a short time after 1922 when they, like some 
of the carriers, virtually refused to recognize the juris
diction of the Labor Board. 

Changes in wage rates made between 1923 and 1926 
were largely the result of negotiation between represen
tatives of the employees and individual roads. This prac
tice has remained in effect down to the present in the 
case of most of the organized employees. In the engine 
and train services, negotiations since 1926 have usually 
been on a regional basis. 

Thus organized labor on the railroads stil~ns 
its craft character. and coIIecbv~arga,ining for the ma
jority of the ,workers is for the m~t p~ an IndIVIdual 
matteroetWeen system ~committees of jndividuaDmians 
ana5rngle -;;~ ReCently.)' howc;ery ihu-aQQ.us un-

Ions ha,,~u:G-operated with' one another forIhe protec
tionof their. .. mutual interests. Sucn occasions were the 
wage~neiotiations ~f 1931 ~ana. 1932 when the 21 stand
ard unions were represented as a unit through the Rail
way Labor Executives' Association in negotiating a 10 

per cent cut for all of the members of the C<Hlperating 
organizations. 

2. Methods of 'Wage payment. Through long years of 
negotiation with the carriers some of the employees' or
ganizations have established elaborate schedules of wages 
and rules governing their working conditions. By and 
larle, wagt;Etes ar~xed on an hourly basis. FOrrtre-. 
pro essional, clerical and geneiilservices, statiori'Ji1i5.:. 
ters, yard masters, certain types of foremen, a'!4.Jor a 
number of ~ther groupllof inconsequ.!<!1tiaJ ~W:.thedaily 
bas~iYl!lent prevails. In,~all, less than 10 per cent 
of the..employeeureon a dailY:wag~J~asis~P~ 
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which prevails primarily among the shop employees of 
those roads which do not recognize the shopme.n's unions, 
is of relatively little importance in the industry, the pay
roll for this metbod o~~ aggregating biitiper 
cent of the totaL 
In~ train and engine service, wage payments are 

made on the ~diJaI» 63SiSO I his system, which 
applies to engtneers, conauctO~ and trainmen, 
is in effect a combination of piece and day compensation. 
Originally instituted in the place of straight time pay
ments by one of the Western roads over SO years ago, 
the dual basis was put into effect as ;m incentive to the 
creWS to ~ lip th!;._movement of their trains. To-day 
tIiiS m~Wage payment preVliiIS on an but one 
raiifOO(f system" 

uruG the dual system a fixed output is set for a 
standaid day. In the road tre1ght servIce, for exampre, 
100 iillles or less constitute a day's work for engineers, 
firemen, conductors, and trainmen. In terms of hourly 
output this means that 12-1/2 miles constitute the stand
ard unit of production. Taking a concrete example of a 
freight engineer on a given class of engine on one of the 
Soutbeastern roads, the wage rate is fixed at $8.05 per 
day, $1.07 per hour, or 8.05 cents per mile." Wh~ 
engineer has rendered a standard day's~that is, - .-- .~ -----" 

• R«eatly the Delawue aad Hudooa Raihoad ~ ~ 
wim the luvtberhaocb wbcftby me tn.ia ....;.,., ...... an: paid _ a 
~ boarly buis, wim a lDOIIIb\y gaanat<e of a minim ... """"
of boan. ha deJamiDing the wage nt<s UDder dUs agrecmcat the '-rly 
........ bEd at a I....J. wIUda IaIdecJ to approximate the -..J. lIoJady 
eammg. of me cmpl..,... ....... the diecanIod dual basis. 

°TlUs .... applies for...gm.. with zoo,OOO ID '50,000 __ _ 
cIri ..... IWa for cogiDomoD &ad m.-. ftrJ _ the weig_ 00 me 
driftn of the ... giDe. 
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a loo-mile run in eight hours or less, he recciYesJUs
standard day's pay of $8.05, irrespective of th~ .nu;nber 
of /lours Con~iIine~ in making thE: tr~. ShouIdthe time in 
maKIng· the loo-mile run be more_than-iight· hourS, 
oVeNime is paid at tim~~and-a::!t.a!f-~t~~ for- aIr hmlrs 
ineiCci:ss -o( ei~lnthe event that a run exceeds the 
standara day's work of one hundred miles, the engineer 
receives additional pay at a proportionate rate for every 
mile over and above the fixed day's standard. In other 
words, a 12s-mile run completed in eightIimirs or less 
yields a wage of $10.06. 

Standard. day's wage (100 miles at 8.05 
cents per mile) .................... $ 8.05 

25 additional miles at 8.05 cents a mile. . .. 2.01 

Total wage .. $10.06 

O~~r~tes are computed on.~~4J>~is and 
come into effect at the endorthe"standard eight-hour 
day only in the event that the standard hourly unit of 
output (12-1/2 miles)isnot -realiied, That is to say, 
whenever on runs of more tliinOiie hundred miles that 
consume more than eight hours, conditions are such 
that the engineer cannot average an output of 12-1/2 
miles per hour he is paid on a mileage basis, pluS over
time for the hours in excess of eight. Concretely, if the 
12s-mile run mentioned above consumes nine hours, 
that is, an average output of 13.9 miles per hour, the 
straight mileage basis alone prevails and no extra pay
ment is made for the extra hour. The same would be true 
if ten hours (one hour for each 12- I /2 miles) were con
sumed. But once the average time consumed per unit of 
output (12-1/2 miles) exceeds one hour, over-time pay 
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begins. Thus eleven hours for a I2s-mile run would 
yield a total wage of $ I I.57!O 

125 miles at 8.05 cents per mile. . .$10.06 
One hour overtime (1 ~ x $1.07) . 1.51 

Total wage.. .$11.57 

The dual basis of payment, which iE- reality is nothing 
b~ piece-rate system with ~an~~d day rate," and.
the provisionJQt...9vertime in the event that conditIons 
maKeit impossible for the emplo~~·t~ a;~;ag(~.i~tlljid~rd 
hourly o\!tJlllt witbm the-stan<Ja~~A1YLhave~e!lJhe 
subject of no litU~ticism. It has given rise to m:my 
f'el(tra pay~£h: as compensation for switching 
or picking up..s:ars from sidings. Such ·operations, the em
ployees contend, are not included in their piece rates, 
and they insist upon "extras" for such additional work. 

Criticism has~~ys been directed tow~.':d_this §ystem 
of payments .because it~nabTes mOlviaiiaLemployees.to... 
make relatiyel¥ large earnings Iii a comparatively" short 
nu~£hours." It ilio naturally gives tne im~ 
~ 

"In the passenger rngine service the basis of payment is 100 miles 
or less, five hours or less, for runs of more than 80 miles in one direction, 
making the standard hourly unit of output :to miles. If the 100 miles are 
covered. in five hours or less the full day rate is paid, irrespective of the 
actual time consumed. There are no penalty over-time rates in the pas
senger engine service and pro rata rates are paid for all over-time hours. 

Conductors and trainmen in through passenger service are paid on' 
a basi, of 150 miles or less, 7.5 houn or less, the standard unit of hourly 
output being 20 miles. Overtime is paid for at the standard hourly rates. 

II The guaranteed day rate is necessitated by the fact that the train 
crew's output is frequently affected by conditions over which they have 
DO control, as for example, the leogth and weight of trains and dispatch
er', orden. 
. .. The following quotation from an official !leport rendered in 1901 
i, of interest in revealing that even ]0 years ago the abilitY of the train 
lervice worken to earn a day'a wages in less thaD the standard time was 
the subject of criticism: 

"There is, from the very nature of the o{"cupation, the greatest v:uia-
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that the worker is receiving compensation for a g~er 
number ot hours than he actually works. It- must not be 
overlooked, however;-thiipayment is primankbased on 
piecerates, the uiiifbeirig th; train mlle.1n considering 
th1s-Problem~ therefore, it should be borne in mind that 
anomalies of this sort are found in greater or lesser de
gree in any wage system involving piece-work payments. 

In most industrial plants where piece _.rates are in 
effect; experience~as proved that such. ~ system of wage 
payments almost inevitably leads to greater·output £I!!
unit of time and consequently t61atgeearningS. Inaeed_ 
sudlearnings have time and again been used as a j~ 
tion for the continued lowering of piece rates;apl":!ctice 
which has caused this method of remuneratiOn ·to. be op
posed by organized labor everywhere. 

The.hjgh earnings which are obtained uridert.h_iuys
tc<.'!!.. ~i indi"idual employees are not due to _ the_ c!ual 
systen:u?r-~~~pal'ments as such .. If Criticism is to be 
levied, it should obviously be directed against the pre
vailing unit wage rates and the size of the standard unit 
of outI>§iJ~r th~ dual system does not l!~e~~iY-rii': 
vOIVe the existingjvage rates and speed bases. These are 
the results of negotiation between the carriers and -the 
e~-::-· --------

- It should be borne in mind further that the dual wage 
basis dOeSstimuIate the speeding up .p[ freignt. ti:i~ 
By CUttlng-therunning time WheneveLConditians..so-per
mit.the-trairt-serVlCe crews not only jncr=-their-.9~n_ 
leisure but, equally important, they at t.he. .same time 
increasetheliViiiIability of hath -trackS and locomotives 
tiOD in the houn of labor in the different grades of eervice. On fast 
express trains there are many cateI where trainmen do not work more 

. thaD fin or lis houri a day, including their lay--overJ and receive a fun 
day'l wages. .. Retorl 0/ 1M InJ""rial Commission, Vol. XVII, p. 7)7 
(.'0'). 
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for other traffic with a consequent saving to the carriers. 
- ): -WorEng rules. AS a resUlt'of collectlve baigaining 

the railroad employees have secured the adoption of nu
merous working rules which bear upon their working 
conditions and earning capacity. T~ a considerable extent 
tliese rules came mto being as a means of protecting the. 
workers agamst unJust practices on the patf-Qfm~na~
ment; SOme oftliem also are the result of "trades" be
tw~e manage~c:'!t_ ~d_the _~n whe~the-em
ployees hayc;: agreed to the acceptance of a-gtven rule in 
place of a wage mcrease."--- -- - - -- - -

Many complami:s-bave been raised because of the un
due burden whlcii manyofthese-wo'i-Jcing iUIesunpose 
u.EQ.nthecamers: I~many_~Ji'j~cf:UmedtIle~original 
cause for the adoption of a rule has been eliminated but 
the iUle Itself teiidStOremaln.-Acasem-poJnf~iCh is 
occaslOnauy at ears" iJunsenrtiooa] Wle in effect on many 
of the carriers which does not permit any but specified 
employees to Randle train orders at telegraph or tele
phone offices "where an operator is employed· and is 
available or can be promptly located, except in an emer
gency," and provides that when train orders are handled 
by others in emergencies, a telegrapher shall be paid for 
the call. As a result of this rule, it is claimed, telegra
phers are paid when telephone calls til the dispatcher are 
made by conductors, even though the telegrapher played 
no part in the operation itself. 

In other cases the necessity for ~1l_rules is gene.r
all>: accepted but complain~ is ~~e_~~~~JhciJ:-stn-

-In lOme instances minor officiala have been known to accept certain 
rules in retum for the employees'. relinquishing certain wage demands. 
In thiI way such officials were in a position to report to their superion 
that the demands for wage increases had been overcome, although in the 
long ruD the cost of the rule might add more to the cost of Opel'iltiOD 

than the acceptance of the wage demands. 
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gency. Th~. which provides that a shopman 
c~iiotified to work outside of bulletin hours shall 
receive pay for not less than five hours, is frequently 
mentioned as such an instance. When so called the work
ers are "required to do only such work as called for, or 
work of equal importance while they are on duty." This 
rule was originally adopted to abolish the abuses that 
arose in calling a man back to work at any time of the 
day or night to do a minor repair job. The accepted 
theory underlying it is that if the employee has to come 
back to the shop outside of working hours his recompense 
should bear some relation to the inconvenience to which 
he is put. The carriers accept this theory, but contend 
that once a m~Omplete(Ltheji:;D for ~hich he has 
been calli~y should b~allowed to employ him on any 
otlierWOrk that may be available durmgtlie re~a.inder 
of the iiffi~ fqrJhich he is paid. - -_.- -' 

InI928 the "double-header" rule was the subject of ' 
negotiation between the Western carriers and the con
ductors and trainmen, This rule, which has been in ef
fect since 1903, aims to prohibit the operation of long or 
heavy freight trains with two or more engines except 
on certain grades where "helper" engines are used, and 
this is in the main accomplished by placing a limitation 
on the tonnage or number of cars that may be handled on 
such trains. The employees contend that the rule makes 
for safetf and better working conditions; the carriers con
tend that it hampers economical and efficient operation, 
and that its elimination would not add to the hazards 
of the men." The carriers offered their men a one'per 

II Report of the Emergency Board appointed by the Prelident of the 
United States, September 29, 1921, under Section .0 of the Railway 
Labor .... ct. (FoOltu)/# c()1Ilmued on ,. 193.) 
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cent increase in wages if they would eliminate this rule, 
but the employees have preferred to maintain it. 

Jurisdictio'!!!.shop rul~hich _~~fy the class of 
worJiTo1:ie"done by each craft, have also been cri~cized as 
involving the excessive eml'.!oyment ofiii~n ind extra ex
pense. I here IS eviaen~ however, that in those instances 
Wliere amicable working relations prevail these rules are 
not rigidly enforced by the employees." 

The extent of the financial burden imposed on the 
carriers by the various working rules is not subject to 
measurement. Informed opinion among the carriers esti
mates the total savings that might accrue from the elirm
nation of what they consider '~.tu~f!¥e" ~~ng 
ruleS at a slight (raction ~t!t~ total 0ftjrating wagebitr. 
Inaeea;itis agreed that the eXtent 0 this saVIng WOuld 
vary from road to road depending in large part upon the 
status of labor relations." Tp§e, ,rul~ are neverthel~ 
of increasing IIl0!!1e!lt, in the conslderatlon of railroad" of
ficials. From the point ofYre"i"of the employees they go 
hand-m-hand with the wage~ieS, :fud-have;l"lhlitefial 
bearlngon their earnings. In addition, many working 

'= - - - - -

In discussing the rules in question the Board _ted: "These rules, 
however, involve technical questions involving working conditions, over 
a wide range of territory, which c::aDnot be adequately understood or ap
praised in the brief time open 10 this boanl in making its roport. ••• 

"We believe that this phase of the CODIrOWrsy can be ..rued only 
after an inv<stigation by men okilled in teebnical and practical oper.atioo 
of raiIroads and suggnt !bat the matter be laid before the Interstate 
ComlMrtt Commission for their advice and ftPOrt." 

.. Representatives of some of the carriers have stated to the writer 
that these jurisdictional rules impose no unjustifiable burden on their 
roads. 

• Many inSIances wbere working rules are observed in the breach 
more oftm than in their enforcement have been cited. to us by manage
ment representati_ This is particularly true of those roads wbere 
amicable labor relations make possible necessary adjU!tments as occasions 
demand. 



194 AMERICAN TRANSPORTATION PROBLEM 

rules, entirely asidelrom their so-called money value, 
are 5hlycherished by them assafeguardswhich~tliey 
deem essential to the maintenance-of their industrial 
sta~':-~- ~ 

4. Legislation and labor relations. The vital impor
tance of the continuous operation of our transportation 
system to the public welfare has led to the development 
of federal. machinery lor.the.orderly adjustment of labor 
di~s." This machinery has assumed great significance 
forfWOreasons. First, it has played an important part 
in preventing interruptions of interstate commerce. Sec
ond, and of importance from the point of view of this re
port, it has been through this machinery that many of 
the wage changes that have taken place in the railroad 
industry during the past generation have actually been 
determined. Indeed, it would be no exaggeration to state 
that, excepting the eight-hour day controversy of 1916 
and the period of federal control, virtually every im
portant change in wage rates, particularly for train serv-

_ ice employees, has been effected through arbitration and 
mediation machinery established by the federal govern
ment, on which carriers, employees, and neutral third 
parties have been represented. 

The first measur~of this sort .. the Arbitration ACL9f 
ISS!> pro.vided tlle machinery for vorunt:li'y~arIiltratj()n' 
in the event that a dispute between carriers and their em-

D' Certain states have enacted legislation which has increased the labor 
cost of OperatiOD~ Thus, for example, in order to promote Diety of 
operation, 17 states have bWi covering the Dumber of employeea re
quired OD trains. Arizona bat a law limiting the number of can on a 
lingle train. Just bow fu ouch legislation ;. n..,.,..'Y for Dfety ;. a 
matter of dispute .. The camen insist that they are unnecaary and do 
nothing more thaD add an undue burden to openting COIb. See abo 
Chapter X below, aDd Hurmgs otJ Full T,IIi" Crevn, HoUle Committee 
on Interstate and Foreign Commerce, 72.d Congrea, January, '91]. 
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ployees threatened. interference with interstate com
merce, and made provision for compulsory investiga
tion of labor disputes by commissions to be appointed. by 
the President of the United. States. This ac.L.~ead, 
letter and,..with the exception of one investigation made 
on' orde~Iesid~!!hi~ machinery was never uti
lize~ settlin~ntro.!~_rsies. Il:!LailUri:..tlLavert la,~J: 
iliBiculties Jed to the P~!lt th~_~n Act in I ~ 
This act was applicable only to those employees directly 
engaged in the movement of trains. It proVided for vol
untarfIDediation and arbitration and made illegal any 
strike or lock-out by the parties accepting the arbitration 
provisions of the law within three months of the arbitra
tion award. The machinery created by this act resulted in 
the settlement of nuliierous ro-ntrovei-sies, many of which 
weteOfCOiiSlderabie iniportance. VIrtUally every Sig
nificant dispute between 1906 ana 19 I2. was peacefully 
adjusted under its provisions and most of the important 
changes in wages and working hours in those six years 
were arrived at through the machinery it created. 

The Newl.nds Act. II passed in 19 I 3, strengthened. the 
exi~3tion.andarbitratioJU!laCJi.i.nc:rr. Ii: proved 
inadequate, however, in the settlement of the eight-hour 
day dispute in I91§l,lI,nd..5JQU!ntil ~ngress constituted 
itself an arbitration body, aQd without investigation, 
granted the demands of 'the workers, "'. was a strike 
averted . 

• In J 9' J a Itrike by the conducton and trainmen -;0 the Eastern 
roads wu averted only by the intercelsion of President Wileon.- Tb.iJ ac
tion was the stimulus to the immediate passage of the Newlands Act. 

-I. L Shulman, TM A....nc-R4ilrowlProbkm, p. 314. 
In I,ll and 1914 two .rikes were averted under the Newlancll Act 

through tbe inJiucocr of President Wilton. In one caoe be persuaded the 
puti .. to a dispute to _ to arbitration. 10 the other be persuaded 
the Eatteru railroad manage .. to grant the demands of their emplo,.... 
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Under the Transportation A~ of ~0"'-1.~ Railroad 
Labor Board was established an gIven authority to ad
just ancLde~icf~_disputes, and "establish rates of wages, 
salaries and standards of working conditions [for- every 
class ([employees] whicl:iin the opinion of the Board 
are juscand.reasoI)l!.bl~No provision, however, was 
niide for .. the enfor£~ment. of ItS-OeClslons .• During its._ 
regune, the Board awarded a national wage increase ag
gregating $600,000,oOo-;Iiillowed later by a wagede
crease of $300,000,000. The refusal of certain roads, as 
well as certain employees' organizations, to abide by its 
decisions and the refusal on the part of the more power
ful labor groups to recognize its jurisdiction led to the 
Board's end. In !926, it was superseded under the Rail
way Labor Act by the Qnited States Board of MediatIOn: 
T~way Labor Act now in effect estabiiSiiesiila

chine~c;4jl\tion and arbitratloo- for allC1asses of 
employees~n9 specifies that ~oposed changes !n existing 
laborrontraqs must be prect!dedyy 30 days' notii:e;aur.., 
ing yhich pe.riod conferences between the interested par
tiesJllusL-be held-,-Changes in rates of payor working 
conditions by carriers are prohibited during such periods 
as the Board of Mediation is engaged in an attempt to 
settle controversies or to induce the parties to submit 
their difficulties to arbitration. In the event of failure by 
the Board to secure a peaceful settlement or an acceptance 
of arbitration proceedings, and if in its judgment a 
threatened controversy promises seriously to interrupt 
interstate commerce, the Board may advise the President 
to that effect and the President is empowered to create 
an "Emergency Board" to investigate and report con
cerning the dispute in question. After the creation of such 
an Emergency Board, and for 30 days after it has re
ported ~o the President, no change can be made by either 
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party in the conditions out of which the dispute arose, 
except by mutual agreement. 

The most imI!ortailt provision of the Railway Labor 
AcfiS that which requires that arbitration awards rend
ered under the act shall be legaJly final and conclusive 
on~~!:e.4 iiilieSiimpeacheCfliy -~Jed,ei-a.I 
district court or appealed'to a circwt COurt of Appeals. 
Forthe first timej!1_WlVayJa~r h~sto!}' the parties to 
arrar15iiTa!lQiQr~eding under the law anilega.I1ytiolXnd 
to abide byitsa~-
Theeffectiven~ of the Railway Labor Act is evi

denced by the fact that during the §ixan!tQ!I~-!t.ill y~ 
of its history, despite 29 strike ballotS among railway 
employees, onlY-tWo insigniiica.nts~ve oCCUiTea.," 
neither ofW'hitlrWilSattenaea by any subStantial mter
ruption of interstate commerce. Within this period the 
Board has disposed of SIS cases through mediation 
agreements and 229 other agreements to arbitrate. In 
five instances the threat of interference with interstate 
commerce has resulted in the appointment of special 
emergency boards by the President of the United States. 

III. THE TREND OF RAILROAD WAGE RATES 

In cO~!I.l0n with thU'lltes.Jo.LQthe-L£l"~zed lah9!: 
the"wage rates_o(~d emp!2yees.have-sOOwJU.~d
~irJiirend d~~~~ last_~<>. d~des. With the 
exception of the ;eauCbons ordered by the Railway Labor 
}Joard in 1921 and 1922, and those negotiated in 1932 
and 1933, there were practically no otheq~~~ral wage 
cuts throughout the period • 

• One of these strike. oexurred on the Toledo, Peoria and W .... m 
Railroad in No ..... ber '9'9' Aaordiog to the 1930 report of the Board 
of Mediation, it did DOt interrupt interstate mmmen:e. The other, in 
the railway exprea servi~ was confined to New York City' and was of 
1.. than a do,.s d ..... tioo. 
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Prior to federal control there was little or no uniform
ity in the railroad wage structure. Approximately two
thirds of the carriers' employees 'were unorganized, and 
questions of wages were for the most part handled by 
each railroad directly with its own employees. With oc
casional exceptions, collective bargaining was restricted 
primarily to the engine and train service workers and the 
telegraphers. In the shop services wage rates varied from 
system to system and from shop to shop on the same sys
tem. Nor was there any uniformity in the matter of 
granting wage increases. As stated by the Railroad Wage 
Commission in its report on the wage situation for 1916-
17: "Not allAtherailroads made increases to th'esame 
classes, and no two made awardsmtbe -satTie percentages, 
even withilLthe sa.!!le groups of emploYll!ents."" 

The large variety of rates for the same job, the wide 
prevalence of piece work" and the absence of definite 
labor classifications during the pre-war period vitiate 
comparisons of wage rates for many classes of workers in 
pre-war days with those in the federal control and post
war periods. Such wage data as prevail for the pre-war 
period for the shop crafts, for example, represent for 
the most part conglomerates of nominal hourly rates for 
groups which include wage earners doing more or less 
similar work, frequently on a piece basis, and do not por
tray either actual wage rates or earnings. With federal 
control and national wage agreements came a definite 

SJ Re1or1 of the R"ilro#ll W .ge Commission to 1M Direatw General 
of Railrow, Apr~ ]0, 1918, p. 17, Washington, 1918. 

Commenting further the Commission stated: "The investigation of 
the Commission disclosed many inequalities of pay in the same branch 
of the cmce, not only as bt1ween different Ie'ctionJ of the country, but 
in the same Jection." (po 39). 

II It is estimatt'd that something like one-half of the shop wOrUn 
were on a piece-work basis prior to 1918. 
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classification of workers by groups, and basic hourly rates 
were established. This classification has, for the most 
part, been retained, particularly on those roads where 
wage rates are determined by collective bargaining, and 
makes possible a survey of the actual rates that have been 
in effect for all classes since 1918. The charts on the fol
lowing page portray the changes in classified wage rates 
on a typical carrier in the southeastern part of the United 
States for selected classes of workers." 

It.will be seen from these charts that all of the m,ajor 
wage rate increases on the railroads occurred between 
19 1 i!-1!~~() ~~.I! advances ranging from 40 per cent 
fOl 14 per cent were made for the various classes of labor. 
Indeed, the increases granted during this period account 
for most of the rise of approximately 90 per cent that 
took place in the ~tes of those classes for which compa
rable data are available between 1915 and 1929. 

After the wage decrease of 1921, railroad wage rates 
with few exceptions did not again rise to their 1920 levels 
until 1928-29. In the case of the shopmen and mainte
nance of way section laborers, who also suffered a wage 
cut in 1922," wage rates never again attained the heights 
.reached in 1920. Increases granted between 1924 and 
1929 eventually brought the machinists' and black-
smiths' ra"tes within 6 per cent of what they had been !It 
their peak, while the hourly rates for maintenance of way 
section laborers never rose above 75 per cent of the 1920 
level. After the wage reduction of 1932 the.rates paid 

11 These charts depict the fluctuations of general trade union wage 
rates for the country as a whole, as well as the fluctuations of rates for 
selected groups of railroad workers. In each case the base is the average 
rate for .923- Data from carriell and from Bureau of Labor Statistics. 

• It should be added that changes in working rules in 1921, although 
not aHerting the wage rates themselves, did, in fact, affect actual hourly 
earnings. 
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GENERAL TRADE UNION WAGES COMPARED WITH 

RAILROAD WAGES, 1915-32 
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to the shopmen were about 2 per cent above, and those 
paid to maintenance of way laborers about 7 per cent be
low, where they had been a decade earlier. 

In the train and engine services the movement of wage 
rates shows considerable variation as between the different 
classes for the years 1915 to 1920. After 1920 the rates 
for various classes tended to move in unison, the average 
for the group in 1929 slightly exceeding the post-war 
maximum. Like most other rates depicted in the charts, 
they were, in 1932, slightly above what they had been 
in 1920. 

It is significant to note that between 19 I S" and 1920 
the hourly wage rates for railroad labor increased by a 
considerably larger percentage than the average. rates 
for organized labor in general, as reported by the United 
States Bureau of Labor Statistics." After 1920, general 
trade union rates increased much faster than wage rates 
on the railroads, rising to 32 per cent above the 1920 

level in 1929 as compared with an average rise of less 
than 2 per cent for railroad employees. Between 1923 

and 1929 the rates for the various groups of railway labor 
rose from 10 to 18 per cent, while general trade union 
rates advanced by 24 per cent. In 1932 the average union 
rates were approximately 20 per cent above where they 
had been in 1920," while railroad wage rates for most 
classes had fallen by about 9 per cent below the 1920 
level 

Surye}'ing the entire period from 1915 to 1932, one 
finds that..!.ep0.r:t~ geneiaftr,i4e~\lniQ!Lwage.mes 10-
vlin@..1:>y ap~te:Iyi 50 per cent between 19 IS and 

• ''Union Scales of Wages and Houn of Labor," BIITUfI of 1M", 
Slalistics BrdleriIo No. 566. U. S. DepartmeDI of Labor. May,s. '93'. 
p. !.S. 

M-"l,1Mor R..n..... Bureau of Labor Statistics, U. S. Depart
meat of Labor, Vol XXXV, No. S, Novanber 1932, p~ 1153_ 
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1929, while wage rates for~most classes on the railroads 
rose by approximately 90 per cent. Between 1929 a~ 
1932 general trade union ratesaewned by-about' 8 "p.~r 
cent, in compans'on with a Io'per cenffillhI!~i1road em
ployees:There is good reaSontolieI1eVe, however, that m" 
many onlle industries the 1932 trade union rates were 
merely nominal and that they frequently bore little re
lation to the rates actually paid. From .such isolated data 
as are available, it seems safe to conclude that the differ
ence between the nominal anA !l~.lI! rates averag~ some
thing like 20 per cent. On the basis of such ail estimate, 
it appears that the actual union ratesjll 19.3.2 were about 
90 per c~nLabove the 1915 level, whl1e railroad wage 
rates' were on the 'average approximately 70 per cent 
~ ....... -

IV. LABOR COSTS AND RAILROAD OPERATION 

In surveying the relation of labor costs to the cost of 
moving railroad traffic, and to the carriers' revenues, the . 
period 19II-1932 is here divided into two parts. The 
first, covering the years 19 II - I 920, traces the course of 
the compensation bill of the roads through the relatively 
stable period 19 II - 19 I 5 and the hectic years of the im
mediate pre-war and federal control eras. The second 
period co~"S the years of deflation which followed im
mediately upon the return of the carriers to private own
ership; the six years of increasing traffic accompanied by 
a declining labor force which ended in 1929; and the 
three years of declining traffic, contracting labor forces 
and falling wage bill which began in 1930. 

I. The pre-'War and federal control periods. In the 
consideration of railway labor costs, the years 19 II to 
1920 logically divide themselves into two distinct pe
riods. The first-191 I-I 5-was one of comparative sta-
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bility; the second, one of violent wage changes and in
creasing labor rods. 

The years 1911 to 1913 saw a significant increase both 
in the number qf. railroad employees and in the pay-rolls. 
In this short period the average working force grew from 
1,600,000 to 1,759,000, or by almost IO per cent." This
increase, however, was but temporary. With the advent 
of the depression of 1914-15 the average number on the 
payroll fell to 1,640,000 in 1914 and to 1,492,000 in 
1915; this decline of more than a quarter of a million 
bringing the working force down to almost 7 per cent 
below the levd of 1911. 

Accompanying the IO per cent growth in personnel 
between 1911 and 1913 was a 14-6 per cent increase in 
the carriers' compensation bill, the difference being part
ly accounted for by wage advances that were granted dur
ing the period." The effect of these advances is particu
larly evident in the payroll figures for 1914 when, de
spite a contraction of II9,qoo in the working force, the 
wage and salary bill aggregated $1,337,000,000, or as 
much as in the year preceding. Indeed, it was not until 
1915, when the number of employees had.declined by 
a further 150,000, that the compensation outlay showed 
any appreciable fall In that year $1,236,C\lY,000" was 

• The dala ill this and the following oectiODS referonly to CWo 1 
roads. Tbeoe ....... __ approximately 9' per «Dl of the total mil..ge 
of railway \iDe ill the United S ...... employ 9S per «Dl of the railway 
penonoe\, and earn about 96 per emt of the aggtoga'" groos znenueo. 

• On tlu<e ocxasio .. within the period here discusoed the poosibility 
of rail.-d strikes was oWIiciendy n:al to came the President of the 
United s ..... to take a band ill briDgiDg about adjustments between the 
contending parties.. 

• (See table on p •• _) The com_tion cia .. mod here for the 
period 1911 to J 9%0 cover total compeDSltioD. -rDoe data include not 
only the part of the payroll cbarge.ble to operation but also the aalaries 
of genenl &ad diviRoo ollicon &ad the portion whiob is cbarge.ble to 
eapita! aetOUut. Data showing operatiog payrou, are _ available priDr 
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Avellge Number Totar GrcA Ton Miles 
Comptnution 

Total Revenue per per Gross. Ton Percetlt· 
of EmpJoy«ab Compen .. tionb or Freight4 Mile of Freight Revcnueb Gross Ton Mife age Ratio 

y.u" ofCom~ 
Avuagt: Amount Number Amount Amount Amount pensation 
Number Index (I. Index (I. Indc)t (I. Indelt (In Index (I. Index to 
(In thou~ Numb .... milliol1l) Numbet"' million.) Numbcf'l centa} Numb .... millions) Number" (ent.) Numbed Revenue 
... ncia) 

""I .... ---'----- - ------------------------
100.0 '1.168 100.0 598,299 100.0 .1952 100.0 '2,752 100.0 .4600 100.0 42.43 

1912 1,642 102.6 1.210 IOJ.6 621.583 103.9 .1947 99.7 2.8OS 101.9 .4S1l 98.1 43.12 
IOU 1.759 109.9 1.3J9 11'.6 101.816 117.3 .1907 97.7 ".108 112.9 .4429 96.3 43.06 
1914 1.640 IO}5 l,ll7 114.5 69J,~6 116.0 .1927 98.7 3.OJI 110.1 ,4365 94.9 44.12 
1915 1.492 9 .3 1,2J6 IOS.9 674,IU 111.7 .18JJ 93.9 2,872 104.J .4260 92.6 43.05 

• Year ending June JO. 
b S/4Iisl;U 41 R.ilw.Jl. tnteratate Cammer« Commi .. ion, 1911-19t5 . 

. • Data from Il.#porl <d 'Joinl COffttffilS;I)" t1/lIpitWIJlrtJ Il1fJl;'7, 1922, Pt. til, Table B~5. p. 614. Data. indud~ gross ton mitc:a or 
Jo.ded and empty fniahc can, 

II 1011_100. 

'" o ... 
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paid out in salaries and wages, an amount which still ex
ceeded the 19 II expenditure by 5.9 per cent. 

Because of the increasing output per employee, the 
growing compensation bill of the carriers was not re
flected in the unit labor costs of moving traffic. Gross ton 
freight mileageS. grew by 17 per cent in the first two 
years of the period here discussed and in 1915 showed 
but little decline as compared with the shrinkage in the 
payroll. The result was a fall in compensation per gross 
ton freight mile from .1952 cents in 1911 to .1907,cents 
in 1913, followed by a slight rise in 1914 and a further' 
decline to .1833 cents in 1915. At the end of the four 
years, in other words, when the payroll was 6 per cent 
above the 1911 level, the payroll cost of moving a unit 
of freight was 6 per cent below it. 

The decline in unit costs, however, was not sufficiently 
large to offset the falling unit revenues. Although total 
revenues increased, their rise was not proportionate to 
either the increase in ton mileage or the growth in pay
rolls. Revenues per ton mile fell steadily and in 1915 
were equal to but 92.6 per cent of what they had been 
four years previously. Thus the increasing compensation 
bill made serious inroads into operating revenues and 
the percentage of the latter which went to pay wages and 
salaries increased from 42.4 in 1911 to #1 in 1914- In 
1915 the relatively greater fall in compensation reversed 

to 19'0. For lhe period oubocquent to 19'0 the DOD_rating payroll 
awenged approximatdy 7 per cent of lhe total 

-The unit of output UIIed for the period. 1911 to 19:&0 it a gna 
too mile of freighL This ani. rep_ the toooage of loaded aod empty 
freight can m.....t Doe mile. In ~rms of actual .... rk dooe by the labor 
fome it iI, iD our opinion, • better meuJJe than revenue ton mileage, which 
portrays the _ of loaded freight can ooIy. The data for g.
too miIcs homo -.l ...... takeo from the R.,.", 01 1M 10m. c_ 
ol 4~ l"'l"", 67 Cong. 1 ...... H. tepL 401, Pt. In (19"). 
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the upward trend and the ratio of payrolls to revenues 
dropped to 43.0 per cent. 

The changes in the status of railroad labor which oc
curred during the last half of the second decade-I 9 1 6-
19zo--have no counterpart in any other five years of 
railroad history. In this period the Adamson Act, passed 
under presidential pressure to avoid a transportation tie
up, granted to the train service employees a legal eight
hour day. In these five years the number of railroad 
workers grew by over 300,000, or by 2020 per cent; na
tional wage agreements and uniform working conditions 
were for the first time attained for all organized em
ployees; wage rates were raised; the compensation out
lay of the roads increased to heights previously un
thought of. 

With the abnormal stimulation of industry in 1916 
resulting from allied purchases of American products, 
the demands on the railroad system became unprece
dented. Gross ton freight mileage grew at a hitherto un
known rate, the increase in the two years 1915 to 1917 
aggregating approximately zoo billion ton miles, or 30 
per cent. At the same time rising wages in other indus
tries were attracting great numbers of workers from the 
railroads and late in 1917 the carriers were threatened 
with a shortage of labor, some of the roads reporting "a 
net shortage of one-eighth of their entire labor force.'''' 

The extent of labor turnover also reached unprece
dented heights, running to four times the normal rate 
on some of the larger systems. Generally increased liv
ing costs, unaccompanied by corresponding wage in
creases, further accentuated the situation, and 'dissatis
faction reigned throughout the rank and file of railroad 

Ill. L. SharEman, The American RllilrollJ Problem, p. 91. 
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employees. As described by the Railroad Wage Com
mission, appointed by the Director-General of Railroads 
to investigate wage conditions on the roads in 1918, the 
situation on the advent of governmental control was such 
that "another three months of private management and 
we would have seen mucb. more extensive concessions in 
wages, or there would have followed an unfortunate 
series of labor disturbances."" 

Although wage increases aggregating $380,000,000 
had been made in 1 9 1 6 and 1 9 1 7, such increases had not 
been "in any way uniform, either as to employments, or 
as to amounts, or as to roads, so that one class of labor 
benefited much more than another on the same road, 
and as 'between roads there was the greatest diver
gence,'''' As reported, by the Lane Commission, more 
than half of all employees during December 1917 re
ceived $75 a month or less, and'80 per cent $100 per 
month or less. "Even among the locomotive engineers, 
commonly spoken of as highly paid, a' preponderating 
number receives less than $ 1 75 a month, and this com .... 
pensation they have obtained by the most compact and 
complete organization, handled with a full appreciation 
of all strategic values. Between the groups receiving from 
$150 to $250 per month, there is included less than 3 
per cent of all employees (excluding officials) and these 
aggregate less than 60,000 men out of a grand total of 
2,000,000."" 

In May 1918, shortly after the federal government 
assumed control of the railroads, a graduated wage in-

• Retort of 1M Railroad Wagof Commission to tJu D;,ector-Gerural 
of RJUlroaJs, Washington, 1918, p. 14. This body was known as the 
Lane Commission because of its chairman, Franklin K. Lane . 

• The same, p. 11 . 
.. The same, p. 11. 
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crease varying from one dollar per month for those 
earning $250, to 43 per cent for those earning less than 
$46, was put into effect. This advance, estimated to have 
added $360,000,000 to the operating wage bill, was sup
plemented later in the year by other increases for certain 
classes. The total operating payroll advance for the en
tire year is estimated to have been $784,000,000." 
Further wage adjustments in 1919, which added an es
timated $ 1 8 1,000,000 to the operating payroll, brought 
the total wage increases under federal control to 
$965,000,000." 

Simultaneously with the return of the roads to private 
ownership in March 1920, the Railroad Labor Board was 
set up. Within a month there was submitted to it a de
mand for further wage advances to which some 90 per 
cent of the railways' employees were parties. Some of 
these demands had originally been made as far back as 
early 1919 and had been held in abeyance at the request 
of the President. In June the Board granted the railroad 
employees a $600,000,000 wage increase, equal to about 
22 per cent of the payroll, and retroactive to May 1, 

1920. 
The results of the increasing wage rates and the grow

ing size of the labor force between 1916 and 1920 are 
portrayed in the table on page 209. Compensation out
lays expanded from $1,469,000,000 to $3,682,000,000, 
an increase of more than 1 50 per cent. The $270,000,000 
increase from 1916 to 1917 brought with it a rise from 
.177 cents to .199 cents in the labor cost per gross ton 
mile of freight, while the $875,000,000 increase of 1918, 
in the face of a very slight growth in freight movement, 

• L L. Sharfman, Tire A meric." R4;lroM Probkm, p. 151 • 

• Testimony of Walker D. Hines, House Hearing. on Deficiency Ap
propriations, 66 Cong., a teSt., p. ZlO. See abo Sharfman, I. L., p. 151. 



RAILWAY EMPLOYEES' COMPBNIATlOH AND RAILWAY REVBHUE'I CLA •• 1 CAIllIEU. 1916-20 

Average Number ' Total GI'OIITon Mila ~dr!a¥:: Total G!::T:~ 'Mile Percent-of Employ .... Compensation- a! Freightb 
Mile of Freight Revenue" age Ratio 

Yea, o(Com~ 
Average AmOUftl Number Amount Amount Amount Index 

pen.ldon 
Number Index (In Index (In Index (In Ind .. (In Index (In to 
(In Ihou~ Number" milliortl) Number" million.) Number" cents) Numb<'" millions) Numbcrd centt) Numberd Revenue 
landt) --------
~ ---~ ------------------------

1916' 1,599 97.1 93.0 95.8 .1725 97.1 ,3,382 94.0 .4270 98.1 40.40 
1916' 1,647 100.0 1,469 100.0 826,765 100.0 .177.7 100.0 3,597 100.0 .4J51 100.0 40.83 
1917' 1,733 105.2 1,739 \18.4 873,656 105.7 .1990 112.0 4,014 111.6 .4594 105.6 4J.33 
1018' 1,842 111.8 2,614 177.0 884,764 107.0 .2954 IM.2 4,881 \35.7 .5517 126.8 53.55 
1019' 1,913 \16.1 2,W 103.5 821,690 ".4 .3460 194.7 5,145 14J.1 .6261 14J .• 55.26 
19zo1 2,023 122.8 3,682 250.6 914,224 \10.6 .4027 226.6 6,178 171.8 .6758 155.3 59.59 

: ::::!~/~ ~~~ib,:,,;::;!;;~~n;a~:';;;:~i~:7r;,ir~;~: ~~~~ir-:~:ie B.JS, p. 614. Data include grOl8 ton miles o(loaded and empty 
freighlcara. 

• SIIII/i/lli. RAil .. ", Intetltare Commerce Commi .. ion, 19JO, p. S~96. 
d 1916.100 • 
• Year endJ 1une 30. 
r Year.nds December31. 

" o 
'" 
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sent unit labor costs up to .295 cents. The advances of 
1919, accompanied by a falling off in gross ton mileage 
and an increase in the number of employees, raised unit 
labor costs still further to .346 cents. By 1920 compensa
tion per gross ton mile had risen to .402 cents, that is, to 
127 per cent above what it had been in 1916. 

During this year, as is shown in the table, revenues 
grew by 72 per cent. The largest increases took place 
in 1918, when a rate advance aggregating 28 per cent 
for freight and 18 per cent for passengers was put into 
effect by the Railroad Administration and, in 1920, 
when the Interstate Commerce Commission granted a 
further advance of 25 to 40 per cent for freight and 20 
per cent for passengers. Neither of these advances, how
ever, enabled revenues to keep pace with the mounting 
labor costs, and the ratio of payrolls to revenues rose 
from 43.3 per cent in 1917 to 53.5 per cent in 1918 and 
59.6 per cent in 1920. 

Within a short period of five years the share of gross 
revenues going to wages and salaries increased almost 
by one-half," reaching the highest point which has ever 
been attained in the history of the railroads. Sixty cents 
out of every doIllar of revenue was being absorbed in 
labor costs. 

2. The post-war decade. The first two years of the 
decade 1921-1930 were marked by fluctuations in rail
road employment and compensation almost as violent as 
those which had occurred between 1916 and 1920. The 
wage increase of 1920 had hardly been granted when the 
business world was overtaken by a depression. The gross 
ton mileage of traffic on Class I roads fell by almost 162 

til ''The aggregate operating deficit for the a6 months of federal con
trol was lell by about $65,000,000 thaD the amount of annual wage in
cre:ues." I. L. Sharfman, Tile A trUric.,. Rllilrou Prohlem, p. 15:1. 
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billion tons and in 1 92 1 was almost one-sixth smaller 
than in 1920.'" This decline was reflected in an II per 
cent fall in operating revenues from $'6,178,000,000 to 
$5,517,000,000. Employment was also radically cur
tailed, the number of workers falling by 363,000 or 18 
per cent. 

The year 1921 also witnessed the first general wage 
cut that had occurred on the roads in many years. On 
the complaint of the carriers the Railroad Labor Board 
in the spring of 1921 ordered a reduction averaging 12 
per cent, its decision being based on changed business 
conditions, the decreased cost of living, and the wage 
situation in other industries. This reduction was esti
mated to save the roads approximately ·$400,000,000 
annually." In addition, many of the working rules were 
modified with a consequent saving of millions of dol
lars. These awards, combined with the lessened employ-

• The radical diffezences between the data available for '9"-'9'9 
and those available for 192.0-193:& vitiate c:ompariaons between, these 
periods for certain items. Thus the only payroll figures available for the 
earlier period cover total compensation (see footnote 2.9). For the period 
19:1.0 to 1912, OD the other hand, data. are available which segregate that 
part of the compensation bill that is ebargeable to the actual operation of 
the railroads as contrasted with total compensation which includes salaries 
and wagescbargeable to capital account. In the table on pp. 2.16-1:7, cover
ing the period 192.0 to 1932., data dealing with compensation refer only 
to operating compellSltion and not to total compeOGtioD as in the tables on 
pages :&04 and 209. 

This ebange in the use of payroll figwa makes it neceooary to em
phasize that the nbOl between payrolls and operating revenues used for 
1920-1932 show the percentage of revenue that weot to o,.,.,;"g com
pensation, while thoee for 1911-192°, in the tables OD pages 204 aDd :109, 
MOW revenun paid out for lolill compensation. 

The gros too mileage data used for the l.ter period "'" likewise DOt 
comparable with those used in the earlier tables, sin", they tq>resent not 
merely freight car too miles but all pasaeoger car toD miles as well 
These data give a moch more accurate picture of the actual work done 
by the labor fora: than fnight car ton mil .. taken alone. Like the oper
otini payroll figwa, they .'" not available for the y<US prior to '9'0. 

R.u...., Ag', Vol LXX, June 1, '9", p. "S4-
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ment, brought about a decline of $835,000,000, or 25 
per cent in the operating payroll.'· Since revenues had 
fallen by a much smaller proportion the percentage of 
railway income that went to cover the wage bill in 1921 
showed' a large decline, the ratio of operating wages to 
operating revenues for 1921 being 46.9 per cent as com
pared with 55.4 in 1920. 

In 1922 a turn in business activity revived traffic and 
operating revenues started upward again. With the pick
up in traffic, however, came also a 2 per cent drop in the 
number of employees. This decline in employment and 
another wage reduction, authorized by the Railroad La
bor Board for most employees outside of the train serv
ices," resulted in a further decline of $ 1 22,000,000 in 
the operating wage bill of 1 922, a reduction which 
brought the operating compensation bill down to 5 per 
cent below that for 1 92 I. Thus the ratio of the operating 
payroll to operating revenues dropped once more, the 
percentage for the year averaging 44.4. 

The spurt in business activity which in 1923 sent 
the index of manufacturing and mining output to a level 
of 102 as compared with the previous maximum of 87 
in 1920, resulted in the railroads being called upon to 
move more traffic than ever before in their history. In 
terms of gross ton miles of freight and passenger traf
fic, the output of the carriers aggregated some 
74,000,000,000 ton miles more in 1923 than in 1920, 
the previous peak year. Operating revenues reached a 
point which has been exceeded but once in subsequent 
years. To render this service the roads, within twelve 

.. See pages 11 6·17 . 

.. The worken affected by the wage order of 191% were maintenance--
of.way men, the shop crafts, the clerical and lignal emptoy~ the ltation ... 
ary firemm and oilers., and ("ertain miscel1aneous employees. 
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months, increased the number of worker.; on the pa}'roll 
by a quarter of a million. or to a total of 1,858,000. Ex
cepting the years 1919 and 19W, this labor fora: is the 
largest that has even been employed by the carrier.;. 

This large increase in personnel, and wage inaeases 
granted by many of the roads to a:Itli.n classes of em
ployees, resulted in a $3 17p:xJ,OOO advance in operating 
payrolls. But this added mst was more than offset by 
increased operating receipts, with the conscquena: that 
the percentage of revenues that went to cover operating 
labor charges in 1'J23 showed a slight decline to 44-28 
as compared with 44-4 in 1922-

After 1923 railroad history was foe siI years- char.u:
terized by a steady tendency toward gn:attt output and 
stabilized revenues. The record traffic movement of 1923 
was soon surpassed. Indeed, with the exreption of 1924. 
the high point of 1923 was regularly em:eded through
out the remainder of the deade.. Such declines as oc
curred in traffic movements from one year to anot.'ler 
were rela.tivdy small, the muimum foe any I a-month 
period being s1ighdy in em.:ess of 3 per a:nt. In 1929 
the combined gross freight and passenger ton mileage 
was 16 per cent larger than siI years before. 

This increasing traffic was moved by a steadily de
clining number of workers.. By 1929 die avenge number 
of employees had £allen to 1,661,000, oe by almost 
200,000 bdow die avenge foe 1923. Indeed, in the last 
rear of the third deaJe there were fewer IneD employed 
on die roads than in 19 IO and this smaller wmting 
fora: was moving 75 per cent more traffic than had 
been moved 20 years earlier. 

Although 0per.Uing payrolls showed a downward 
trend in the period here disnJS<e<i, increasing wage I'3leS 
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and fuller employment for the labor force that was re
tained, kept the operating compensation bill from de
clining as rapidly as the number of employees. Like the 
labor force, operating compensation never again reached 
the level of 1923. The 1924 payroll was 6 per cent 
smaller than that for the year preceding, and in 1926, 
when the traffic movement attained new heights, it was 
2.4 per cent smaller. By 1929 payrolls had fallen to 96 
per cent of the 1923 figure. 

The declining payroll was in a large measure made 
possible by the marked growth in the carriers' invest
ments in plant and equipment. These admitted of a 
growing output per unit of labor employed" and in terms 
of hourly output the gross ton mileage of freight and 

OUTPUT PER lABOR HOUR, CLASS I RAILWAYS, 1920-32& 

Gross Ton 
Miles of Hours Ton Miles Index o( 

Year Freight and Paid For Per Hour Ton Milco 
Passenger (Millions) Paid For PerHoUl 

Traffic (1923-100) 
(Million.) 

1920 ........ 1,107,970 5,447 203.41 85.1 
1921.. ...... 945,339 4,147 227.96 95.4 
1922 ........ 997,357 4,318 230.98 96.6 
1923 ........ 1,181,565 4,943 239.04 100.0 
1924 ........ 1,152,843 4,556 253.04 105.9 
1925 ........ l,a29,438 4,546 270.44 113.1 
1926 ........ 1,311,595 4,697 279.24 116.8 
1927 ........ 1,299,382 4,544 285.96 119.6 
1928 ........ 1,324,198 4,329 305.89 128.0 
1929 ........ 1,371,351 4,368 313.95 131.3 
1930 ........ 1,226,450 3,773 325.06 136.0 
1931. ....... 1,034,825 3,046 339.73 142.1 

193fb .••.. •• 885,161 2,610 339.14 141.9 
193i!' ..• .•.. 688,366 2,007 342.98 143.5 

• Data (oJ' gross ton miles (rom Bureau of Statistics Interstate Commerce 
Commissioo (see note b, of table 00 pag .. 216-17). Houn paid (or, from 
H'.Et/.:i=::.!:~tate Commerce Commiuion, Statement DO. M..JOO. 

G At is shown by the accompanying table. 
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passenger car movement grew from 239 per man hour 
in 1923 to 314 in 1929, or by 31 per cent.' This in
crease, together with a declining trend in operating pay
rolls, led to a continuous fall in the operating compen
sation cost per unit of output. As will be seen from the 
table on pages 216-17, compensation per gross ton mile 
of freight and passenger mile movement declined from 
.236 cents in 1923, to .195 cents in 1929, that is, by 17 
per cent, as compared with a drop of but 4 per cent in 
total operating payrolls. 

Revenues, in the meantime, had remained relatively 
stable. In 1926, as is shown in the table just referred to, 
they exceeded those of 1923 and in 1929 they just about 
equalled the level of six years earlier. Accordingly the 
ratio of operating payrolls to operating revenues con
tinued with few interruptions the downward trend it 
had started in 1921, ending the decade at 42.6 per 
cent as compared with 44-2 per cent in 1923. 

The effects of the present depression upon the car
riers' operating labor costs are also portrayed in the 
table on pages 2 1 6-1 7. An 1 1 per cent decline in gross ton 
mileage between 1929 and 1930 was accompanied by a 
16 per cent drop in revenues. Labor forces were further 
curtailed by II per cent and the number of employees 
fell to the lowest point in 27 years of railroad history. 

Accompanying this decline in employment was an 1 1 

per cent drop in operating payrolls which for the first 
time since 1917 brought the annual wage bill of the car
riers to less than two billion dollars. This drop in payrolls 
and a significant increase in hourly labor output were 
not sufficient, however, to offset the disappearing reve
nues and despite a further decline in unit labor costs, the 
ratio of wages to operating receipts rose to a height which 
surpassed that of any year since 1921. 
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EMPLOYEES' COMPENSATION, RAILWAY REVENUES AND 

Gross Ton Miles of Compensation 
Average Number Freight and Passenger Chargeable to 

of Employ .... Trafficb Operating 
Year ExpensesD 

(Thou- Index (Millions) Ind.x (MiUions) Index 
sands) 1923=100 1923-100 1923-100 

1920 ... 2,023 108.88 1,107,970 93.81 $3,425 122.98 
1921. .. 1,660 89.34 945,339 SO.OI 2,590 93.00 
1922 ... 1,627 87.57 997,357 84.41 2;468 88.62 
1923 ... 1,858 100.00 1,181,565 100.00 2,785 100.00 
1924 ... 1,751 94.24 1,152,843 97.57 2,625 94.25 
1925 ... 1,744 93.86 1,229,438 104.05 2,646 95.01 
1926 ... 1,779 95.75 1,311,595 111.00 2,718 97.59 
1927 ... 1,735 93.38 1,299,382 109.97 2,691 96.62 
1928 ... 1,656 89.13 1,324,198 112.07 2,630 94.43 
1929 ... 1,661 89.40 1,371,351 116.06 2,674 96.01 
1930 ... 1,488 SO.09 1,226,450 103.SO 2,367 84.99 
1931. .. 1,259 67.76 1,034,825 87.58 1,965 70.56 

1931° .. l,2R4 885,161 1,708' 
19320 .. 1,041 81.070 688,366 77.77" 1,218' 71.31 

• Data (or 1921-1930 inclusive (rom Sialistits 0/ R4i1f1ul:/J,lnterttate Com
merce Commission, 1930, p.S-9; for 1931 from Preliminary .dbstrod of Slalis
tju of Common Cllfrin'J, Interstate Commerce Commission 1931, p. 14; (or 
first ten months 1931 and 1932 from Wale Slalislicl, Class? Steam RAilways 
Interstate Commerce Commission, Monthly Statement No. M..JOO. 

b Data based on gross ton miles of loaded and empty freight cars and prod
uct of average car weights and car milCl of passenger cars, sleeping, parlor 
and observation cars, dining cars, and other passenger train can. Passenger 
train car weights other than Pullman as of 1926 at prepared by the Bureau o( 
Statistics, Interstate Commerce Commission. . 

The divergence between labor costs and revenues was 
still further accentuated in 1931 when the labor force 
was further cut by 220,000 men, or 16 per cent;" the 
operating compensation bill declined by 1 8 per cent and 

• The average working force of the carrien in 1931 was 1,159,OOO;U 

compared with 2,02],000 in 1920 and .,661,000 in 1919. A decline equal 
to that which took place between 1919 and 19]1 hat never been experi
enced in the entire history of the roads. The average number of employeet 
in 19]1 was smaller than that for any year since 1901, when the too mile
age of the roads was slightly more than half of what it was in 1931. 
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Operating CompeD-
~:I:iile 

Ratio ol 
sacion per Gross TOIl Compeasa-

Mile ol Froight Itcnoue" olFroight and tioD ChaJge-
aDdP_ P_TraiIic able to 

Traffic Operating 
ExpcaseslD 

(ea. .. ) Ind"" (Mil. Inde>: (ea. .. ) Inde>: Revm ... 
1923=100 Iioos) 1923=100 1923=lOC (perea.t) 

.3091 131.14 ~.178 98.22 .5576 104.15 55.44 

.2740 116.25 5,517 81.11 .5836 lW.M 46.95 

.2475 105.01 5,SS9 88.33 .5574 104.12 44.40 

.2357 100.00 6,290 100.00 .53"..3 100.00 44.28 

.2217 96.61 5,921 94.13 .5136 96.49 44.31 

.2152 91.30 6,123 91.54 .4980 93.56 43.21 

.2072 81.91 6,383 101.48 .4867 91.43 42.58 

.2071 81.81 6,136 91.55 .4722 88.11 43.86 

.1986 84.26 6,112 91.17 .4616 86.12 43.03 

.1950 82.73 6,280 99.84 .4579 86.02 42.58 

.1930 81.88 5,281 83.96 .4306 80.89 44.82 

.1899 80.57 4,188 66.58 ._7 16.03 46.92 

.19J() 3, HZ .411; 46.90 

.llf7l 96.~ Z,66Z 73.09< .3867 93.'" 45.76 

• Data en- SUlistiu of ~s,ln ...... teCammcra:Commisoioa, and 
1931 Pr,u..m.ry .lhlr.-, of S'''';stics of c..... c:..rur.. In .... ta'" 
Cammcra: Commission, 1931, P. 14-

• Data for 1921-1930 inclusive en- Swistics of lWJ..7S. Inl<rState 
Commcn:e CoauniaioD. 1930, P. So%. 

• Fust em moaths. 
I Eotimatcd on basis ol campcnsaboo chasg.able lD operating ~ 

equalliag 94 per <eDt ol bXaI com_boo.. 
• Per COJl' offint tea-..thsof19J1. 

gross revenues dropped by more than $I,OCJO,(XX),OCJO, 

or 21 per cent. As in 1930, the continued fall in operat
ing payrolls was far from sufficient to offset the acceler
ated contraction in operating revenues and the ratio of 
compensation to revenues rose to the level of 1921, 

namely, 46.9 per cent. 
In view of the fact that the carriers' interest centers 

in the ''productive'' output of their labor force, namely 
the amount of revenue traffic that is moved, the trend of 
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Toni Carried Tons Carried Compensation Compensation One Mil. Hours Paid One Mile Index Chargeable to 

~tt~~~fI~ 
Index 

Year (Revenue For 
~~dHF:! 

Number Operating Number 
Freight) (Million.) (1923-100) Expense8 (Cents) (1923=100) 

(Million.) (Millions) 

1920 ......... 410.306 5.447 15.3 90.2 ~3,42S .835 123.1 
1921. ........ 306,840 4,141 14.0 [ SS.6 2,590 .844 125.0 
1922 ......... 339,285 4.318 18.6 94.1 2,468 .727 107.7 
1923 ......... 412,727 4,943 83.S 100.0 2,185 .675 100.0 
1924 ......... 3SS,41S 4,S56 85.3 102.2 2,625 .676 100.1 
1925 ......... 413,814 4,546 91.0 \09.0 2,646 .639 94.1 
1926 ......... 443,746 4,691 94.5 113.2 2,718 .613 90.8 
1921 ......... 428,737 4,544 94.4 113.1 2,691 .628 93.0 
1928 ......... 432,91S 4,329 100.0 119.8 2,6.10 .608 90.1 
1929 ......... 447,322 4,368 102.4 122.6 2,674 .598 88.6 
1930 ......... 383,450 3,773 101.6 121.7 2,367 .611 91.4 
1931 ......... 309,225 3,046 101.5 121.6 1,965 .635 94.1 

• Compiled From SlrlliS/its qf RajJwdys .. lntustatc Commerce Commissi.on) 1930)e1Ccept 1931 which is from the Prtliminary 
AlslrMl qf SIIJI;sl;cs qf CQl'IfmQII CIII'ritf'J, IntCl'ltate Commerce Commission) 1931. 

N 
M 

00 
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labor output per revenue ton mile of freight for Class I 
roads is here also portrayed. It will be noted that through 
1929 the same steady upward trend prevails for the hour
ly output of ton miles of revenue freight as for gross ton 
mileage of freight and passenger car movements. (Com
pare the table on page 218 with that on page 214.),Be
tween 1923 and 1929 the ton miles of revenue -freight 
moved per hour paid for increased by 22 per cent as 
compared with a 31 per cent increase in the hourly out
put of gross freight and passenger ton mileage. 

Unit labor costs per revenue freight ton mile also show 
a trend similar to that which prevailed for costs per gross 
freight and passenger ton mile. The tormer fell from 
.675 cents per ton mile in 1923 to .598 cents in 1929, or 
by 1 1.4 per cent, while the gross ton mi·leage output 
per labor hour fell by 17.3 per cent. In 1930 and 193~ 
the large decline in revenue freight tonnage, unaccom
panied by a proportionate fall in the movement of 
empties caused the hourly labor output, as measured in 
revenue ton-miles, to decrease, while gross ton mileage, 
which represents the actual work done, continued to rise. 

The failure of the sharp curtailment of the labor 
force and compensation bill to offset the radical decline 
in revenues in 1930 and 1931 led the c~rriers to serve 
formal notice on their employees in December 1931, 
advising of their intention to reduce rates of pay by 15 
per cent. This notice served as a basis of negotiation 
between a committee of the carriers and the Railroad 
Labor Executives' Association at a meeting in January 
1932:' where it was mutually agreed that the roads 
would withdraw their demand for a 15 per cent wage 

"This meeting succeeded onc held in November 1931 at which the 
Railway Labor Executives' Association presented to the carriers a program 
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reduction in return for a 10 per cent wage cut for IZ 

months ending January 31, 1933'" In addition, "with
out attaching any limitation upon the use of funds de
rived from the payroll reduction" the roads undertook 
to "make an earnest and sympathetic effort to main
tain and increase railroad employment." 

The agreement had hardly been concluded when the 
continued decline in traffic forced a further reduction of 
the labor force. As compared with an average monthly 
employment of 1,259,000 in 1931, tbe average for the 
first ten months of 1932 aggregated 1,041,000. To
gether with the 10 per cent wage reduction this decline 
caused the operating wage bill for the ten months end
ingOctober 1932 to fall toan estimated $1,218,000,000, 
or by 29 per cent, as compared with $1,708,000,000 for 
the same period of 1931." In terms of units of output 
the reduction in the payroll during the first ten months 
of 1932 caused gross ton mileage labor cost to fall less 
than 5 per cent below that for the corresponding period 
in 1931. The 10 per cent wage cut, in other words, had 
been only partially reflected in unit labor costs. Indeed, 
it. was only by means of an increase in freight rates 
that the growing margin between revenues and the wage 

of unemployment relief and employment stabilization. This program, 
which called for the guarantee of annual employment for certain cta.es 
of workers, short~d hours, compulJOry retirement insurance, and other 
undertakings for the relief of unemployment, "'at the subject of dis-
cussion at the January meeting. Although lOme of jts provisioDl were 
accepted in principle by the carriers, to date the program baa yielded 
no concrete results. 

• This agreement provided that basic wage rates were to remain 
unchanged, the wage cut taking the form of a 10 per cent deduction 
from pay checks. 

• The total com~nsatioD bill, including executivet' salaries and wages 
rhargeable to the capital account, for the first ten months of 19J2 aggre

. gated $1,296,000,000. It U: estimated that approximately 94 per cent of 
this amount Iq)re5elltrd operating compena.tion. . 
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bill was offset. Such a rate increase granted in 1932 
checked the upward movement of the ratio of the wage 
bill to revenues, and the first ten months of 1932 saw a 
slight drop from 46.9 to 45.8 in the percentage of rev
enues that went to cover payrolls. •• 

The post-war period can be summarized in the fol
lowing words. With the aid of incr~ and more ef
fective equipment, a declining labor force has been 
rendering a steadily increasing output. In terms of gross 
ton miles of freight and passenger car movement output 
per man grew by 36 per cent between 1923 and 1929 
and continued to increase even during the recent de
pression years, when the ton mileage underwent a 
marked decline. 

Prior to 1929 the growth of output, despite various 
increases in wage rates, brought with it declining unit 
labor costs which more than offset the falling unit rev
enue receipts. But in 1930 and 1931 the decline in unit 
payroll costs was not sufficient to offset the sharp drop 
in revenues, and wages and salaries absorbed a larger 
proportion of the revenues than in any year since 1921. 
Nor was the 10 per cent wage reduction which brought 
with it a 5 per cent decline in unit labor costs for the 
first 10 months of 1932 sufficient to bring the operating 
payroll back to its former relationship to revenues. Not
withstanding a freight rate increase, revenues continued 
downward to 73 per cent of where they had been in the 
first ten months of 1931 and the period ended with 45.7 
cents out of every dollar of operating revenues going to 
the payroll . 

• The failure of the 10 per cent wage cut of 19]2 radically to im
pro"" the plight of the carrien led them to p .... for further .... ge .... 
ductiona in December of that ~. Their attempt yielded no result other 
than the cont..lDuance of the 10 per cent reduction granted in '9]2 for an 
.dditional nine months in .9]]e · 



CHAPTER X 

UNPRODUCTIVE EXPENDITURES 

1i)ce other owners of property, railroads are subject to 
certain general public requirements for the common 
good. These include assessments levied for the benefit of 
improvement projects--highway, drainage, levee, etc. 
-undertaken by special districts, also compulsory ex
penditures in connection with ~nicipal park and boule
,vard developments. As a result of such improvements 
jtheyare often compelled to make improvements to their 
'own property. They are also subject to special require
ments, sometimes involving the investment of large 
sums, because of their peculiar relationship to the public 
authority as public service undertakings. 

Outlays to meet the requiremenlS11iit are imposed 
upon property owners generally are payments for the 
privilege of owning property under the protection of 
government. Certainly, they are Pbodu~ive of neithl:I
revenues nor o~ting econoIDi~,. \!t t~_o9s 
no partiCUlar ground for complaint on that accol!J1t, pro
V1'dea,trTttiiiiiiprovemeiifis not prOjected to mulct it 
as perhaps the largest owner of property within the dis
trict or municipality; (2) the requirements are fair in 
themselves and in the public interest; and (3) the bur
den is equitably apportioned among the property owners 
similarly affected. Nor may it complain because, incident 
to such improvements, it is compelled to comply with 

. special requirements, such as relocation of yards and 
freight terminals, elimination of obstructions or nui
sances, change of type of motive power, or installation of 
utilitarian facilities of somewhat more attractive appear-

222 
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ance. If such requirements are unreasonable, the courts 
may be expected to take appropriate action. 

A railroad cannot escape the fact that in most of the 
communities which it serves, its property occupies a 
conspicuous place and gives rise to especially difficult 
problems of town and city betterment. And in justice to 
American railroad managers it should be said that they 
were numbered among the first to make use of the pro
fessionallandscape architect, and that they have a good 
record as sponsors and supporters of movements for civic 
improvement and beautification. 

As a corporation affected with a public interest the 
railroad'is subject to a variety of particUlar reqwrements:
'SOm~lireiinpt~le~sratlon-:otherstlyailiiiirustratlve 
ti-ibunili:A ew of the· dlrectlegtSIauve·reqwrements 
niily'"represent "strike bills" which were not called off; 
some are covertly or openly designed in the real or as
sumed interest of railroad labor; some are calculated to 
promote the safety and convenience of employees, pas
sengers, or the public at large; some-an indeterminate 
number-represent attempts to impose restrictions upon 
specific matters of management, ostensibly in some phase 
of the public interest. The administrative requirements 
are generally those imposed by a regulatory commission 
or other public authority, whether to promote safety or 
to procure information needed for ad!Ilinistrative use. 

Numbered amon~ these specific requireme;r ar~ those 
designed to reduce or:tQr¢movethe hazar. or e m
convenienceofhighvvay_ crossmgs, and those m~Cl.(neCeS
sary by the construction of ailavlgable waterway intet
secting the railroad righ~-of-way, as well aithCiSe specify:
ing the. comptementof tra!.ru..ervice crewsl limiting the 
number of cars in a train, or providing for the installa-
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tion of certain appliances or facilities on equipment or 
elsewhere. Co~liance with s':Ich req?!.r.i!I]lJ;I).~~~me
times results in Increased revenues or reduced. oper~tirig 
costs, lJUt the net result in-the· aggregate is unprodu.ctive. 

-Of t!1ese.....partifular requirements those relatini::"to 
high~y ~rossings· arc; most QUrdensome-and perhaps 
most important, Certainly, the need is most obvious and 
obviously increasing. The situation in Wisconsin is typi
cal. In that state, on June 30, 1932, there were 9,469 
highway crossings, 713 at separate grades and 8,756 at 
grade. Of the grade crossings, 7,433 were unprotected 
except for statutory warning signs, and the nature of pro
tection at the others was as follows: wigwag 600, flagman 
198, flashlight 149, bell and lights 140, gates 119, and 
bell 117.' In view of increasing density of highway traffic 
and increasing mileage of improved roads, these figures 
indicate a contingent liability that must be faced. 

The nature of the type of protection needed in con
nection with a particular crossing is usually determined 
by the state railroad or public service commission upon 
petition of an interested party, whether state highway 
commission, local government authority, local freehold
ers, or the railroad itself. In case the situation can be 
remedied by the installation of gates or other safety de
vices or by the assignment of a flagman, the burden of 
expense is borne solely by the railroad. If a separation of 
grades is deemed necessary, the procedure is similar but 
the allocation of costs is different. Thirty states have 
statutes providing for an even division of costs between 
the railroad and the public. In the case of state highways 
the public half of the expense is generally borne by the 
state. In the case of a local road the public burden is 

I BinmiJ Report 0/ tlte Public Se""';ce Commission, 1932, p. S9. 
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sbarcd by the state and the partimlar local government 
COIICI:r'DCd. acmrding to ratios bed by statute.. In Maille, 
£(]£ aampIe, the prescribed ratios are so, 4D, and 10. In 
New York they were so, 25, and 25; by n:a:nt legisla
tion they have been bed at so, 49, and I. In some states, 
noIably, California, Idaho, New Hampshin; and WIS
consin, the statute anthorizes the state ~on to de
termine the apportionment of the total expense burden 
among the senral parties in interest.. This represents an 
adwnce in legislation, since informal agreements are 
made possible and provision is made for the exercise of 
discretion by a responsible public body which is in a p0si
tion to inform itself as to the equities involved in each 
particular c:ase.. The present New Yon: law seems doubly 
defecrivc; rust, in its rigidity, and second, in the induce
ment which it offers to local anthorities to initiate proj
ects without incurring liability for more than a negligible 
share o£ costs. 

Even if the railroads were to be fairly treated in the 
matter of crossing eliminations, they would still be sub
ject to heavy burdens for installation and maintenanre of 
safetyappliance; and also for the wages of flagmen, whose 
service is quite,ilS directly for the public benefit as is that 
of the traffic officer on t1e public payroll 

It should be observed, howcftr, that the lessening of 
the hazard incident to operation is of direct but inde
taminate benefit to the railroads, since it relieves them 
of a heavy potentialliahility for damage and personal in
jury claims. An expenditure, itself ~uctive of either 
revenne or ~ economy. mayt;;; ~ 
in part bY the tuaaen e:IeiiiCDt of liability insurance. 

The need tor trad elevation ~y arises from 
the growth of cities, to which the railroad has contributed 
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and from .whichjt..has already b_e!!efited. Each project 
gives rise to special problems. Many are initiated by the 
railroads themselves, and there is an eIemc;n~efit 
to the railroad in all of ~m,.whetherUndertaken vol un
tarUyor under compulsion. That they include some items 
of expense not directly productive,isimmateriaY;asSum
ing that tll~ CQ),lIts ma~ be~9n to protect the _rail-
road &om undue exactions. '. 

To1ii1pose-upon a railroad the costs of construstion or 
alteration of bridges made necessary by the opening or 
improveme~torwaterways intersecting its linejs diffi
cult to defend. Disregarding the fact that the chief 
beifelidary.·-is7 direa·competitor for ~c,here is a 
disturliiiice-of an established physica:c:~nt for
whim tner~1f<>"aals1nno way responsible and 0lltDYhic.h. 
thelll11dent investor in railroad securities could no!..!>e 
expe.cted to anticipate._ ' .. 
"The extraex~nditures r!qIlired. by train-limit-and 

fulb;rew laws represent a forced railroad contribution to 
!aijroadJ.abor.:..Mo~t of them go out through !he payroll. 
As to the operative justification for assigning an adequate 
number of train-service men to train crews, there can be 
no question; but this is the proper funct~n of manage
ment. If there is need for an official check upon the judg
ment of the management in this matter, the state regula
tory commissions are available for that purpose. Cer
tainly, the proper way to decide the question is not 
th~egi&lativ:e prescription, enacted in response to 
the concentrated pressure of group interests. 
-Y~~t)a~s ~ even less j~sti./i-=.able. ~ 
h!l§§ucha.lawwhich.ls~owthesubk~atta~:~ 
is to reqwre . .the..Qr~king down.of freIght trams auhe 
st~t~ line, operating across the state in two sections in-
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sreadof one, and reassembling at the other state line. The 
anticipated effect of this measure in lower aaident figures 
has not appeared. 

Published official statistics are not helpful as a source 
of information as to the extent of expenditures deemed 
unproductive in nature. In the aa:ounts from which they 
are derived such a distinction is not called for_ Therefore, 
the desired information is available only through a proc
ess of analysis and appraisal Such an analysis has been 
made at the request of the Advisory Committee of the 
Association of Railway Executives and the result has been 
presented in a report published by the Association..' This 
report is frankly intended as the basis of a special plea. 
but it is neverthdess valuable as indicating to the public 
the managers' estimate of the burden which their rail
roads have to bear. The total6gures (Class I railroads) 
from that report are given bdow in round amounts, 
classified as to capital and current outlays: 

UlfPIlODUcnvE PIlOPOllTIO!f OF CosT OF PIlOPEIlTY 

CHA!ilGES JU(J) U!fPIlODUcnVE CHAIlGES FOil 

MAnrrE!fAlfCE JU(J) OPEIlATIO!f, 1927-31 

Capital Outlays Current Expenditures 

~C.'oosing 
Elimination ....... $'122,857,000 

Other Croosing 
Protection . 10,134,000 

Grading, 
Paving Sidewalks 
etc. . 6,573,000 

Tr.ack E.kvatioo . . .. 24,514,000 

$ 29,901,000 

98,277,000 

14,4S7,OOQ. 

2,286,000 

:I N"'~ ~ E~ '927-'91', Odober 2..f.t, 

"J".pp. 
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Capital Outlays Current Expenditures 
Civic and Public 
Improvements 

Navigation 
Requirements ..... 

Train-limit and 
Full-Crew Laws .. 

25,126,000 

19,732,000 

Other Items. . . . . 14,927,000 

Totals ........ $223,866,000 

9,777,000 

5,556,000 

33,310,000 

19,302,000 

$212,871,000 

Excluded from this table is an item of $9,564,000, 
representing the aggregate estimate by twenty railroads 
of the unproductive expenditures made by them for the 
installation of automatic train control systems. This item, 
in the opinion of the Association, is in "the twilight zone 
of doubt"; it is, moreover, incomplete, for some report
ing carriers having such systems failed to classify it 

. /~ong the unproductive figures in their returns. 
\..~T~can 11.0 long~..serve as almoner-at-larg~ 

Whatev~.th.t!u~.cts, the idea persists in a se~on of the 
publiC-mind that _the railroad is a monopoly-that mo
nopoly implies ability to accumulate largeJu_n~, and 
that the possession of large funds carries with it -tlie 
power to evade the payment of an equitable share toward 
the suppo~f governme!lt. However these aSSUmptions 
may have been justified in th~p-ast with reference to par
ticular nulroads under particular circumstances, they are 
not true to-day. Public regulation has been effective in 
preventing !l.1!!:.~s(ma:bf~.:charges f~~servlc~ng 
agencieS: of transportation have arisen to take ·a~...ay busi
ness; and. the ,tax-gathering arm..<>f gQYernment has be
come strengthened-..Raifroad accounts are now matters 
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of public rec,?rd, ~<;l th.ey disclose no swollen surpluses 
out of viltich.-Y!1r!!asonable demands may be met. 
~ilroaciJ-herefOrJ:.~no -longer be reg:ircfed as an 

ever-available sOurce of financial support to projects for 
th~Dlenefit of otherjJlter§t$~~ssmeE~~ 
r21Troad Pr.~~l!.t vli:!uations out of:1fne-~th those 
placed upon simihirproperty otnerwlSe own.c;.4,.gnn_ot be 
continuedln:aennitely. Creatlon of speclar-taxing districts 
pai'al:te1ing a ngFlt-of-Way will sometime come to be re
garded as a poor way to provide schools and other 
agencies of social betterment. A realistic examination of 
the system of preferential fares for clergymen and other 
favored groups would at once reveal it!; essential inequity 
toward the non-privileged passenger as well as the car
rier. 

SIngly_these abus~ may have little effect upon rev
enues aSa.\Vholej but authOrized as they "inar be by law 
and sanctlOneCf"bflBllge)they-are unjust In tllemSelves 
andtn=!slsrent.witli.thi1I>!:!~ciple £:fthe Transportat!9n 
Ad of ~_ that it is the proper business of go~ernment 
to seethafi· oaltrevenues becon:serV~dandthAt rail-
roa edit be maint"iuned., - . . 

"ProTection ·or~traleling public may be expected 
sometime to force recognition of a new principle of shar
ing the cost of grade-crossing elimination upon a fair 
basis, perhaps that of relative benefits as measured by 
relative use. 
Th~ for a new public policy in this matter 

to meet the neeOsohlie preseiiffraiiSpOitation ·sitUation. 
So long as we hadliillm.provedi'oad5,used by horse
drawn vehicles, and railroads inadequately equipped 
with safety appliances, there was no question as to which 
user of an intersection was responsible for the hazard, and 
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an equal sharing of the costs of separation of grades may 
have been even too favorable to the railroads. Train 
operation to-day is safeguarded by a multiplicity of con
trol devices, while on the modern highways, the density 
of high speed motor traffic is productive of hazards that 
are reflected in the mounting figures of accident reports. 
Common fairness would indicate that since the highway 
user is becoming increasingly responsible for creating a 
hazard, it is incumbent upon the state, representing the 
police power, to assume a greater share of the burden 
incident to its elimination and to apportion the public 
share fairly among the several levels of government 
within its jurisdiction. Hazard, however, is not the sole 
reason for crossing-elimination projects; there is also the 
impatience of motorists at the delay of highway traffic 
occasioned by the closing of crossing gates or by the 
normal stopping of trains at intersections. 
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TAXATION 

Of all items of business costs, taxes are farthest re
moved from the direct control of business management. 
Other expenses and charges are incurred under contr:ic
tual arrangements which are made in accordance with 
the financial and operating policies of the various in
dustries. Taxes are colIlP!4>ory exactions, the arpQl!!:!JS 
and charaeti!r1stics of which depenaii£Onihe r~
neeas-ana:-t~! po~~TtJlegovernmentSTevrii!ttJ:t_c;.m. 
Adjustment of tax costs, therefore, would necessitate a 
change in government policy with respect either to ex
penditures or. to the apportionment of the tax burden, 
or in tax administration. I .; 

-rn: the re-war riod m tition of other trans-
portation age~ \yltlUA~ __ il.t:qa was ~ __ §uc:h small 
proportions that L .as generally believed to be a matter 
of retative Indifference to the railroad companies them
selVes Wit-eilier -their -tiiieswe~e large oi small, since they 
COUI!!~_co,,-ere.a,-~o.~?g .with a r~~onable return to capi
tal, by raf~xearthiJflhe lImIts of what the traffic 
wOul~.me~nd"fOr r#road sel"Vlce was relatively 
i~aniGDcreases in the taxes were presumed to be 
shifted to assen rs and shIppers in the form of hIgher 
rate policy wjL@pect to r oa 0 seaOnth~ 
proportioningJitthe tax b~tween the patrons of 
the railroads and the general ~ayers. 

Developments of the last decade have brought a con
traction of the range within which railroad rates may be 
varied without exceeding~.~.uJ:te ~ffic..willbear, and 
have reduced the monopolisti~. ad\'::1!Ita_~ ~hi~h the 

23 1 
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raiJroads formerly enjoyed. Serious competition in the 
fo~ctWatei--iransportation has come into 
existence, and tpc increase~~not easily absorbed b[E~te 
. increases. This ~new aspect i~~ailroad 
tax problem. It means that the railroad companies them
serves mustJ)e preparro.to absorb all or part of the pres
ent tax burden,or of any increase in the tax burden. It_ 
inkc;t:s the-competitive element into the formulation of 
tax policies relating to the raiJr~. No -longer can tax 
meaSureS be judged with reference solely to their effects 
upon railroad patro'1s. Their effects on the financial 
standing of the railroad_companies as private industries 
must be considered and this involves -the competitive 
relati()nyf the L~ilroads and ~i:herToTmS-~f transpor-
tatiQIl.-. ----- --
--])epression has intensified the acu~I!!l~~_9t!!!e.rillroad 
tax problem~hidr-had been developing over a Ignger 
penod.-Ev"en in normal times, tax syste-ffis cannot be 
fOrmulated to attain the ideal of producing the needed 
revenues within the minimum dislocation of private in
terests, but changes in the financial fortunes of various 
classes of taxpayers are sufficiently gradual to permit 
adjustments in tax laws or business arrangements which 
will overcome the most acute tax problems. In a business 
depression the distribution of tax burdens among mdus- -. 
tries IS subjeetl:ii ·violent dislocations, occasioneanot so 
mu~h by changes in the amount_(lLtaxes to bepaid as by 
the rapid and irregular variationS in earnings. 

This chapter will consider the relation of existing taxes 
to the earningsan_d.$opert}': . ..oLthe railroa<!s an=aap:
pTiiSeth~Oad tax burden in the Iignt of the tax bur
dens on other industries and property. Attention will 
also be given to geographical variations. For this study, 
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the period 1911 to 1931, excluding the abnormal years 
of government control 1918 to 1920, will be employed. 

L TRENDS OF FEDERAL AND STATE TAXATION: '9"-'93' 

In this section we make a comparison of the character 
and amount of the taxes collected from the railways by 

R&n.WAY TAX Acca.UALS,. FEDERAL AlQ) Locu,. 1911-31-
(In thoOsauds) 

Year" U. S. Governmen,. State and Local Total" 

1911.. •..... ... S 4,871 $ 99,939 $104,810 
1912 ......... 4,862 111,351 116,2111 
1913 ........• .. 4,908 119,294 124,202 
1914 .•... ----.- 4,110 132,336 131,106 
1915 .•........ 4,273 131,169 135,442 
1916 •........ ... 5,1170 .141,084 147,054 
1917 ......... .. 57,957 157,189 215,146 
1918 ......... 53,508 170,081 223,5115 
111111 ..... .. ... 41,742 190,641 232,383 
11120. -_ ... - ... 50,542 232,208 282,750 
11121. ........... 38,898 238,257 277,155 
11122 .•. 52,649 248,765 301,414 
1923 ......... ... 77,700 254,370 332,070 
1924 ...... -- .. - 74,_ ~~;~ 341,527 
11125 ..... . .. 87,680 3511,370 
1\126 .••......... 109,817 2111,935 389,753 
11121 .•..... .. 86,031 291,007 377,039 
1928 .••.. .... 89,277 300,715 389,9112 
1929 ....... ---_. 90,691 306,565 397,256 
1930 .... ..... 40,986 308,221 349,207 
1931. ....... 10,_ 293,100 303,504 

• Compiled from SlIfIislics of RIIilmtl:ls i" 1M U,,;leJ SltIkS, 1911-31. nata 
are for Class I railways and their non-operating subsidiaries euept that prior 
10 1917 switchjng and terminal com~es are no' included. Data for 1911 
and 1912 include non.operating subsidiaries of all roads. Those f.,. 1913-16 
include IlOD-Operating subsidiaries of Gus II carriers. 

• Years ending June 50, prior 10 1917; beginning with 1917 calendar years. 
• U. S. Govenunen' taxes prior to 1917 .... chielly special excise ""'eo. 
• Excludes taxes paid to foreign governments, and a few very small items 

DOt allocated. to state or federal goVerJIDleDt. 

the United States Government, with those collected by 
the states, municipalities, and other local taxing units. 
Railroad financial reports classify railway tax ac
cruals as "due to the United States government" and 
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"all other.''' The preceding table shows the growth of 
two types of taxes for the years since 1911. 

I. Federal taxes. During the last 20 years, federal 
taxes have included levies on net income, excess profits, 
capital stock, sec~rity issuance, and miscellaneous activi
ties. Taxes on some form of net earnings, however, have 
contributed the bulk of federal railroad taxes and now 
constitute practically the whole amount. 

I t will be seen from the table above that in the period 
of business expansion extending from 1911 to 1926, fed
eral taxes increased more rapidly than state and local 
taxes. This was partly because of the increase in railroad 
net income and partly because of upward adjustments 
in the federal tax rates. On the other hand, federal taxes 
account for the major part of the reduction of railroad 
taxes from 1929 to 193 I. Preliminary figures of 1932 do 
not separate federal from other tax accruals but it is 
certain that federal taxes will show a decline in 1932 
even below the modest figure of 1931. 

FederaL taxes place on the railroads a burden of a 
different character Irani -that of state and local' taxes:
Theamounts of the federal income ta~~ v;ry with the 
profit~ ~f the roads. The property and gross ear~ings 
taxes of stafes-linOIocalities continue at about the same 
amount whether profits are large or small. Even if the 
amounts of the tWo classes of taxes werethe same-fora 
relatively long period, the burden of the .net income 

I Aggregate ta-;es~of'ci~ I railwaya-J'total tax accruals"-include 
"railway tax accroaIs," "taxes on miscellaneous operating property," and 
"miscellaneous tax accruals." "Railway tax accruals" coDltitutc the main 
item; taxes OD miscellaneous operating property and milcellaneout tax 
accruals at the maximum (1921) amounted to only $7,000,000 and have 
averaged about $S,ooo,ooo since that time. The railroads at property 
owners also pay special benefit assessments for street paving, lewen, drain· 
age, irrigation, etc. These charges are considered in Chapter X. 
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taxes is easier to bear because of its automatic adjustment 
to-aleability of the rai.4;oads to pay. 

By their automatic adjustment to the profits of in
dustries and individual companies, federal income taxes 
result in a minimum of disturbance to existing competi
ti~!!?'?:!!§o Under the federal.Jl!<:ome tax, rat1m~ 
~e given the sam~ as ~eir competitors and \ 
other corporations accor~e..prQfit t~t..l)l:private r' 
fi~ce. But, because they require large investments in I 
tangtble property and because their operating ratios are I 

comparatively high, railroads are subject to dispropor- ! 
tionate burdens on their net earnings under property or 
gross earnings taxes, as compared with industries whiCh 
use relatively little fixed capital. 

Measures of the burden of federal taxes on the earn
ings of the railroads as an industry have a peculiarity not 
present in those of state and local taxes. Federal income 
taxes are pai<i onlyw~en there is net inco~d~y by 
the railroads making net mcome •. Unprofitable roads 
pay no fed . m a whether their defiets ar~ 
s or large. F()I" the railroad industry as a who e, the 
net mcome ist'lle differenceoetweentliepronts and ro:ss-es 
of the mdivtCfuaI ratlroad c9m2a'!iesLThUs,lTthe -net in
come and tederal income taxes of the profitable roads 
remain the same in two successive years, the burden of 
federal taxes on the net income of the industry may be 
increased or decreased by the variations in the amount 
of loss suffered by the unprofitable roads. fu~~n prop
erty an~!Ig.s, on the other hand, are paid by 
an-ope~ wh~ther_theyearn profits or 
s~~~and the burden of these taxes on. the net 
incomeof the industry is the resUltant of the combined ,,-----. '.. .-- . .. . .. - - .. --
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~elation of the taxes of all companies to their net income. 
In the period'1911-191-S and again in 1931, federal 

taxes amounted to about 3.S per cent of the total taxes 
on Class I railways. In the intervening period, however, 
there was first an expansion and then a drastic contraction 
in the relative importance of the federal taxes. They in~ 
creased from 3.S per cent of the total tax bill in 1911-IS 
to 22 per cent in 1926-30 and declined to 3.S per cent 
again in 1931. 

Although fede.r~l.!lllfC!s have amounted to substantial 
sums during t1Ie last 20 years, they are a factor of sec
onda~~ce inth~ _r~ko3.(tt_~~06Iem. 1'IiiL 
have neveLamoiiD.tea_t~ more than one-fourth of the 
taxe~aid byJ::!;iSS I railways, and duririg tlie-depression 
they have been reduced to less than $10,000,000 and to 
only 3.5 per cent of the taxes imposed on railroad com
panies. 'Even when substantial in amount, federal taxes 
are-derived only from those companies able to pay them 
and consequently do not aggravate the financial diffi
culties of the industry, which largely center upon the 
unprofitable companies. 

2. State and local taxes. State and local taxes are the 
p~al factor i~ the railroad tax problem: ~Q 
years, they-liave-amOUmeUfO three-lourths_or more of 
~liPaid by the ~lroads,As long as it cantinlle5 to 
operate, no railroad can escape these exactigns~While no 
taxes,-whether federal, state, or local, are easily borne, 
state and local taxes because of their magnitude and their 
disregard of variations in earnings give rise to most of 
the tax troubles of the railroad companies. T~ 
ticularly so in these ti.mes-OLlinanciaI emergency. 
T~~Ik of state and local t~~~1fover 9~_ 

per cent-are a~t.o:~em-p~~e~~~xes ~r ~earn-
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ings taxes levied in lieu of ad valorem taxes. While rail-

roads pay caPl~~:a~_mileage. and other 
miscdlaneous taxes 0 they are not large in the 
aggregate and amount to only a smallperrentage of the 
state and local tax burden. 
W~eristlclnfie;.bi1ity~o~c:h:!!t~ in lxtsi
n~t~and local taxesjru;rease~lin_ev~ 
year, except 1915, from 1912 to 1930 inclusive-In spite 
of the ~ they were $1,000,000 higher m 1930 
t:I!liiiiiiI929 andm 1931 feu below £he le.dutI929 by 
only $14,000,000. Only preliminary figures for 1932. 
are now available and these show a further reduction in 
all railway taxes of $2.9~ from 1931 to 1932.. 

D. T.'lX BUltDE.." OF CLASS IIt.'\JLWAYS: 1911-19]1 

Whether the ~ burden on a raily.tycommm~ hea!'Y 
~ndS not only u~n the amounllf~~A. 

upon the relation of the taxes tQ. the ~ 
61iSiness and propertY oTth~ The tax burden may 
be'J:eaiiiXd in spite of an maease in taxes by a greater 
increase in earnings or property. Moreover, no one meas
ure of the tax burden is adequate for a sound judgment 
on all considerations involved. Net earnings are the most 
significant measure of the tax burden from the point of 
view of the financial interest of the railroads. But prop
erty investment or the volume of business must be taken 
into consideration if appraisal is being made of the fair
ness of the railroad tax burden according to the prin
ciples of existing tax laws or according to the tax burden 
~ other property and business.. 

For these reasons, the tax burden of the railroads 
should be studied in the light of all pertinent measures 
of railroad finance and operations. An additional reason 
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for such a broad study i's the fact that it will disclose the 
character of the influences which have affected the rail
road tax burden. t'fhe factual information for such a study 
has been derived'Irom the financial reports of the rail
roads, published by the Interstate Commerce Commis
sion." The most important adjustment in the data has 
been the segregation of all items of railroad taxes into a 
separate category which is treated as the last deduction in 
the income or operating statement. Thus, all earnings 
items considered below, except net income after taxes, 
are amounts before deducting tax payments.' Property 
investment consists of the investment in road and equip
ment, improvements on leased property, materials and 
supplies, and cash, less accrued depreciation, of both 
Class I railways and their non-operating subsidiaries. 
Taxes which are compared with property investment in
clude both the taxes of Class I railways and the railway 
tax accruals of their non-operating subsidiarie? 

2 No serious lack of comparability in the data is occasioned by the 
changing number of Class 1 railways, nrst because the railways which 
pass into and out of Class I arc of relatively small importance, and aecond 
because the tax burden is measured by the relation of taxes to the various 
earnings and property investment items of the same yean. The absolute 
figures for taxes and for financial items are, however, sligbtly affected 
by variations in the number of railroads included in Class I from year 
to vear. 

~I Other statistical adjustments which should be noted for a proper 
understanding of the following romparOOm are: Revenues from mi&
cellaneoo. operations have been combined with railway operating rev
enues, expenses of miscellaneous operations have been combined with 
railway operating expenses, and uncollectible railway revenues have 
been included in operating expeJUeS. No adju.tment has been made for 
depreciation which i. reported as an operating expense. The acrounting 
for depreciation varies among the roads, but, generally speaking, sub
stantial depreciation is charged against equipment but only a tmall al
lowance is made for depreciation of other typ~ of railroad property. 
It was thought that less error. would be involved in retaining depreciation 
as an operating expense than in shifting it to deductioDl from grOll income 
although other industries with wlUch comparison is made have a 100. 
atantial charge for depreciation of real property in their deduction .. 
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TAXES, EARNINGS, PROPERTY INVESTMENT, AND TRAFFIC 

CLASS I RAILWAYS, 1911-1931 
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I. General trends. Exce'p~ssenger traffic, the 
taxes, earnings, traffic and property investment Of rail
roads have generally increased over the last twenty 
years. Not allitems have had precisely similar trends, 
but the characteristic movement, as indicated by the 
chart on page 239, has been a steady increase from 191 I 
to a peak in 1926, a flattening of the trends from 1927 to 
1929, and a sharp downward movement in 1930 and 
1931. 

Certain of the items do not share in the characteristic 
trend mentioned above. Passenger mileage, for example, 
reached a peak in 1917 and thereafter declined steadily 
to a lower level in the last three years than existed prior 
to the World War. Revenue freight ton mileage, taxes, 
and prop-erty investment, on the other hand, continued 
their upward movement until 1929. 

During and immediately after the war, the adjust
ments which took place in the rates and business of the 
railroads changed the pre-war relationship of revenues 
and expenses. While operating revenues and operating 
expenses increased together to a maximum in 1926, their 
rates of increase were dissimilar. These differences in 
rates of increase and unequal increases of non:.operating 
income and deductions from gross income had important 
effects upon the net operating revenues and net income 
of the railroads during the last decade. 

Differences in the rates of change of the several rev
enue and expense items account for a substantial part of 
the variations in the railroad tax burden during the last 
twenty years. Taxes increased 298 per cent from 1911 to 
1926, but operating revenues increased only 132 per cent 
and non-operating income only 32 per cent. Operating 
expenses increased only 146 per cent and deductions from 
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gross income only 61 per cent. During the period 19II 
to 19z6, therefore, the growth of taxes greatly exceeded 
that of other items of revenue and expense and the tax 
burden was thereby greatly increased. But the tax burden 
was further aggravated by a more rapid increase of ex
penses than of revenues. 

In the period of declining business after 19z6, the 
differences in the changes of taxes and other items are 
even more marked. By 1931, the net increase of taxes 
over 19II was ZIZ per cent as compared with z98 per 
cent in 19z6. Property investment, non-operating in
come and deductions from gross income continued at ap
proximately the 19z6 level, but freight traffic, and oper
ating revenues were at a level in 1931 almost two-thirds 
below that of 1 9z6. Consequently the railroad tax burden 
has risen rapidly to higher levels in the last five years. 

z. Taxes· compared with operating re'1Jenues and 
net operating income. These differences in the changes 
in the items entering into the income statement of the 
railroads have affected most acutely the tax burden on the 
net earnings. To indicate the relative influence of operat
ing expenses and of taxes upon the net operating income 
of the railroads, the chart on page z4z is presented. 

In this chart, both operating expenses and railway tax 
accruals are shown as percentages of the operating rev
enues. The space between the two curves represents the 
percentage of operating revenues which was left after 
payment of operating expenses and taxes for a return on 
the capital invested in the railroad industry. It is evident 
that variations in the operating expenses have accounted 
for more of the variation in net operating income than 
have taxes. As a percentage of operating revenues, oper
ating expenses have varied widely from year to year. 
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Taxes have increased steadily but, as compared with 
operating expenses, the increase of taxes has been gradual 
and steady. Thus, variations in the tax burden on net 
operating revenues, or on net operating income have re
sulted largely from the different proportions of operat-

RELATION OF TAX ACCRUALS, OPERATING EXPENSES AND 

NET OPERATING INCOME TO OPERATING REVENUES, 

CLASS I RAILWAYS, 1911-31 

ing revenues absorbed by operating expenses from year to 
year. The improvement in operating efficiency indicated 
by the decreasing percentage of operating expenses to 
operating revenues from 1921 to 1929 tended to reduce 
the tax burden on net operating revenues in spite of the 
steady increases in taxes. From 1929 to 1931, on the 
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other hand, operating expenses took increasing percent
ages of the operating revenues and drastically reduced 
the net operating revenues available to pay taxes. 

Taking the last decade as a whole, the railroad tax 
burden has been placed on a higher level on account of 
the larger propo~on of operating revenues needed for 
operating expenses than was the case before the war. In 
spite of the decline in 'the percentage of operating ex
penses to operating revenues from 1921 to 1929, it did 
not fall below what it had been before the war. Rate in
creases during and immediately after the war, therefore, 
did not increase operating revenues proportionally with 
operating expenses, and tax burdens on net earnings have 
been on a higher level in the post war period not only 
because of higher taxes but also because of the smaller 
percentage of operating revenues left for net operating. 
revenues after the payment of operating expenses. 

While the tax burden on the net earnings of any in
dustry is higher than that on the gross earnings, it is 
worth while to emphasize the degree to which this is true 
in the case of the railroads. From 192 I to 193 I, only 
from 5.6 to 29.4 per cent of the operating revenue was 
left for net operating revenue, out of which taxes were 
still to be paid. So large a proportion of operating rev
enue is required for operating expenses that small' 
changes in the tax burden on property investment or 
gross earnings are nc:cessarily multiplied into burdens 
three or four times as heavy on net operating revell:ue. 

3. RlZtios of taxes to earnings, property ;nvestme~'t,.,. 
and traffic. By means of the percentage ratios of taxes . 
to the significant items of earnings, property investment, 
and traffic, the variations in the tax burden on railroads 
resulting from the trends and relationships noted above 
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may be studied in more detail. The chart below presents 
the ratios of different categories of railroad taxes to se
lected financial items for the period 1911-31. 

RATIOS OF TAXES TO EARNINGS AND PROPERTY INVESTMENT 

CLASS I RAn.WAYS, 1911-31 
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During the last decade, the state and local tax burden 
on property has varied little. The burden on operating 
revenues has gradually increased. Yet, the burden on net 
operating revenues and net income declined until 1929, 
and then moved rapidly upward. The wide variations in 
the state and local tax burden during the entire period 
have therefore come not from similarly wide variations 
in tax payments but from the changing relationships be-
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tween operating expenses and operating revenues, and 
between fixed charges and net operating revenues. 

Over this 2o-year period, state and local tax burdens 
have largely controlled the trends in the total tax burden. 
Moreover, the federal tax burden is essentially differ
ent from the state and local tax burden. There is a simi
larity in the movement of the federal·tax burden on all 
items of earnings and on property investment throughout 
the period. Varying with the net income of the railroad 
industry, federal taxes ignore the inflexibility of liperat
ing earnings and property investment. State and local tax 
burdens, on the other hand, generally move oppositely 
to the movement of railroad net earnings. From 1921 to 
1929, state and local tax burdens on earnings declined 
while the federal tax burden on' earnings was generally 
increasing. From 1929 to 1931, state and local burdens 
rose rapidly while federal tax burdens declined even 
more rapidly. The relative stability of the state and local 
tax burden on property is translated into a burden which 
increases when earnings decline and decreases when 
earnings rise. 

Summarizing the foregoing analysis, it is clear that 
the increases in taxes levied against the railroadsJla.ve 
not been offset.by comn:;-ensur~creases in earnil}gS-Or 
pro~ ffiwstment. The principal factor in the problem 
is the state and local taxes which make up the bulk of 
the railroad tax bill, and which do not adjust themselves 
to the changes in railroad earnings. The tax liability ,has 
gradually~bsorbedmore and more of1ne earni~ avail .... 
ablefOr capital ch~g~ an4h~ thus ~ ~n~gmYat!~g 
influence in-tne-lIilancial di~cul~ of the industry, ~ ... 

These data do notprovi e, 0 course, any convincing 
answer to the important question as to whether the rail
roads can continue to carry their present tax load and 
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continue as a private enterprise. It is certainly true that 
the inflexible tax requirements imposed under property 
or gross earnings taxes constitute a more serious threat to 
the continuance of net operating revenues at a level ade
quate to sustain the capitalized values of outstanding 
securities in the railroad industry than in industries which 
pay largely net income taxes and which have relatively 
low operating ratios. However, rehabilitation of the 
finances of the railroads cannot be effected by tax reform 
alone but involves the other more difficult and important 
problems of readjustment in operating expenses and 
fixed charges to the reduced levels of traffic and operat
ing revenues. 

III. COMPARATIVE TAX BURDEN: RAILROADS AND 
OTHER INDUSTRIES 

From the standpoint of government finance, railroads 
are but one class of taxpayers, and tax systems are formu
lated to produce the needed revenues by Jevies appor
tioned equitably among all classes of taxpayers. Whether 
railroad tax burdens are high or low is one question when 
viewed from the standpoint of railroad finance and an
other when viewed from the standpoint of government 
finance. In the latter case, the question depends on 
whether the burdens on railroads are higher, lower, or 
equal to those on other property and business. Evert if 
the tax burden is equitable it remains to consider whether 
the tax burden as a whole, because of its sheer magni
tude, is beyond the ability of private industry to bear. 

Comparison of the tax burden on the railroads with 
that on other industries has definite limitations. Statistics 
are available for only a limited number of industries 
and types of property. Where statistics are available, 
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their comparability is affected by the accounting proce
dures by which they were compiled and 'consolidated. 
Furthermore, an appraisal of the tax burdens of two or 
more industries must take into account the incidence of 
different taxes. Where taxes are passed on in higher 
prices, as the federal tobacco tax is, the tax burden on an I 

industry may be lower than that on another industry 
which is forced to absorb its taxes. The measures of the 
tax burden of the two industries are identical, but the 
incidence of the taxes obviously is not the same, even 
though we cannot measure the difference statistically. 

The greatest difficulty in the comparison of the tax 
burdens of different industries is presented by the burden 
on property values. So large a part of railroad taxes are 
assessed according to property owned that omission of 
comparisons of burdens on property would be unfor
tunate, but it is here that our statistical diffiCulties are the 
greatest. Property tax laws in general provide for as
sessment according to the true cash value of the property 
taxed, that is, the value determined by the bargaining of 
able and willing.buyers and sellers in free and open mar
kets. For the property of railroads and other incor
porated large-scale industries no such value exists; hence 
tax administrators are forced to substitute constructive 
market values for actual market values in assessing com
panies in these industries. No statistics of these construc
tive ~arket values have ever been compiled. In compar
ing tax burdens of railroads with other public utilities, 
we have used the book values of the properties, shice, 
these data are reasonably comparable with one anottler. 

But in the case of farms our statistics of value are based 
on market values which fluctuate from year to year with 
changing market conditions; hence they are not at all 
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comparable with book values of the property of the 
railroads which are not adjusted for changes in the price 
level of similar properties. Likewise current estimates of 
national wealth reflect year-to-year changes in prices and 
are not comparable with any figures we have for the 
value of railway properties we have therefore made no 
TAX BURDEN ON CLASS I RAILROADS COMPARED WITH THB TAX BURDEN ON 

NATJONAL INCOME, 1913, 1921-30 

Percentage Ratios Index Numbers 

Year All Taxes to Railway All Taxes to Railway 

National Tax Accruals National Tax Accruals 
Income-- to Nct Value Income to Net Value 

Product'> (1913-100) Product 

1913 .... 6.4 4.6 100.0 100.0 

1921. ... 16.2 6.2 253.1 134.8 
1922 .... 12.4 7.0 193.8 152.2 
1923 .... 10.1 6.6 157.8 143.5 
1924 .... 10.9 7.1 170.3 154.3 
1925 .... 10.0 7.2 156.2 156.5 
1926 .... 10.7 7.5 167.2 163.0 
1927 .... 11.4 7.6 178.1 165.2 
1928 .... 11.3 7.8 176.6 169.6 
1929 .... 11.5 7.7 179.7 167.4 
1930 .... 14.4 8.1 225.0 176.1 

• Based. on estimates of the National Industrial Conference Board. 
b Net value product is difference between operating revenues and expen

ditures for materials, supplies, and miscellaneous. Railway taX accruals in
clude those of nOD..operating subsidiaries. 

comparisons of the ratio of taxation to property value as 
between railways and farms, or railway property and 
national wealth. , 

I. Tax burden on railroads and on national income. 
There is presented in the table above a comparison of 
the ratios of railway tax accruals to the net value product 
of Class I railways and of the ratios of all federal, state, 
and local taxes to the estimated national income of the 
United States for the period 1913 to 1930. The railway 
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tax accruals of the railroads include the amounts of these 
items reported by non-operating subsidiaries. Net value 
product represents the contribution of the railroad in
dustry to the national income. It consists of the differ
ence between operating revenUes of Class I railways and 
the amounts of their purchases of materials and supplies 
from other industries. This item for the railroads cor
responds to the "net value added by manufacture" re
ported in the Census of Manufactures. It provides the 
most significant measure of the tax burden on the railroad 
industry for comparison with that on the national income, 
since the national income as a total consists of the sum of 
the net value of the products and services produced by all 
kinds of productive enterprise. 

In none of the years shown are the ratios of taxes to the 
net value product of the railroads as high as the tax 
burden on national income. Generally, the railroad tax 
burden was less than three-fourths that on national in
come. While this discrepancy in levels of burden is sub
stantial, its significance is small, since it may be due en
tirely to the differences in the measures employed. The 
comparison of significance is between the trends of these 
burdens. The railroad tax burden increased less from 
1913 to 192.1 than did the burdens on national income. 
This may be partly explained by the greater fall in na
tional income in the depression of 192.0-2.1 than in rail
road net value product. 

There is a somewhat different relationship during the 
last decade. Measuring from 1913, the railroad tax bur
den had increased less by 192.1 than the general burden 
on national income. However, the wide spread between 
the index numbers of 1921 and 1922 was gradually nar
rowed by a less rapid decline in the railroad burden than 



250 AMERICAN TRANSPORTATION PROBLEM 

in the general burden until about the same level was 
reached in 1925. From that year on, however, the tax 
burden on national income increased more rapidly than 
did the railroad tax burden on net value product. 

These comparisons are chiefly of value to indicate that, 
although the railroad tax burden has been rapidly in
creasing, there is no evidence that the ·increase has been 
disproportionate to the increase in the tax burdens on all 
national income. The differences in the levels and trends 
which have been pointed out are subject to a wide margin 
of error because of the nature of the underlying data used 
for measurement. This is particularly true of the marked 
divergencies of the data from 1929 to 1930, a period in 
which critical business conditions are undoubtedly more 
adequately reflected by the estimates of national income 
than by net value product, but in a general way, study of 
these data fails to show any marked divergence in the 
movement of the railroad tax burden from that of the 
general tax burden. 

2. Railroad and farm tax burdens. As owners of 
large amounts of real property, railroads stand in about 
the same relation to the state and local property taxes as 
do farmers. For the agricultural industry as a whole, 
there are available data compiled by the United States 
Department of Agriculture for the gross income, certain 
items of expense, and the current value of agricultural 
capital.' Of these data, only gross income provides a suit
able measure for comparing the levels of railroad and 
fa'l'm tax burdens. 

In 1912, farm taxes amounted to 4. I per cent of the 
gross income of the agricultural industry; total tax ac
cruals were 3.9 per cent of railroad operating revenues • 

• Yearbook of Agriculture, 1932, p. 891. 



TAXATION 

In 1930, farm taxes were 8.3 per cent of gross income; 
railroad taxes were 6.7 per cent of operating revenues. 
The burden of farm taxes on gross income increased 60 
per cent from 1912 to 1929, and another 27 per cent 
from 1929 to 1930. The burden of railroad taxes on 
operating revenues increased 64 per cent from 19 IZ to 
1929, and only 5 per cent from 1929 to 1930. 

According to this comparison, the tax situation of the 
railroads as measured by gross earnings is no more seri
ous than that of the farms. Farm taxes have required a 
percentage of agricultural gross income higher than the 
percentage of operating revenues required by railroad 
taxes. Both burdens increased about proportionately from 
1912 to 1929, and the crisis of 1929 forced the burden 
of farm taxes to a level much higher than that attained 
by the railroad tax burden. 

Financial statistics of an industry whose ownership 
and management is as decentralized as that of agriculture 
cannot be more than rough approximations. The gross 
income of the agricultural industry used in the above 
comparison was estimated from the market prices and 
quantities of agricultural products sold in each year, and 
the taxes were estimated by means of average real estate 
taxes per acre of land. For a relatively small group of 
owner-operated farms, financial statistics based on· re
ports of the owners themselves are published by the 
United States Department of Agriculture." From 1923 
to 1930, the number of owner-operated farms covered 
by these statistics varie!;! from 16,183 in 1923 to 6,228 
in 1930. While this is a small group in comparison ~th 
the total number of owner-operated farms in the country, 
it provides the only reliable data available for a com-

• The lime, pp. 89+-95. 
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parison of the farm and railroad tax burden on other 
bases than gross income. 

From the published statistics of these owner-operated 
farms, there have been derived the total receipts by com
bining cash receipts and the value of food produced and 
consumed on the farms; total expenses by combining cash 
outlays with the value of family labor including the own-

TAX BURDENS: CLASS I 'RAILWAYS AND GROUP OF 

OWNER OPERATED FARMS, 1923-30 
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er; net revenues from operations by subtracting total ex
penses from total receipts; and net income before taxes 
by deducting interest from the net operating revenues. 

In the accompanying chart, the ratio of farm taxes to 
farm earnings is compared with the corresponding ratios 
for the Class I railways. Measured by every item of 
earnings, the farm tax burden is higher than the burden 
on the corresponding items of railroads. 

In their general trends, the tax burdens of the two 
industries are similar. However, from 1924 to 1929, the 
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farm tax burden on total receipts was declining and the 
railroad tax burden on operating revenues was increas
ing. From 1929 to 1930, the farm tax burden on total 
receipts increased about 25 per cent, the railroad tax 
burden on operating revenues rose only 5 per cent; the 
farm tax burden on net operating revenues increased 68 
per cent, the railroad burden only 15 per cent; the farm 
tax burden on net income before taxes increased I 14 per 
cent, the railroad burden only 30 per cent; the farm bur
den on net income after taxes increased 373 per cent, <the 
railroad burden only 51 per cent. 

Another approach to the relation of railroad and farm 
tax burdens is to compare the farm real estate taxes per 
acre of land with the state and local railway taxes per 
mile of road. Tbis comparison eliminates the influences 
of different accounting methods and valuation procedures 
on the measures of the tax burden. On the other hand, it 
can be used only for an appraisal of the trends of the 
two burdens since the physical units employed are not 
comparable for the purposes of appraising the differences 
in the levels of the burdens. Moreover, the comparison 
is limited to the 31 states for which the Department of 
Agriculture has thus far computed the farm real estate 
taxes per acre of farm land. These states, however, con
stitute five of the United States Census geographical re
gions. The railroad taxes per mile of road for each of 
the five regions have been estimated by adding together 
the taxes per mile of road of the states in each region and 
dividing the total by the number of states. 

From I91J to 1930, farm real estate taxes per acre 
in New England increased 150 per cent and state and 
local railway taxes per mile of road 73 per cent; in the 
East North Central region the farm taxes increased 140 
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per cent, the railroad taxes 169 per cent; in the West 
North Central region the farm taxes increased lSI per 
cent, the railroad taxes II4 per cent; in the West South 
Central region the farm taxes increased 162. per cent, the 
railroad taxes I I 9 per cent, and in the Pacific region, the 
farm taxes increased 155 per cent and the railroad taxes 
109 per cent. In four of these five regions, therefore, 
farm real estate taxes per acre increased more rapidly 
from 1913 to 1930 than the state and local railway taxes 
per mile. The same relationship generally holds for the 
periods 1913 to 1922., 1913 to 1927, 1913 to 192.8, and 
1913 tei 1929. 

In addition to the 2 S states included in the regional 
comparison, state comparisons may be made for the six 
states, Delaware, Virginia, West Virginia, Florida, Mis
sissippi and Idaho. In 2.6 of the 31 states, the farm real 
estate taxes per acre increased more from 1913 to 1930 
than the state and local railway taxes per mile of road. 
Only in Ohio, Indiana, Illinois and Michigan, and Iowa 
did the farm real estate tax per acre increase less than the 
railroad tax. 

3. Tax Burdens on railroads and electrical indus
tries, I9I2tO I927. Economically, railroads are gener
ally grouped with the public utilities as public service 
corporations. These corporations are subject to some form 
of public regulation and are generally affected with a 
public interest. They have similar monopolistic charac
teristics and generally employ a substantial amount of 
tangible property in carrying on their activities. In the 
U. S. Census of Electrical Industries, taken quinquen
nially, there are presented financial data which permit a 
comparison of the tax burden on these industries and on 
the railroads for the years 1912, 1917, 1922, and 192.7. 
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The necessary data of the finances of the telephone in
dustry were not compiled for I 92. 7 but data for central 
electric light and power stations (commercial stations), 
telegraph and cable companies, and electric railways are 
available for all four years, and are summarized in the 
chart on page 255. 

Measured either by property investment or operating 
revenues, the tax burden on railroads is not out of line 
with the burdens on these other industries. The railroad 
burden on property generally held middle ground in all 
four years, being less than that on telephone and tele
graph companies and greater than that on electric rail
ways and the electric power industry. On operating rev
enues the railroad burden was higher only than that of 
telegraph companies. 

In the tax burdens on net operating revenues and net 
income before taxes the railroads take a position among 
the highest group, especially in the post-war years. In 
both I922 and I927, the railroad burden on net operat
ing revenues was highest of the group, but on net income 
before taxes the railroad burden was substantially less 
than that of electric railways, although still higher than 
those on telephone, telegraph, and electric power com
panies. The severity of the railroad tax burden as com
pared with that of these other companies thus arises from 
the relatively heavy railroad requirements for operating 
expenses and fixed charges rather than from any dispro
portion in the relationship of tax requirements to prop
erty investment and operating revenues. 

In this connection, the effects of the war on the tax 
burdens of the railroads and electric railways should be 
noted. While the burdens of industries increased on ac
count of war developments, and while the increases in 
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the burdens on property investment and operating rev
enues were relativdy uniform for all industries, the tax 
burdens no net operating revenues and net income before 
taXes of decttic railways and CIass I railways rose much 
more than did those of the other industries. This is the 
result of two conditions, first the failure of rate increases 
to produce revenues adequate to offset the war-time in
creases in operating expenses and fixed charges of the 
transportation companies, and second, the failure of the 
transportation companies to achieve reductions in COIStS 

commensurate with the reductions in the COIStS of the 
more recently devdoped decqical industries such as 
the power companies. 

There is no denying that taXes have devdoped into 
substantial burdens for all class of public service cor
porations. In comparison to the burdens of the decttical 
industries, however, the railroad tax burden is rendered 
acute primarily by the relativdy large proportions of 
operating revenues required for operating expenses and 
fixed charges rather than by any disproportionate burden 
OD property investment and operating revenues. 

4- T IIJC _dens tm rllilrOilds tmd other romptmies 
re-portirrg to lhe I"tersl4le Commerce Commissio". 
1925-31. Another comparison of the tax burden on rail
roads and other classes of public service corporations can 
be made for the period from 1925 to 1931 on the basis of 
financial statistics compiled by the Interstate Commerce 
Commission. These data are compiled by uniform ac
counting methods and relate the comparison to the de
vdopments of recent yean.. They cover CIass I rail
ways, Class A tdephone companies, tdegraph and cable 
companies, dectric railways, pipe lines and water car
riers reporting to the Interstate Commerce Commission 
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TAX BURDENS: CLASS I RAILWAYS AND OTHER COMPANIES 

REPORTING TO INTERSTATE COMMERCE 

COMMISSION, 1925-31 
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for the period 1925 to 1931. Analysis of the tal: burdens 
of these classes of companies during this period involves 
both the relation of the burdens of the industries in the 
period and the trends in the burdens of the industries 
during the period. 

Measured by operating revenues, the railroad tal: bur
den has been consistently higher than that of water car
riers and telegraph companies, about equal that of elec
tric railways, and lower than that on telephone com
panies. The railroad burden was below that of pipe lines 
from 1925 to 1927, and in 1930, but above it in 1928, 
1929, and 1931. 

On net operating revenues, the railroad burden was 
generally higher than that of pipe lines, water carriers, 
and telegraph companies, but lower than that on tele
phone companies and electric railways. 

On net inrome before taxes, the railroad burden ~ 
generally higher than that of any of the other industries, 
except electric railways. 

On property investment, the railroad burden was 
higher than that of electric railways or water carriers but 
lower than that of telephone companies and pipe lines. 
The railroad burden was below that of telegraph com
panies from 1925 to 1927 but above it in the other years. 

Differences in the tal: burdens of the railroads and 
these other companies are partially explained by the in
herent variations in the relation of earnings to the prop
erty investment of the several industries. Telegraph 
companies, water carriers, and pipe lines derive more 
operating revenues from a given investment in property 
than do the railroads so that an equal or higher tal: bur
den on the property of these companies produces a lower 
or equal burden on operating revenues as compared with 
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the railroads. From 1925 to 1930, the property burden 
of pipe lines was substantially above that of the railroads, 
but their taxes amounted to the same burden on operating 
revenues as those of the railroads. Electric railways, with 
a slower rate of capital turnover, carried a burden on 
operating revenues about equal to that of the railroads 
in spite of the fact that the tax burden on property in
vestment was not much more than half that of the rail
roads. Property taxes constitute such a large proportion 
of the taxes of these companies that they bring to bear a 
dominating influence on the character of their tax bur
dens. With the existing diversity in the rates of capital 
turnover among even such homogeneous industries as 
public service industries, small variations or even equal
ity in property burdens result in substantial variations 
in their burdens on operating revenues. In more acute 
form, the same condition holds for the relationship of 
property burdens and burdens on net operating reve
nues, and on net income before taxes. In the compara
tive tax burdens of the several industries, there are in
volved not only the amount of taxes paid but also the 
relationships of capital turnover, operating ratios, and 
overhead burdens. 

In the trends of the burdens on these industries from 
1925 to 1931, the railroads do not hold an especially 
unique position. It is true that the railroad burden on 
operating revenues from 1925 to 1929 was increasing 
while the burdens of the other companies either remained 
constant or declined, and that the burden of the electric 
railways and railroads on property investment remained 
practically constant while those of the other companies 
gradually declined, but on net operating revenues, where 
the railroad tax burden is most severe, the burdens on 
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electric railways and water carriers as well as the burden 
of the railroads increased, and only those of telephone 
and telegraph companies and pipe lines declined. And 
from 1929 to 1931, the upward trend of the railroad 
burden on operating revenues WlIl! accompanied by in
creases in the similar burdens of telephone companies and 
electric railways and the increases of the railroad burden 
on net operating revenues by increases in the same bur
dens of all industries except pipe lines. After 1929, the 
burden of taxes on the property investment of railroads 
and of all other industries declined. -

This comparison of the tax burdens of the railroads 
and other transportation and transmission companies 
from 1925 does not reveal any especially significant dif
ference between either the level or the trend of the tax 
burdens of railroads and these other companies. If any 
generalization is warranted, it is that the tax burden 
of railrpads on property investment and earnings, both 
gross and net, was higher than that of telegraph com
panies, pipe lines, and water carriers but less than that on 
telephone companies; and that on net operating revenues 
and net income before taxes the railroads had a tax bur
den less only than that of electric railways. 

5. T IU hurdens of ,.ailroads anti cor'Porations re
'Porting for the federal income tlU, 19I7 to 1930. Com
parison of the tax burden of railroads with a broader 
range of industries than is represented by the public utili
ties is made by means of the financial statistics of cor
porations compiled from federal income tax returns.· 

• Adjastmenta made in the income tax data m order to make them 
_Iy oomparable with the railioad data aft! as follows: For the 
traDSpOrtatiou aud other public utility corpontiOllS the item reported as 
"grooI proli .. hom opentiouo other than "'- reported .. gtooI ..teo" 
..... ""'eo to rcpraeut the i ..... comparable with railioad opentiog rev-
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Since the accounting procedures by which these data are 
compiled and classified are necessarily adjusted to the 
accounting practice of each type of industry, the com
parisons are subject to a larger degree of inaccuracy 
than the preceding comparison because of lack of uni
formity in the basic data. However, in a general way 
they provide a basis for appraising the status of the rail
road tax burden in relation to the burden on other classes 
of corporations. 

Ratios of both total and state and local taxes to the 
gross sales (operating revenues), net revenues from op
erations, and net income before taxes of the railroads 
and the agricultural,. mining, manufacturing, trade, 
construction, and transportation and other public utility 
corporations reported for the federal income tax in the 
years 1917, 1922, 1927, 1929, and 1930 are shown in 
the accompanying chart. 

According to all measures and in all years, ~he total 
tax burden of the railroads, transportation' and other 
public utility corporations, agricultural and mining cor
porations are at the higher end of the scale while those 
of manufacturing, trading, and construction corpora
tions are grouped together at the lower end of the scale. 
On gross sales and net revenues from operations, rail
roads and the transportation and other public utility 

eDUes. For other corporations, "gr05l sales" was used. "Cost of goods 
sold," "compensation of officers" and "bad deb"" were combined to 
represent operating expensea, except that for trantportatiOD and public 
utility corporatioDi "miscellaneous deductions" were considered ope-rating 
expenses. "Taxes other than the federal income taxes" have been taken 
to rcpl't3ent state and local taxes. Since the published statistics do DOt 

separate the railroads from other corporations in the tralUpOl'tation and 
other public utility business, the tax ratios of rai.lroacb based on the 
statistics of the Interstate Commerce Commiuion are u~d in the com .. 
panlOn. 
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corporations have higher total burdens than any of the 
other classes of corporations, but on net income before 
taxes, agricultural and mining corporations show the 
highest burdens. The corporations with the highest bur
dens are those employing a substantial investment in 
tangible property and having a relatively slow turnover 
of their capital investment. Manufacturing, trade, and 
construction hold an advantageous position with rela
tion to existing tax systems in that the amount of prop
erty investment'is relatively small as compared with 
their gross revenues. 

State and local tax burdens are largely responsible 
for the difference in total tax burdens of these classes of 
corporations, since a larger proportion of the tax burden 
on the public utility, agricultural, and mining corpora
tions is state and local tax burden than is the case with 
manufacturing, trade, and construction corporations. In 
1927, for example, 71 to 77 per cent of the total burden 
on the first group of industries was the state and local 
burden, as compared with only from 40 to S9 per cent 
for the manufacturing, trade, and construction corpora
tions. 

During the last decade, the tax burdens on public 
utility, agricultural and mining corporations have been 
raised more than those of the other corporations by the 
more rapid increase in state and local than in federal tax 
burdens. From 1922 to 1930, the railroad burden on 
operating revenues increased 22 per cent, the state and 
local burden 30 per cent. During the same period, the 
state and local tax burden on gross sales of agricultural 
corporations increased 26 per cent, the total 12 per cent; 
of mining corporations 7 and zero per cent; manufac
turing corporations zero and minus 20 per cent; con-
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struction corporations 57 and 14 per cent; and trading 
corporations 20 and minus II per cent. In each instance, 
the burden of state and local taxes became relatively 
more heavy from 1922 to 1930 than the burden of total 
taxes. The same relationship of the burden of state and 
local taxes and of total taxes generally holds according 
to the other measures of the tax burdens. 

Railroads are not alone in the difficulty of bearing a 
heavy tax burden because of their large property invest
ments but share with all industries similarly situated the 
problems preseqted by the apportionment of the tax bur
den according to capital value rather than according to 
earnings. 

IV. GEOGRAPHICAL VARIATIONS OF THE RAILROAD 
TAX BURDEN 

Since the major factor in the railroad tax problem is 
the state and local taxes, it is desirable to indicate the 
geographical variations in the railroad tax burden. This 
is an aspect of the railroad tax problem, which, while 
fundamental to its proper understanding, can only be 
touched upon within the scope of this study. One of the 
problems raised by any geographical investigation of the 
railroad tax burdens is the allocation of the property, 
business, or earnings of the railroads among the states. 
Railroads are national in character, owning property 
and carrying on business in the several states. Their 
earning power, and consequently the sources from which 
their property and business derive their value, inheres 
in the operation of the railroids as going concerns with
out reference to geographical allocation. For many years, 
the conflict between the character of the railroad business 
and the necessity of determining tax bases within state 
boundaries has raised a very difficult problem of alloca-
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tion for which only arbitrary techniques have as yet 
been deVised. These techniques are not applicable in 
connection with the problem of ascertaining the differ
ences in the actual tax burdens of the railroads among 
the states. 

I. By regions. Probl!ims of state allocation may be 
obviated by a study of the differences in the railroad tax 
burdens of the Interstate Commerce Commission re
gional groups of railroad companies. Within each region 
are included only entire railroad systems for which sepa
rate accounting is available. In the following table there 

COMPARISON OF TAXES AND PROPERTY VALUES, CLASS I 
RAILROADS,' BY RECIONS, 1930 

Region 
Pocahontas 
Central Eastern 
Central Western . 
New England 
Southern ... 
Great Lakes 
Northwestern 

Ratio Taxes to 
Book Value of 

Investment 

Southwestern ....... .. . 

2.05 
1.66 
1.58 
1.50 
1.49 
1.46 
1.40 
1.09 

Ratio Taxes to 
Valuation" 

1.52 
1.32 
1.58 
1.11 
1.57 
1.54 
1.38 
1.38 

• Includes Don-operating .ubaidiaries. 
"Reproduction cost data of Interstate Commerce Commission. 

are presented the ratios of railway tax accruals of Class 
I railways and their non-operating subsidiaries to the 
book value of their property investment, and the ratios 
of the railway tax accruals reported by Class I railways 
to the Interstate Commerce Commission reproduction 
cost valuation of these roads. 

In the ranking of the regions according to the two 
burdens, there is little uniformity. New England, for 
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example, shows the fourth highest burden on book value 
of investment and the lowest burden on physical valua
tion, and other regions are equally erratic in their rank
ings. There are indications in the data that the Pocahon
tas region has a high burden on property because of a 
high earning power, while New England has only an 
average railroad burden because of the relatively low 
earning power of New England roads. 

State and local tax accruals are related to the operat
ing revenues, net operating revenues, and net income be
fore taxes of Class I Railways in 1927 and 1930 in the 
following table: 

PEI.CENTAGE RAnos, STATE AND LocAL TAX ACCIlVALS TO EAaNIHOS, 
Cuss I RAILWAYS, BY REGION'S 

1927 1930 

Region Operat. Net Net Operat- Net Net 
Operat- Income Operat- Income ingRev- ingRev- Before ingRev- ingRev_ Before <Dues <Dues Taxes <Dues enues Taxes 

t--- ---
New England ... 4.1 16.9 40.1 4.6 16.0 28.9 
Great Lakes .... 4.5 18.7 25.0 5.8 26.4 43.6 
Central Eastern. 4.0 16.7 25.8 5.1 20.3 30.6 
Pocahontas . .... 4.1 11.8 13.0 5.2 13.6 14.5 
Southern •...... 5.2 21.6 32.7 6.6 30.6 57.3 
Northwestern . .. 6.3 25.2 43.3 7.3 30.5 52.1 
Central Western. 5.4 18.9 23.3 6.3 21.9 26.9 
Southwestem . .. 3.9 16.2 41.8 4.8 17.7 47.4 

Comparison of these data with those relating to the 
property burdens of the railroads previously discussed 
shows that the relation of ear,pings to property invest
ment is not by any means uniform and high burdens on 
property do not always mean correspondingly high bur
dens on earnings. The Northwestern, Southern, and 
Great Lakes regions were fourtd to have relatively low 
tax burdens on property in 1930, but these regions had 
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the highest burdens on operating revenues, and net oper
ating revenues in the same year. At the other extreme the 
Pocahontas region with the highest property burden has 
the lowest burden on earnings. The Southwestern region 
had the lowest burden on property in 1930, the second 
lowest burdell on operating revenues, the third lowest 
burden on net operating revenues, and the third highest 
burden on net income before taxes. Determination of the 
geographical centers of high and low tax burdens on the 
railroads, therefore, depends largely upon the purpose 
for which the determination is made and the measure of 
the burden employed. 

Net operating revenue probably provides the most 
pertinent measure of the acuteness of the tax burden 
from the point of view of the capital invested in the 
railroad industry, and therefore of the relation of the 
tax burden to the financial rehabilitation of the railroad 
industry. Although the burden on net operating revenue 
was generally higher in 1930 than in 1927, there were 
no radical shifts in the geographical variations of this 
burden. In 1930, therefore, and in the preceding three
year period, the tax burden on net operating revenues 
was most severe in the Southern, Northwestern, Great 
Lakes, and Central Western regions in order, and least 
severe in the Pocahontas, New England, Southwestern, 
and Central Eastern regions in order. But the variable 
relationship of fixed charges to net operating revenues 
among the regions changes somewhat the geographical 
distribution of the tax burden as measured by net income 
before taxes. Yet the Southern, Northwestern, and 
Great Lakes regions are found in the group of high 
burdens on net income and the Pocahontas, New Eng
land, and Central Eastern regions in the group of low-
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est burdens. The Southwestern roads appear to be 
adversely affected in their tax burden on net income 
principally by the heavy fixed charges which they have 
accumulated. From the standpoint of railroad finance, 
the tax burden presents the most acute problem in the 
Southern, Northwestern, and Great Lakes regions .. 

2. By individual railroads. In the final analysis, the 
railroad tax problem is one which touches most directly 
the individual railroad company. In the following table 
the ratios of total tax accruals to the earnings of the rail
road having the largest operating revenues in each of the 
eight Interstate Commerce Commission regions are 
shown for the years 1922 and 1930: 

PaRCENTAGE RAnos, TAXES TO EARNUIGS OF SELECTED RAILROADS 

1922 1930 

Region Opera ... Net Net Operat- Net Net 
Opcrat- Income Operat_ Income ingRev- ingRev- Before ing Rev- ingRev Before enue enue Taxea enue enue Taxes 

New Haven .•... 3.8 20.1 ~ 5.8 17.8 30.4 
New York Cen-

tral .......... 5.6 27.6 49.5 7.5 35.4 SO.1 
Pennsylvania . .. 4.6 26.3 37.4 6.3 25.0 34.2 
Chesapeake and 

Ohio ......... 4.0 19.0 33.2 7.5 20.2 22.3 
Louisville and 

N .. hviUe ..... 3.9 21.9 32.7 5.6 31.4 48.6 
Milwaukee ...•• 6.3 36.3 252.9 6.7 31.5 204.9 
Southern Pacific. 8.2 28.1 39.2 7.8 27.7 28.6 
Missouri Pacific. 4.0 26.5 153.9 4.5 17..5 44.8 

a Ddicit. 

There are wide variations in the tax burdens carried 
by these eight roads. In the relationships of earnings to 
property, operating expenses to operating revenues, and 
deductions from gross income to net operating revenues 
there are wide differences which result in an erratic dis-



270 AMERICAN TRANSPORTATION PROBLEM 

tribution of the tax burden among the companies. In 
1930, the tax burden on net operating revenues varied 
from 18 to 25 per cent, and on net income before taxes 
from 22 to 205 per cent. After payment of taxes the 
Milwaukee had a deficit while the Chesapeake and Ohio 
paid taxes amounting to only 29 per cent of its net in
come before taxes. 

From 1922 to 1930, the tax burden on operating 
revenues of all companies except the Southern Pacific 
increased, but because of improvements in operating effi
ciency the burden on net operating revenues was rela
tively constant during the period. Some of the roads, 
particularly the New Haven, the Missouri Pacific, and 
the Chesapeake and Ohio effected' changes in their finan
cial structures which made the higher taxes of 1930 a 
lower burden on their net income than in 1922. 

No geographical localization of the heavy burdens 
nor any relationship between the burdens on gross and 
net earnings are indicated by the comparison. Roads 
with high ratios of taxes to operating revenues may fall 
within the high or low burden group according to net 
income and vice ·versa. In the final analysis, the tax 
burden is a peculiar problem to each company involving 
the status of the business and finances of each individual 
road quite as much as the kinds, amounts, and adminis
tration of the taxes which it is forced to pay. 

v. CONCLUSIONS 

Taxation of the railroads is a problem which involves 
not only the financial condition of the roads b~so the 
revenue needs and tax policies of thetaXlng govern
ments. From the standpoint of railroad finance, the 
rapid growth of taxes for twenty years has developed 
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into a burden which has placed an increasing strain on 
the earnings of the roads and which has been rendered 
more acute by drastic reductions in operating revenues 
witliout commensurate cuts in expenses and fixed 
charges during the last three years. The railroads, how
ever, do not appear to be carrying disproportionate bur
dens on property investment or operating revenues as 
compared with other industries, but their heavy in
vestment in tangible property, high operating ratios, 
and large fixed charges result in burdens on net operat
ing revenues and net income before taxes which are 
more severe than on all other industries except agri
culture and possibly mining. These results flow largely 
from the high burdens of state and local taxes on rail
roads, agriculture, and mines as a result of their large 
holdings of tangible property. The state and local prop
erty taxes on these industries do not vary with earnings 
and thus become heavier when earnings decline and 
lighter when earnings rise. Solution of the railroad tax 
problem must be sought, therefore; either in a recon
struction of the financial structure of the railroad in
dustry or general adjustments in state and local taxes. 

On the other hand, government activities and ex
penditures have been persistently increasing at a rapid 
rate for the last thirty years, .and the depression has 
forced on governments of all grades the necessity for 
large· new expenditures. It does not appear that the 
railroads have been treated with any marked inequality 
under the principles of existing tax laws as- compared 
with other industries. But such a large proportion of 
the cost of government is now apportioned according to 
property ownership that the railroads, which must nec
essarily employ large amounts of tangible property in 
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their business, are subjected to more severe burdens on 
their earnings than other ipdustries in times of drasti
cally reduced business. 

In ~ew of these conditions, the solution of the rail
road ta~ problem under present conditions necessitates 
one or more of the following adjustments. First, the 
acute character of the existing problem will be allevi
ated by the financial adjustments, recommended else
where, which are designed to reduce operating costs 
and fixed charges. Second, reduction in the amount of 
railroad taxes, in so far as it may be achieved through 
reductions in the total tax burden on all industries, de
pends primarily upon a reduction in the costs of state 
and local governments. Third, reduction of the dispro
portionate burden on the railroads, along with agri
culture and other large property holding industries, re
quires a modification of state and local tax systems for 
the purpose of distributing a smaller proportion of the 
costs of state and local governments according to the 
ownership of property. 

For particular geographical areas, and for particular 
railroad companies additional relief from excessive tax 
burdens may depend upon the elimination of tax dis
crimination consisting of overassessment, abuse. of spe
cial districts, discriminatory tax laws, double taxation, or 
illegal administrative practices. 
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CHAPTER XII 

FINANCIAL STRUCTURE AND OWNERSHIP 
OF THE RAILWAYS 

The financial structure of American railways is more 
complicated than that of most industrial corporations, 
partly because our railroad systems have been built up 
by the consolidation of great numbers of pre-existing 
companies, each of which has contributed its quota of 
bonds, minority stocks or leasehold obligations; partly 
because nearly all major companies have passed through 
one or more financial reorganizations, and .!.r~2.!"~niza
tipn procedure is usually characterized by the issuan~ 
of~ties of types which are not used in ordinary cor
porate financin& 

Typically, ~e financial structure of a major railroad 
consists of S!:Yeral j~!:S of. mortgage bonds, ~f 
which constitut~L!lC .second Ijens 00 p!!!1LQUl).e 
pr~thers oflVhich ;u-e general JIlQrtgages-.£oyer
ing all r2r properties subject, to ,theJien Qf!~'y[l,rjous 
divisio bonds. F1"!;<luently a_ general ~,tlga&uQ.n
tains an "after ~uire4, pr:operty clause" which auto
matically extends it over property later acquired, sub
ject, of course, to the lien of purchase money mortgages 
and any other liens which may already be attached to 
the property. Extensive use is also made of collateral 
trust bon~ the collateral usually consi_S!ing of tJt.e_s!..OCk 
and bOn of 5ubStiliary.nUJroad propJ:Iti.es which are
independently organized. Sometimes the collateral trust 
bOiiii'isiSsued to secure funds to purchase the securities 
of independent properties which are then pledged under 
the collateral trust bond; in other cases the collateral 

2i5 
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trust bond is a means of raising funds on the security of 
a miscellaneous lot of stocks and bonds of subsidiary cor
porations already owned by the issuing company, which 
are individually not well enough known to command a 
market. Sometimes the purpose of the maintenance of 
subsidiary corporations and the issuance of collateral 
trust bonds against their securities is to avoid bringing 
newly acquired property under the lien of a previously 
existing general mortgage. 

Another large i?l9sk oirail~:l<! securiti.c:~,_co.nsi~~ 
"~~j~~tm~~t" bonds issuc;d i~ connect~lLn 
with re,o,rgarnzation proceedin~!. The outstanding char
acteriStic of this tYPe of security is thaJ the interest does 
not constitute an obligation unless it is earned. Some
times the unpaid interest accumulates as a charge ~inst 
future earnings, sometimes it is non-cumulative, and 
often it is non-cumulative to a certain date and cumula
tive thereafter. S~~ the !ldjus!_l!le~t ,bond_ is se-=
cured by mortgage; sometimes iUs merely a d~~nture. 

Thehii.aitcial structure of the railways is further com
plicated by the presenc~~ considerable amounts _of con
vertible bonds, that is, bonds which carry the rigIltof 
conversion into common stock at fixed ratios and be
tween fixed dates. There is also a considerable volume of 
leased line securities, thaf~ock:s~d hondsof ;-~ds 
w1iOSePropertynas been leased fora -long-terll\ Qdn 
perpetuity to some other railway coq,oration. In such 
cases the-operating company ordinarily guarantees a 
fixed dividend on the stock of the leased line and as
sumes responsibility for maintenance, additions, and 
betterments. There are some unsecured debentures, but 
comparatively few railroad obligations lack the nominal 
security afforded by a pledge of some special asset. 
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One other ~ of seCurity which distinguishes 00-
r.QOOs from other types of cO~~rate finanong is the 
equipment trust. This is a device whereby a railroa<! 
buys cars and locomoti~~ on the inStlllIi1e~~~>...title 
to the equipment being vested in a trustee for Uieben~fi.!_ 
~L~es~=ntYholders untilpiymentlS co~p!ete4. In 
0!5e of msolvency the equipm~t can, theoretically, be 
repossessed by the trustee and so)~~q some oth~ 
Since the purchasing road has nq title to the eq~'!!l:nt 
pl~under alilSsue~f ~uip~ent !nJS.tbon~ a re:::
ceivership does ng~_ ~top repossession by the trustee; 
hence noreor~~tion_plan. so far, h:lS_eJi£o~ _any 
material sacrifice on the eguiJ?!!l~!l~ ~I).illlqlders~ 
of the pei:uliarly str~)flgjl~~()l!of tl}~_~uipment bond
hOlders, which_re5!S on the factth~ __ l:9.uipment can be 
sel?.arat:ed1iom th~I:.CSt of the pro~ th~~Wilh
out destroymg_ its_ valu~ it is possible toti~ce on equip;
ment trust cenificates up to practiqilly 190 per cent of 
th'e cost ':If new ~uipment. 'Th~L4tt~~such 
securities is wmparati_velLlow ... though, of course, the 
rapid rate of amortization (most frequently IO years) 
necessitates a comparatively high addition to the fixed 
charges. Equipment obligations at the end of 1930 made 
up about 9 per cent of the total funded debt. 

An(jther considerabl~ _eU:mc:nt in the capitalizatiQ!1 
consistS~f short-term, !hat i5.t w;:ee-~()_~eM,-notes. 
T§Se are gener.lIlylssued in order to meet a ma~ 
or prOVIde for some other ca-PitaLexpCl).ditur:e_ a! ~ti~e 
when market conditions are not considered favorable to 
thelsS~ce of long-tim!: securiti~: ---- - .--
Preferred~ Whi£h_IIla!r~JlP about 9-llCl cent of 

the nommal caj>~~tion of ~~_raiIWllYS of ~try, 
is ~a1 kjnds M~f theprefcrred. stocks 
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are non-cumulative and have no claim against earnings 
except at the -discretion of the Board of Directors. These 
non-cumulative preferred stocks in every case originated 
in some past reorganization in which they were issued 
in replacement of bonds in order to reduce the fixed 
charges. Ordinarily they constitute closed issues, and 
even if authority to issue additional amounts existed, 
they would be of no value as a means of further financ
ing, since the non-cumulative feature leaves the stock
holder too much at the mercy of the Board of Directors 
to make the security an attractive investment. The rate 
of dividend on these stocks ranges from 4 to 7 per cent. 

The second group of preferred stocks, most of them 
of comparatively recent origin, are securities which have 
been sold on their merits as investments. They carry with 
them claims to cumulative dividends of 6 or 7 per cent. 
Most of them have been issued under authorizations 
which permit the issuance of additional blocks from time 
to time to meet the capital needs of the companies. 

Railroad preferred stocks as a rule have equal voting 
power with the common stock, a feature which is not 
common in other types of corporate financing in this 
country. 

Common stock makes up nominally 33 per cent of 
the capitalization of the railroads, and nearly 80 per 
cent of the total amount of stock. Typically, the par value 
is $100, though $50 par values are not uncommon. No
par stock has had a considerable vogue during the past 
decade, chiefly in connection with reorganization pro
ceedings. 

The accompanying table shows the amounts of the 
more important types of securities which were outstand
ing at the end of 1931. 
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RAILWAY CAPITALIZATION, DEC. 31, 1931' 
(In millions of dollars) 

Mortgage bonds ..... . . .9,993 
Collateral trust bonds . 576 
Income bonds . . . . . . . . 34;' 
Equipment trust obligations 881 
Miscellaneous obligations 942 

Total funded debt 12,739 

Common stock .. . 
Preferred stock .... . 

Total stock ...... . 

Total capitalization .. . 

Corporate surplus .... . 

.. 7,974 

. .2,034 
10,008 

22,747 

4,993 

• Classes I, II, and III railways and their non-operating- subsidiaries. 
From Interstate Commerce Commission, Statistics of RailvNl'Yl in 1M 
U,.iuJ SI4I6I, 1931, pp. S-Z7, S"I2.2., S-1:&4. Does Dot include securities 
owned by or for the issuing corporation. 

This table fails to give a clear picture of the situation, 
however, because it does not distinguish railroad securi
ties owned by other railroads from those actually' out
standing in the hands of the public, and also because the 
par values of the common stocks are not an accurate 
measure of the actual importance of the common stock 
in the capitalization. We have no data by which to classify 
separately the secunties not owned by railways. 

The ownership of railroad securities. As to ownership 
of railroad stocks very little information is available, a 
fact which itself indicates that the stock is predominantly 
in the hands of private individuals rather than of insti
tutions which make the facts ·of ownership public. About 
2,900 million dollars par value, or 29 per cent of the out
standing stock of railroads, is owned by other railroads. 
Of the rem~ining 7,1 I I millions, about 260 million dol-
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lars worth (in par value), or 3.7 per cent, is accounted for 
by the holdings of the Pennroad Corporation, the Alle
ghany Corporation, and the Chesapeake Corporation-
holding companies closely affiliated with railroad cor
porations. Investment trusts probably hold between 200 
and 300 million dollars worth.' 

Class I railroads at the end of 1929 had over 800,000 
stockholders of record-this figure of course involving 
much duplication because the same person holds stock in 
more than one railroad. Foreign holdings are known to 
be large. The Department of Commerce estimates that 
at the end of 1931 foreigners held 2,250 million dollars 
worth (market value) of American securities. Before the 
war it was estimated that about four-fifths of the foreign 
holdings of our securities consisted of railroad stocks and 
bonds. The proportion would now undoubtedly be con
siderably lower, but even if it has fallen to 50 per cent it 
would appear that there must be two billion dollars par 
value of American railway securities in foreign hands. 

Most individual holdings of stock are small in pro
portion to the total amount of railway stock outstanding. 
A compilation which we have made from data accumu
lated in a recent Congressional investigation' shows that 
at the end of 1929 the holdings of individuals, families 
and estates in blocks of over 5,000 shares of a single road 
aggregated over 500,000 shares, or perhaps 6 per cent of 

• A check of the portfoli.. of 35 of the largest in......,eot ""au 
whMe holdings are reported in Poor. Manual, showed 107 million 
dolIan in niJzoad aecoriti ... 5eftra1 of the \arger truSU gift ooly their 
lI!Curity lists, without indicating the amountJ held, and. a great many 
fixed trusts report only the number of .hares of differeot .. oc:b which 
are held against each "uDi~' but do not report the Dumber of anib out
standing. 

'"Regulation of Stock Ownenhip in Railroad.," 7' Cong. 3d Sell. 
H.R. 3789- Data refer to the end of 192:9_ 
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the total outstanding stoCk. Holdings in blocks of over 
25,000 shares aggregated about 130,000 shares, or be
tween I and 2 per cent of the total outstanding. 

The table on page 282 groups ·the Class I roads ac
cording to the character of their controlling interests. 

Of the 13 railroads controlled by industrial corpora
tions, five are controlled by iron and steel companies 
(three by the United States Steel Corporation); two by 
power and light companies; three by copper companies; 
two by coal companies; and one by the American To
bacco Company. Of the railroads wholly or largely con
trolled by single individuals or families, by far the most 
important are the Van Sweringen roads. No other com
pany in this group operates as much as 400 miles of road 
except the Virginian, which is controlled by the H. H. 
Rogers estate; the Florida East Coast, controlled by the 
Flag1er estate; and the Western Pacific, controlled by \ 
Arthur Curtiss James. The classification "held in large 
part by one or more interests" comprises chiefly cases 
where a large block of stock has been acquired by another 
road, but not enough to establish permanent control. For 
instance, at the date of the report, 29 per cent of the stock 
of the Baston and Maine was controlled by the New 
Haven, and 13 per cent of the New Haven by the Penn
sylvania and its affiliate the Pennroad Corporation. Ten 
per cent of the stock of the Delaware, Lackawanna and 
Western was registered in the names of George F. Baker 
and George F. Baker, Jr., and 38 per cent of the stock 
of the Chicago and Eastern Illinois was held by the estate 
of Thomas F. Ryan. 

The roads of which there is "no marked concentration 
of ownership" includes most of the largest compani~. 
The largest single interest in the Atchison, Topeka and 
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CLASSJI'lCAnOH OF CLASS] RAILROAD! ACCORDING TO :MANNE .. OF CONTROL-

Group 

I. Railroads conuolled by an jn~ 
dustry ................... 

11. Railroads wholly or largely con. 
trolled by an individual or 
family ................... 

Railroads subsidi;p-y to com. 
panies in Group II . .....•.. 

Total .................. 

Number 
of 

Com
panies 

13 

18 

13 
-

31 

Per 
Cent 

of 
Total 

8.12 

19.38 

Road 
Mileage 
Operated 

3,282.37 

21,137.52 

8,689.76 

29,827.28 

IV. Railroads whose securities are 
held in large part by one or 
more interests.. ........... 18 32,875.97 

Rapi:i:in G~dpiit. ~~ . ~~~: 14 

Per 
Cent 

of 
Total 

1.36 

12.32 

14,225.72 
. -----I----·~-----t_--
Total.................. 32 20.00 47,101.69 19.47 

V. Railroada of which there i. no 
marked concentration of 
ownership ............... . 

Railroads subsidiary to com-
panies in Group V ........ . 

Total ................. . 

VI. Miscellaneous-Conttol held 
by investment syndicates, 

VII. Unv=i:!d~~i~' .~~~: 
diary to more than 1 group or 
to Canadian or Mexican rail-
ways .. ................. . 

Total ................. . 

16 

46 

62 

6 

16 -----
160 

97,569.25 

48,896.03 

38.75 146,465.28 60.54 

3.75 6,381.26 2.64 

10.00 8,876.87 3.67 

100.00 241,934.75 100.00 

• "Regulation of Stock Ownership in Railroads," 71 Cong. 3d. Sese. H.R. 
2789, p. LI. (Original table hu no Section III.) • 



FINANCIAL STRUCTURE 

Santa Fe holds only .76 of 1 per cent of the stock:; the 
largest holder of Union Pacific stock: is a Dutch invest
ment trust with 2..2.7 per cent. The largest holding of 
Baltimore and Ohio stock: is that of the Union Piu:ific 
with 2..56 per cent. 

The bonded debt of the railroads is in very large part 
held by financial and fiduciary institutions and by other 
railroads. The following table' shows the estimated hold
ings of various types of institutions, as of the end of 1931 
(in millions of dollars) : 

Railroads (other than issuing company) ...... . .. '909 
Legal reserve life insurance companies. . . . . .. 3,103 
Fraternal life insurance companies ............ 35 
Other insurance companies ...................... 760 
National banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 720 
Mutual savings banks .......................... 1,025 
Other banks ........................... 428 
Educational institutions ... . . . . . . . . . . . . . . .. i 275 
Foundations ................ '. . . . . . . . . . . . . . . . .. 280 
United States Treasury 40 

Total ........... .. ...... .. .. .. 7,575 

• Sourcet of data are as follows: 
Railroads: Sl4Iis.;,;. 0/ Rau.u..", in the U .. iud SIaU,. 
Legal reserve life insurance companies: Estimated on the basis of 

iigwa given in Proc:ecdinga of the Twenty-Sixth Annual Convention 
of the A-ociation of Life lnauranc:e Presidents, December I and 9, '93', 
pp. 108-9, for companies baving 91.9 per cent of total admitted. assets 
of legal J'elUVe insurance companiea. 

Fn.temal life insurance companies: Our own estimatt; based on 
ana1ylia of fratemal benefit orde ... and societies, reporting to the Ne .. 
York Stale Superintendent of Insurance. 

Other insurance companies: Our own estimates baaed primarily on 
ana1y1ia of reporlll of companies made to the Ne .. York State Superin
tendent of IDlUJ'aDte, and check.ed against data for fire companiet in 
B6It's Innwtme. Nrws, July 20, 1932. 

1Ianb: A"""," R.,.,., 0/ the Comp.roUer o/'M CurrellCY, for '9l'. 
Data are at of June 30, 1931. For mutual IIlVings banks the data given 
by the ComplrOller are for rzilrozds and public utility bonds, we have 
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We have but scanty information concerning the own
ership of the remaining 5,164 million dollars of railway 
funded debt. Foreign holdings, as was noted above, are 
known to be large. American investment trust holdings of 
bonds are small. Churches, hospitals, trade unions, and. 
miscellaneous trusteeships of a public character un
doubtedly account for a considerable volume, but data 
for an estimate are lacking. 

These data are sufficient to show that the financial in
terests in~~d in the m~~lltenanc= of the stability, illd 
ea!!!!nlCE-ow.e.r-:,or Americ~n railroad~ are substantIa ,_Y 
th9se of tli$.-entlre community~ A~ program of fil1ll,!cal 
ref9..11stru~ti9n must takiInto-account not onW transpor
ta~1Ule-~!!~_ the interes~ of railroad la~<?!_~ut must 
be pJ1!!~e<i_ with cognizance of its j?ro!>ab1e rep~cussions 
on ban~s",-Jife in§urance-cbmpanies, and truJteeships,- and 
througluhem on the savings of all those whQsu~ings 
these_ institutions safeguard. 

assumed arbitrarily that 75 per cent of these holdings are railroad bonds. 
For other banks we have assumed that the relation between railroad 
bonds and public utility bonds is the same at for national banb. 

Educational institutions: Railroad bond. estimated to make up 20 

per cent of the total productive funds. A questionnaire returned to the 
Bureau of Railw3)· Economics by 65 educational institution. showed that 
at the end of 1924, ='4 per cent of their productive funw were in rail .. 
road bonds. An analysis of 30 large institution. made in 1931 by Wood, 
Struthers and Company .howed 16.2 per cent of productive funds in 
railroad bonds. In the latter study securities were valued at the market I 
consequently the figures are probably considerably lower than the par 
values involved. On the other hand, the .maller colleges probably carry 
a smaller proportion of railroad bonds than do the large inJlitutioD.l 
whose portfolios have been analyzed. 

Foundations: Estimate based on annual reportl of .ix foundations 
baving a total of 52 per cent of the a.sseu of 108 foundalioD.l for IOcia. 
welfare compiled by the Twentieth Century Fund. 

U. S. Treasury: Annual Reporl Df lhe Secretary Df 1M T,eatury, 
1911, p; 54 .. · 



CHAPTER XIII 

RAILROAD CAPITALIZATION 

During recent months there has been a revival of 
interest in the question whether the railroads are over
capitalized; a question whiCh attracted a great deal of 
attenu"ilniil the latter part of the pre-war period. In this 
chapter we consider the question from the standpoint of 
the public interest; the question whether a decrease in 
railway capitalization is desirable from the standpoint 
of efficient railway management is considered in Section 
IV of the next chapter. • 
- In the pre-war period, public interest in the amount of 
railroads' capitalization centered in the determination of 
the proper base with which to compare earnings of the 
railroads, for the purpose of determining whether they 
were making more than a "fair" return. It was assumed 
that in th~Jilisence of re&.tr.ictive control the monopohstic 
c~ of the railroads :would enabretll~mtOearn 
more than a fair r~turn on.thcit investment,· and ~fnCeM 
v;Iuation~f the propertY hai1een made, discussion 
centered on the book values of the investment and on 
the capitalization. 

As is pointed out in Part IV of this study, one of the 
primary purposes of the valuation law was to test the re
lationship between the face value of the outstanding rail
road securities and the "value" of the property devoted 
to railroad uses. Quite apart from the question discussed 
in Chapter XX whether the valuation figures can be put 
to any practical use, it is obvious that t~tati:~.~ v!llu
ations have served a useful purpose i~~l~!he illu
sion that the railro~<!s_as a whole are 81:2-~!1'~c:.~<!pi-

285 
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talized-so far as inventory values constitute a test. 
Whichever of the confiictingmetltods of valuation we 
employ, the results are roughly in line with the actual 
capitalization.' 

1. THE CONTROL OF CAPITALIZATION 

Since the passage of the Transportation Act the Inter
state Commerce Commission has had a veto power over 
the issuance of securities by all railroads subject to its 
jurisdiction. In the exercise of this authority the Com
mission has been guided to a very considerable extent by 
a purpose to prevent overcapitalization. In general, aside 
from reorganization cases, capital issues are permitted 
only (a) to refund exist!!!.g capital issues of equal or 
l~uJ1Ji...1D) to 3cquire additional "capitaras
s~~iand (c) to reimburse .th.eJreasury fOl:thc;p~vious 
exp~nditure-of free funds in the acquisition of capital 
assets. 

Capital assets may be broadly tlefined as investments 
of a permanent character which are intended for con
tinuing productive use in the service of transportation. 
They include right-of-way, track, structures, equipment, 
securities of other railways if held for purpose of perma
nent control (but not securities held merely as invest
ments or for bargaining purposes), improvements on 
leased lines, organization expenses, and a reasonable 
amount of working capital. 

It is not necessary for our purposes to analyze in de
tail the way in which these principles are applied.' Or
dinarily the issuance of securities to -refund or replace 
other securities is permitted even if a condition of over-

I S<e data in Chapter XX. 
I Compare D. B. Loddin, Reguu.tion 0/ Security lmu • ., tM I_

MIl c_u C~Iio .. '9'7. Chapten V and VII. 
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capitalization is thereby perpetuated. In reor~nization 
cases, however!_th~~e.!ler!!l Rolley: of tile_C()IIlJIli~~!1is_ 
urunendly to the issuance of _s~iti~ in ex<:~_of Plpital 
asjets, even thoug!l, capit~zation is thereby reduced.' 

In '@uing the: Capital assets no single principle is tol
lowed consistently. A.swal cost is the test most frequent
ly applied, and is th~ular rule in the case ot£roperty 
new~tructed. Where a carrier is issuing securities 
InconnectiOn WIth-the acquisition of property which is 
already used for railroad purposes, the tentative or final 
valuations made under the valuation act of 19 I 3 are al
ways mentioned, but seem in most cases to be given little 
weight. Prospective earning capacity is given much 
weight in cases where the point at issue is the total amount 
of securities and not the propriety of an individual issue. 
Stock dividends are regarded unfavorably, but are some
times permitted where capital as~ets have been accumu
lated out of earnings. 

II. THE SIGNIFICANCE OF THE AMOUNT OF 
CAPITALIZATION 

As the law now stands, the question whether the roads 
are overcapitalized in terms of their present and pro
spective earning power is of little practical importance. 
The base on which the roads are supposed to be allowed 
to earn a fair return, if they can, is determined by the 
value of the property, and the value of the property is 
independent of the capitalization. Lower 'rates might 
necessitate a capital readjustment; but a capital read
justment could not of itself result in lower rates. Nor is 
capitalization recognized as a basis for valuing property 

~ ~ il mown in Chapter XV, however, in actual practice the Com~ 
mi.ion frequently .nctiOIUl wide departures from t1u: principle here 
indicated. 
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when it is acquired by another line. The courts give gross 
capitalization no weight in confiscation cases, and the in
vesting public certainly does not gauge the value of a 
corporation's securities by their nominal amount. Finally, 
even if present laws regarding the rate base were to be 
abolished, we do not see any way in which a revision of 
the capitalization would be helpful. We cannot base 
rates on capitalization without some standard by which 
to determine the capitalization, and that standard will 
be the significant thing; not the capitalization based on 
it. In short, the nominal capitalization of a railroad has 
no real significance. 

Nevertheless we do not suggest what may seem to be 
the logical conclusion; namely, that the Interstate Com
merce Commission should cease to interest itself in the 
prevention of an overexpansion of the capital structure 
of the railroads. It is right that supervising authorities 
should insist on the maintenance of a reasonable propor
tion between changes in capitalization of the carrier com
panies and changes in the actual investment in carrier 
property. Neglect of this issue would lay the Commis
sion open to the charge of collusion in practices designed 
to mislead investors, and would create a plausible basis 
for excessive claims for compensation in the event that 
the roads are ultimately taken over by the government. 
But the whole issue is of minor importance" 

Ill. SHOULD THERE BE A GEI\ERAL DECAPITALlZATIONI 

Within the last year or so the question of overcapi
talization has come up in a form entirely different from 
the traditional issue. It is now urged that the railroads 

• This, it must be noted, refen to the grotl capitalization, DOt the 
bond issues. Compare below, Section IV. 
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are overcapitalized, not in the sense of having a volume 
of stocks and bonds which is excessive in proportion to 
the original cost or reproduction value of the properties, 
but in the sense that the actual investment is greater than 
is justified by the current and prospective levels of traffic 
and of commodity prices--partly because of the increased 
competition of other types of transportation and partly 
because of the decreased ability of industry to pay rates 
that were once deemed just and reasonable. We are told 
that owners of railway securities must face the necessity 
of a drastic scaling down of the face value of their hold
ings. The railway-using public, it is argued, cannot be 
expected to pay for an indefinite period to a declining in
dustry the capital charges which were appropriate to that 
industry in the days of its prosperity. In other words, the 
railroad business is overcapitalized on the basis of the 
going or commercial value of its plant and equipment. 

Now it is obvious that if this view is correct the capi
talization of the railroads will sooner or later be scaled 
down, if not in nominal amount at least in the market 
values by which the present and prospective income is 
actually capitalized. The question with which we are 
concerned here is whether it is in the public interest that 
this process be expedited and systematized. 

So far as the stock is concerned the issue is' easily dis
posed of. A reduction of the nominal capitalization of 
the railways would not in any way promote the objectives 
aimed at by tlIe proponents of decapitalization. What is 
wanted is a reduction of the amount of income which goes 
to the owners of railway securities-to the end that rates 
may be lowered and wages maintained. But stock capi
talization has no bearing on earnings even in, the limited 
sense in which earnings are dependent on rate regulation. 
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Legally, the rate level is a function of the property valu
ation, or will be when the valuations are completed. We 
shall show in Part IV that the valuations as a matter of 
fact have had little importance in rate fixing. 

But even if the valuations did control the rate level, 
the face value of the stock has no bearing on the valua
tion. Only 73 per cent of railway stocks paid dividends 
in 1931, and the average rate paid on all stock was 4.01 
per cent. It is probably now running at less than 1 per 
cent. It is obvious that when a road is paying no dividends 
nothing can be saved for the shipper or the railway 
worker by cutting the nominal amount of the stock. And 
in the cases where the road does pay dividends the amount 
of stock is equally irrelevant. It is as easy and as legal to 
pay 12 per cent on a million shares as it is to pay 6 per 
cent on two million. 

To be sure, very high nominal dividends advertise the 
prosperity of those who pay them and invite attack from 
all sides. It is therefore desirable that the number of 
shares shall be such that the funds available for dividends 
work out at about the customary amount per share-
anywhere from $1.00 to $10.00 a year. In other words, 
the capitalization should be adjusted roughly to the 
earning power. But this is a very different thing from 
changing the capitalization with a view to changing the 
earning power. 

Our conclusion is that if the question is viewed from 
the standpoint of the equities, either of the employees or 
of the rate-paying public as against the owners, there is 
no force in the suggestion that the stock capitalization 
of the roads should be cut down. The bearing of the 
capitalization on the financial policy of the roads is con
sidered in Chapter XIV. 
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IV. SHOULD THERE BE A DEVALUATION OF THE 
FUNDED DEBT! 

Sometimes the decapitalization idea takes the form of 
a plea for a horizontal scaling down of the bonded debt, 
by means of some novel and summary legal procedure.' 
It is argued that the bondholder has no equitable claim 
to exemption from the general sacrifices of the deflation 
era, and that a concomitant scaling down of bonded debt, 
valuation, and rates, would be no more than an equitable 
recognition of the changed earning capacity of the in
dustry. 

This contention is not without some force. It does seem 
at first glance ethically indefensible that the bond inter
est charges of the railroads" should have increased from 
1928 to 1931 by 1 per cent, when compensation to em
ployees declined 32 per cent, operating revenues 31 per 
cent, dividends 23 per cent, and the income of the ship~ 
ping and consuming public by an average of perhaps 50 
per cent. 

So far as the question of equity is concerned this issue is 
between bondholders and stockholders; not between 
bondholders and the patrons of the railroads. The sig
nificant fact from the standpoint of the railway-using 
public is the total amount paid for the use of capital, not 
the allocation of the shrinkage between stockholders and 
bondholders. Between 1928 and 1931 the net earnings 
plus interest on funded debt, which is the total amount 
earned for capital, declined by 37 per cent. This is the 
figure which'is significant for a comparison of the sacri
fices of security owners and of other group~ interested 
in the transportation problem. That the distribution of 

• Reduction of bonded debt by reorganization of individual com
panies is discussed in Chapter XV . 

• Railroad data in this paragraph refer to Class I roads only. 



292 AMERICAN TRANSPORTATION PROBLEM 

this loss between stockholders and bondholders has been 
unequal does not interest the shipping and consuming 
public except in so far as it may affect the railroads' ability 
to obtain capital which may be needed in the future. 

The claim of the holders of railroad bonds for the 
maintenance of their income position at the expense of 
the stockholders is, of course, a corollary of the claims 
of stockholders to all the benefit of the increase in return 
to capital which occurs in periods of growing prosperity. 
From 1923 to 1930 the average rate of dividends on all 
outstanding railroad stock increased from 4.53 to 6.02 
per cent, while the rate of interest on funded debt did 
not increase at all. 

It is argued, however, that in extreme periods of fall
ing prices which could not be foreseen when bonds were 
issued, stockholders have an equitable claim that fixed 
monetary obligations be scaled down to correspond to 
the increased purchasing power of the dollar. In the 
writer's judgment there is considerable force in this sug- . 
gestion if presented as part of a general scheme for scal
ing down all debts. But there is no equity in applying it 
to railroad securities alone. Moreover, account must be 
taken of the fact that a large proportion of railroad debt 
(probably a larger proportion than that of any other 
important class of debt) was incurred at a time when the 
price level was lower than it is now. 

The really cogent argument from the standpoint of 
public interest, for reducing the proportion of funded 
debt to stock equity lies in its bearing, not on the level 
of rates, but on their flexibility. One of the most un
fortunate aspects of the railroad situation lies in the 
rigidity of the whole structure of railroad rates, wages, 
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and charges in the face of changing business conditions. 
Railroad rates do not come down with prices; if they did, 
other things remaining as they are, all the roads in the 
country would be bankrupt in every major depression. 
On the other hand, the failure of rates to come down 
greatly increases the burden of deflation on industries 
producing bulk goods for distant markets, especially 
agriculture and coal mining, and makes it impossible to 
apply to industry the stimulus of reduced costs at a point 
where it would mean much more than it does at the 
place where it is generally applied-namely the cost of 
bank credit. 

Railroad rates are a far more important element in 
the cost of doing business than is short-term bank credit, 
yet public authorities go on year after year trying to 
stimulate business recovery by forcing down money rates 
(while banks fail on every hand). At the same time rail
way rates are held up or actually increased lest railway 
credit be undermined. 

Without going into the controversial issue of the un
derlying cause of business fluctuations, our judgment is 
that one of the most serious aggravating factors is the 
rigidity with which certain major costs of doing business 
stay up in the face of a generalliquidation_nd among 
these rigid costs railway rates are conSpicuous. 

Now it is ob0ously impracticable to throw on the rail
way managements the burden of stimulating business 
recovery by lowered rates in times of business depression 
(and presumably checking booms by raising rates when 
business appears to be over done) unless flexibility is in
troduced into other elements of their financial set-up. 
\Ve discuss elsewhere the question of wages and the 
prices of the materials which the railroads buy; here we 
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only point out that if the railroad rates are to be made 
responsive to the swings of business activity and the pur
chasing power of the dollar, it is imperative that their 
capital charges shall also be made less rigid. 

If railroads were capitalized chiefly on stock and were 
permitted to earn and pay liberal dividends in periods of 
prosperity, they could attract capital for necessary ex
pansion, even though it was well understood that in bad 
times they would be unable to keep up dividend pay
ments. Such elasticity in the return on capital is highly 
desirable so long as the activity of business and the level 
of prices and incomes remains subject to wide and un
predictable variations. 

These considerations are reinforced by the probability 
that the railroad financial structure may be subject to 
large changes during the coming decade because of new 
developments in the type of competition which they have 
to meet, and the amount of capital which they must in
vest in order to meet this competition and to render the 
types of service appropriate to the new transportation 
era. It seems ttl us therefore highly desirable, from the 
public standpoint, that stock issues should be the chief 
reliance of the railroads for new capital. 

To be sure, in s~ct legal and economic theory, as was 
indicated above, the capital structure has no bearing on 
the question, even in acute depressions. The bondholder 
has no direct claim whatever against the travelling and 
shipping public. He has a claim against the corporation 
and the corporation has a claim against the public. But 
the fact is that public authorities do recognize in the 
bonded debt a financial claim against the public superior 
to that of the stockholders, regardless of the fact that the 
latter has made an equal contribution to the common 
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cause--indeed is often a former bondholder who has been 
converted into a stockholder against his will They also 
seem to recognize a vested right on the part of the man
agement to protection against the legal consequences of 
inability to pay fixed charges. The most conspicuous evi
dence of this at the moment is the fact that the Recon
struction Finance Corporation and the Railroad Credit 
Corporation are providing funds to pay interest on 

, funded debt, but none for dividend purposes. 
There is considerable justification for measures in

tended to prevent a wholesale epidemic of bankruptcies 
in a basic industry in a period of acute depression-even 
though the patrons of a railroad are generally as well 
served by receivers as by the managements which they 
replace. But there are other evidences of a special solici
tude for the bondholder, even in times of ordinary pros
perity. In the Western Rate Case of 1926 an increase 
of rates was denied in the face of clear evidence that the 
applicant carriers could not earn the statutory fair re
turn, and without any denial that the increased rates 
would actually yield increased revenue, on the ground 
that no financial emergency existed-in other words, be
cause the creditors of the roads were not in danger though 
the stockholders had no prospect of getting the return 
contemplated by law: 

T To be sure, the Commission claimed that in this cue the application 
for a rate inaeue was predicated on the claim that & financial emergency 
existed (though admittiDg that at the hearings this aspec;t of th. questioa 
was not stressed by the carriers). Though DO definition of au emergency 
wu oHered, it i.J clnr that in this cue crediton of the railroads were 
admitted to have a claim against th. puhlic not possessed by stockholders 
_nd in our judgment not anctioned by law. In the N .... England 
Divisions cue, on the contrary, the decision was formally bated on the 
inability of the New England roads to earn their fair ret~bat ... 
ever weight the fixed cbargeo may have had in shaping the minds of th ... 
responsible for the decision. 
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In the Fifteen Per Cent Case the Interstate Com
merce Commission said: 

The ·applicants apparently recognize that at this time it is 
futile to increase rates with the object of reaching 5.75 per cent 
on the value of their properties as a whole. The practicallimita
tion of what the traffic will bear and continue to move by rail 
must be given consideration. Clearly any practicable increase, un
accompanied by a pooling provision, might not prevent threat
ened default in the fixed interest obligations of some of the car
riers. On the other hand, a smalIer increase in the aggregate 
revenue, marshalIed for the benefit of the carriers in need, will 
tend to stabilize the industry. We shalI provide for such marshal
ling. 

We do not find that we·are justified on this record to attempt, 
by a rate increase, to protect the margin of one and one-half 
times fixed charges set by the New York law. To provide so far 
as practicable that actual interest charges be met is justified. I 

There are also indications that the Commission has oc
casionally taken into consideration the amount of bonded 
debt in valuing properties under the provisions of the 
valuation act of 1913.' 

If this line of reasoning is to prevail in the future, it 
is clear that railroad managers will have the duty to their 
stockholders to do as much financing as possible on bonds, 
while the Commission, as guardian of the interests of the 
shipper, will have a duty to keep the funded debt as low 
as possible. 

Our judgment is that there is neither a legal nor an 
economic basis for this tacit recognition of a quasi-pre
ferred status of the bonded debt as against the stock 

• Fifteen Per Cenl Case 0/ 1931, Interstate Commerce Commiuion, 
Vol. t 78, p. 579· 

• See Vanderblue and Burgess, Railroaas: Rates, Set"DiCI, MalUJge. 
me,ll. p. 349, for discussion of valuation calel where the valuation of 
the property was apparentl)· stretched to conr the bond issueL 
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equity of the railroads. As we have noted, there can be 
no objection to a polKy of preventing wholesale bank
ruptcies in a public emergenq, either by loans or by 
moratoriums.. But as a standing policy the form of capi
talization should have no bearing on the amount which 
a railroad is allowed to earn, or the treatment which it 
.receives from public authority. The financial structure 
of a railway has merely to do with the distribution among 
its owners and creditors of the amount which, rightly or~ 
wrongly, the road is able to earn. If this structure is such 
that the bondholders are entitled to more than the road 
can eam-apart from Wholly abnormal mnditioDs created 
by war or depression-the road's capital structure is in 
need of reorganization. 



CHAPTER XIV 

FINANCIAL POLICIES 

In Chapter Ii we showed in some detail that the rail
ways have been able, in the period since 1920, to att~ 
ca~eem~_fl,tIIY--Pl9portionat~to their 
impo(tan~e In the __ naiional economy. T.h~ questIon 
whether thi:--i'OadS have not in fact attracted too much 
capital for their own and the public's best interest was also 
raised, the tentative conclusion being that the increase in 
railroad capital was probably justified by the reduction in 
9Perating costs, not only as measured in dollars but as 

Vgauged by physical tests, such as pounds of coal con
sumed and employees' time spent in proportion to the 
output of freight and passenger servi~ 

This tentative conclusion is confirmed by a comparison 
of the records of the Eastern and Western districts.' The 
investment of the Eastern Class I roads increased be
tween the end of 1923 and the end of 1929 by 23 per 
cent; that ofthe Western roads by only 12 per cent. The 
net amount earned on investment (net income plus in
terest on funded debt) increased 37 per cent in the East, 
as against 36 per cent in the West-this in spite of the 
fact that operating revenues increased 30 per cent in 
the West and decreased 30 per cent in the East. Operat
ing ratios declined in the same proportion in both sections. 

These figures seem to confirm the conclusion that the 
added investment in railway properties did justify itself 
in terms of the reduction of operating costs. ~_ 

:I The Southern rustrict it omitted from the comparilon becau.e of 
the distUrbing inBuenee of changes in traffic density &IIOCiated with the 
rUe and collapoe of the Florida land opcculation. 

298 
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a pennan~-J;'!t_of funds can, of cou.rse....-bejus
tiIiiif()nly in terms of a long time use o£.ih.e,resW,!ing 
~nd iJ]. this ~ it i.s .o~vi~~that the ?-,,-\V_in~~ 
filent under present condinons cannot pay l~.:\l7ay. In 
ot:her woras; ifi3ilway managers had foreseen the com-
ing of the present depression it would have been wise. /' 
for them to have kept the new investment at a minimum, V 
paying for a few years the higher operating costs which 
went with less adequate equipment, and saving the over

.head during the recent years of comparative id1en~-
But such reasoning after the event is of little signifi

cance. All industries, and most government units, are 
burdened with capital investments which they would not 
have made if they had foreknown the slackened rate of 
business activity of 1931 and 1932. So far as we can see 
now, there was no other alternative field of investment 
for the new capital which went into the railroads where 
it would have justified itself by a greater productivity 
than in the railways. 

Assuming, then, that the total amount of capital raised . V 
recently by the railroads has not been out of line with 
what a sound public_ policy would have encouraged, 
what about the form of financing? 

It is frequently stated that the railroads have been 
doing too large a share of their financing through issu
ance of bonds rather than stock; and that this is because 
the credit of the railroads has not been good enough to 
enable them to sell stock. It is also widely believed that 
the dividend policy of the ~oads has been too liberal, 
so that they have not accumulated adequate cash re
serves for contingencies or reinvested a surplus large 
enough to serve as a proper cushion in periods of de
clining revenue. 



Corpo. 
Year rate 

Surplu. 

_. --- . - ._._. 

1'124 ........ .!,7M 
192.1 ........ 4,I1H 
1926 ........ 4,.1.1.1 
1927 ...... .. 4,694 
l'12K ........ 5,0.11 
1929 .. '''''' 5,474 

CAPITALIZATION AND SURPLUI or RA;LWAVI, DEC 31, 1924-192Q. 
(Million. o( doUa,,) 

Stock Funded Debt 
Tot.1 

Capit.l. 
Pre-

Mort- Col. 
ization Tot.1 Common Total 

l:~ds 
hueral Income 

(erred Trust 
... _--_ .. --_. ---._-----------

21,6HI 9,JOO 7,JfJ9 1,901 12,.181 9,210 1,125 J69 
21,7.!4 9,41.1 7,491 1,921 12,.121 9,271 1,119 .1.!6 
21,749 9,.165 7,4.11 1,915 12,JK4 9,.IRJ 1,062 JI4 
21,849 9,5.19 7,.175 1,965 12,.109 9,550 8H6 2fJ9 
22,026 9,722 7,703 2,019 12,304 9,6.11 795 378 
22,.107 9,847 7,797 2,050 12,459 9,677 700 3M 

Miscet_ Equipment 
laneoul Obligations 

-------
620 1,0.17 
51.1 1,079 
528 1,097 
.Ill 1,064 
520 9RO 
722 995 

• Sidlislits qf RaUwdJI qf 'hI Unl"tI $'.'11 (or the yean indicated; Statement No. 17, except corporate .urplul, which i, 
computed (rom StOlCmenll42 and 43 and Section A, PArtllJ and Ill. 

w 
o o 
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Our conclusions are as follows: (a) the railroads have 
actually done a much smaller proportion of their financ
ing through bond issues since 192.4 than is generally sup~ 
posed; (b) they could have done a considerably larger 
volume of their financing by stock sales during the period 
since 19ZI if their managements had considered it desir
able to do so; (c) it would not have been a sound policy 
for the roads, viewed as private profitmaking corpora
tions, to do a much larger proportion of their financing 
through the sale of stock; (d) there is no basis for the 
current idea that railroad dividend policies were unduly 
liberal in 192.2.-2.9, but there is a basis for the criticism 
with regard to 1931; (e) under the conditions which ap
pear likely to prevail over the next decade a much greater 
proportionate use of stock is desirable. 

I. RAILWAY FINANCING, 19'5-'9 

The table on page 300 shows the volume of various 
kinds of securities outstanding during recent years. The 
changes were as follows: 

CHANGES IN OUTSTANDING SECURITIES AND CORPORATE 

SURPLUS, DEC. 31,1924 TO DEC. 31,1929 
(Millions of dollars) 

Funded Debt 
Mortgage Bonds .... 
Collateral Trust Bonds ... . 
Income Bonds .......... . 
Equipment Trust Certificates . 
Miscellaneous . 

Total 
Stock 

Common 
Preferred 

Total ......... . 
Surplus. .. . ............... . 

Total Capitalization and Surplus 

. ... +467 
. .... -425 
. .... - 3 

..- 62 
. +102 

......... + 78 

.. : .+398 
.. +149 

...... 

. .. + 547 

. .. +1,688 
.+2,314 
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It will be seen that from the end of 1924 to the end 
of 1929 two-thirds of the increase in the capital and sur
plus of railways consisted of reinvested surplus and 
nearly all the rest resulted from stock: issuance. With the 
collapse of the stock market boom and the decline in rail
road earnings, the tide turned the other way, as may be 
seen from the following statement of the changes during 
1930 and 1931 (millions of dollars): 

Funded Debt 
1930 ......... +184 
19312 

••••••••• + 16 

Stock 
+165 
- 3 

Surplus 
-1,117 
- 594 

The data just presented refer to all railroad securities, 
including those owned by the issuing company and by 
other railroads. Our information regarding the amounts 
of securities in the hands of the public is less detailed but 
perhaps more significant. The table on p. 303 shows, for 
1920 to 193 I inclusive, the amounts of railway stocks and 
railway bonds held at the end of the year by others 
than railways. 

This table shows strikingly the way in which the 
/Ilethod of railroad financing has responded to changed 
money market conditions. During the years from 1920 
to 1924 bonds were very popular with investors. In these 
four years the railroads issued bonds in such great quan
tities as to make up the deficiency of financing in the six 
preceding years. The railway bonds owned by the general 
public increased by 1,108 million dollars, while stock: in 
the hands of the public increased by only 100 million. 
On the other hand, in the period after 1924, and espe
cially in 1927 and 1928, common stocks enjoyed un
precedented popularity; and between the end of 1924 

:I Class I TOads and their non-operating lubsidiaries only. 
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and the end of 1929 stock in public hands increased by 
,407 million dollars, while bonds increased by only 71 
million. 

Nevertheless, the swing toward the issuance of stocks 
was much less marked in the case of railways than it was 
with industrials during the same years. The chart on 
page 304 shows the change in the proportion of stocks 
to bonds in the public financing of railways and in the 
market for corporate issues as a whole. The much higher 

Year 

1921 
1922 
1923 
1924 
1925 

1926 
1927 
1928 
1929 
1930 
1931 

SECURITIES OwNED BY THE PUBLJC; 1921-Jla 

(In millions of dollars) 

Funded Stock Debt Total 

6,673 10,409 17,083 
6,751 10,528 17,280 
6,847 10,963 17,810 
6,806 11,396 18,202 
6,886 11,305 18,191 

6,829 11,404 18,234 
6,756 11,381 18,\37 
7,084 11,427 18.511 
7,213 11,467 18.680 
7.185 11,880 19.066 
7,111 11,830 18.941 

Percentage 
Funded Debt 

to Total 

60.9 
60.9 
61.6 
62.6 
62.1 

62.6 
62.1 
61.7 
61.4 
62.3 
62.5 

.. Computed (rom Statement No. 53, SI4I;sliCJ of RAiJfH;JS in 1M Un;tt" 
SllIItS, 1931. Data refer to December 31 of year indicated.. 

proportion of bonds shown in the charted data than in 
the table on page 301 is due to the fact that the chart 
covers refunding operations, and not merely net addi
tions to capital. This chart, combined with the preceding 
data, shows plainly that though the railroads got. their 
new capital during the stock market boom largely in the 
form of stock issues, they did not take advantage of the 
great strength of the stock market to. effect an extensive 
substitution of stock for bonds in their capital structure. 
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In spite of the popularity of stocks during the five-year 
periQd from the end of 1924 through 1929, a number 
of important roads did their financing in this period ex
clusively on stock, while others used the stock market 
for only a part of their need of new capital. Only a very 
few roads, of which the New York Central and the 
St. Louis-San Francisco were the most conspicuous, issued 

RAILROAD AND OTHER CORPORATE SECURITY ISSUES 

\ 1919-2 9 

stock in such amount as not only to provide for their 
new capital needs, but to effect a substantial reduction in 
their funded debt. The table opposite classifies most of 
the more important roads in accordance with the extent 
to which they relied on the stock market and the bond 
market, respectively, for their new capital needs. 

A considerable number of roads which sold no stock 
between 1925 and 1929 could have done so. Some 



LKADINO INDKP&NDENT RAILROADS CLASSifIED ACCORDING TOTHSIR USB or STOCK OR BONDI IN Nsw FINANCING, 192~30 

Financed ChieAy 
Through Stock IIBuea 

Financed ChieAy 
Through Bond IlIuOl ~~:ckc~~lt:,on"J~:;~h No Important New 

Financing 

Adandc Cout Line Chic.~. Rock bland and AtchilOn Central of NewJcrley 
Bangor and Arooatook Pacific Baltimore and Ohio Chicago Great estern 
Delaware & Hudson- Great Northern Boston and Maine Chicago nnd North Western 
Miuouri.KansQo. Texas- Klnlat Cit~ Southern ~~:,!apeake and Ohio Delaware, Lackawanna and 
New York Central Lehigh Valey Western 
Pennsylvania MillOuri Pacific IIIinoi. Central Louilville and Nalhville 
St. Loui...san Francisco Pere Marquette New Haven Maine Central 
Southern Pit~.~urg~ and West Vir. Nickel Plate Minneapolil, St. Paul and 

81ma Seaboard Air Line S. Ste. Marie. , Reading Norfolk and Weltern 
Southern Pacific Northern Pacific 
Wabaah Rutland 

St. Louil Southweatern 
Union Pacific . Virginian 
Weatern Maryland 
Wheeling &ad Lake Erie 

• Stock iuued to refund bond., not (or new cnpi t.l; 
• I .. ued bond. bearing fixed Charge to refund Income bond •. 

w o 
v. 
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roads, such as the Southern Pacific and the Lehigh Val
ley, had outstanding common stocks which sold well 
above par most of the time. Others, such as the Great 
Northern and the Northern Pacific, whose stocks sold 
below par or too close to it to make stock financing
safe, had substantial earnings above their fixed charges 
which would have enabled them to sell stock by shifting 
to a no-par basis, or reducing the par values. The use of 
bonds in the financial operations of these roads was there
fore a matter of policy rather than of necessity. 

That is not to say, however, that the stock market 
would have absorbed enough stock to make possible a 
radical reduction of the proportion of bonds in the capital 
structure of the railways. The mass of outstanding rail
road capital is so great that even if all new capital were 
raised by stock issues the proportion of funded debt to 
total capitalization would change very slowly. A drastic 
reorganization of the financial set-up would have to be 
brought about either through an epidemic of receiver
ships and reorganization proceedings or through a re
capitalization program instituted by governmental au
thority. The question whether such a recapitalization of 
the railways is desirable is wholly distinct from the ques
tion whether railway managements have on the whole 
been justified in the financial policies pursued during the 
past decade. Let us consider briefly some of the factors 
which have been responsible for the creation of the pres
ent capi tal structure. 

II. STOCKS VERSUS BONDS: CONTROLLING FACTORS 

The general rule of corporate finance is that an in
dustry which issues only stock, or one which secures only 
a very small proportion of its capital through bond issues, 
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does so from necessity. If an industry is speculative in 
character, investors consider that the risk of losing their 
capital must be compensated by an opportunity to share 
in the profits of success. In fact the railroad industry is 
the only one of which it is ever said that it sells bonds 
because it cannot sell stock; other industries sell stock 
when they cannot sell bonds. 

Is this a fallacy, or is there some peculiarity about the 
railroad business which justifies a reversal of the ordi
nary way of appraising strength and weaknesS? One 
point may be suggested in partial justification of the cur
rent idea that railroads can finance on bonds when they 
cannot sell stock. The railroad capital structure of many 
roads is such that it is possible to issue bonds which will 
take precedence over a part of the already existing funded 
debt. In some previous reorganization an "open end" 
mortgage was created, and then one or more closed issues 
of junior bonds (debentures or income bonds) and pre
ferred stocks were created to take "care of existing inter
ests. Henceforward if the corporation tries to finance on 
stock issues the securities it has to offer are junior to big 
intermediate fixed or contingent obligations, whereas if 
it finances"on bonds the new security holder can be given 
a lien prior to that of these issues.' 

In such cases there is real pressure to finance on bond 
issues, but the pressure arises from a faulty capital struc
ture and is quite independent of the strength "01' ~eakness 
of the general income position of the road in"'"qU:~q!1. 
In general, however, when bonds are issued it is because" . 
it is cheaper to finance in this way than .... through stock
issues. The data presented in Chapter II showed that 

• The Chicago, Milwaukee and St. Paul reorganization of 192.8 fur .. 
nishes a cue in point. Compare· Chapter XV. 
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railroads have been able to secure new capital through 
bond issues more cheaply than have most other indus
tries. The cost of capital secured through stock issues can
not be computed with precision, but it is obvious that at 
least in the good years in which financial expansion chiefly 
occurs, more must be received, or at least reasonably ex
pected, by the investor in stocks than it is necessary to 
offer to the bondholder. 

This consideration is especially important in the case 
of numerous railroads whose voting stock is owned in 
large part by other roads. The value of a controlled road 
to a parent company consists in large part of the oppor
tunity which it affords to control the flow of traffic. A 
subsidiary which furnishes traffic to the parent may he 
worth many times the amount invested in its srock, even 
if it pays no dividend. If bonds of the subsidiary are sold, 
the parent compimy need not buy them; if stock is sold 
the parent must either buy its proportionate share or see 
its control diluted, and must permit the payment of divi
dends not only on the new capital but also on the old mi
nority stock. Obviously, from the standpoint of the con
trolling company, the more the subsidiary is financed on 
bonds the hetter.' 

The obvious argument for a materially larger use of 
stock in the financing of railroads, assuming that the bond 
market remains open to them, is the fact that if the capi-' 
talization is largely in the form of stock, disbursements 
to owners of the capital can he curtailed much more rapid
ly and with less embarrassment in periods of adversity. 

4 This consideration -it rendered more cogent by the fact that in cateS 

,,·here railroad corporations controlled by other railroads get into finan· 
cial difficulties the courts and the Interstate Commerce Commission are 
likely to approve a reorganization plan which will scale down the bonded 
debt without wiping out the controlling Itock interest. St'e Chapter XV. 



FINA.NCIAL POLICIES 

, How much weight railroad managers should give to this 
question depends on the anticipated variability of earn
ings. How severe and protracted a depression should a 
road be prepared to face without distress? 

Looking backward now, it is easy to say of many roads 
that if they had taken advantage of the investment situ
ation in I92.5-2.9 to float stocks they would be in better 
financial shape now. Better, that is, from the standpoint 
of the managements. But we can hardly take the position 
that managements of railroads ought to have foreseen 
the coming of the greatest depression in history, and to 
have learned of it by methods not available to those to 
whom it was proposed to sell the stocks. For, obviously, 
.foresight would have been of no avail to the roads as 
sellers of securities if what they foresaw had been known 
also to the prospective buyers of those securities. 

So far we have discussed the question of funded debt 
solely from the standpoint of the fixed charges which it 
entails. Another and a more serious question is involved, 
however. 

Funded debt not only involves fixed charges but, un
der American practice, it involves meeting maturities. 
Now capital which has been invested in railway proper
ties cannot be converted at will to some other form. The 
promise of a railway to pay back at a fixed date a sub
stantial portion of its capital is a promise which in the 
nature of the case it cannot fulfill, except by. borrowing 
elsewhere or selling stock. And there is no sbund.teason 
why it should do so, unless the securities arc: Issued to
finance wasting assc;ts. 

Railway property may be classed into three "types: 
first, fuel and miscellaneous supplies which are imme
diately destroyed in use; second, rapidly wasting capital 
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assets like locomotives and cars; and, third, permanent 
assets like right-of-way and structures. 

The purchase of property of the first class can prop
erly be financed only out of working capital funds; the 
second may appropriately be financed by bonds or trust 
certificates of serial maturity; the third type of assets 
should be financed in such a way that there will be no 
maturity--other than that involved in an amortization 
rate which corresponds to the depreciation of the prop
erty. This means logically either stock or perpetual bonds. 

It is not merely illogical that the permanent fixed 
capital of a railroad should be in such a form that the 
railroad is under legal obligation to repay it in large 
blocks at fixed dates; it is a financial peril. Often a road 
which has had no serious difficulty in paying its fixed 
charges has been very seriously embarrassed by the ,!eces
sity of finding funds to payoff obligations which repre
sent a permanent investment in the properties. The Mis
souri, Kansas and Texas in 1915 and the Baltimore and 
Ohio in 1932-33 are cases in point. The history of the 
railroad industry is strewn with the wrecks of companies 
which have had to refund bonds at a time when for rea
sons pertaining to the general investment situation rather 
than to the soundness of the particular enterprise, it was 
impossible for its management to refinance. 

If perpetual interest-bearing obligations (substantially 
equivalent to the gUaranteed leased line stocks now out
standing in 'limited amount) were substituted for obli
gations with a fixed maturity date, a large part of the ob
jection to funded debt would disappear. A very large 
part of the present distress of the railroads is the result, 
not of excessive interest charges, but of inconvenient ma
turities. 
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It is within the power of railway managements to re
duce greatly, if not to eliminate, the menace to financial 
stability which lies in our present system of capitalizing 
permanent investment on bonds of fixed maturity. The 
practice of financing on short-term notes in the hope that 
they will mature at a time when market conditions are 
more favorable to the floating of long-term securities is 
speculative and dangerous in the extreme. It cannot be 
done away with in summary fashion, for there is out
standing a great mass of securities with a fixed maturity 
date, and some of them are bound to mature at times 
when it is practically impossible to refund them with
out the use of short-term notes. But the practice of fi
nancing new capital needs on short-term notes ought to 
be definitely abandoned,' and capital instruments with
out maturity should be substituted for the outstanding 
debt as rapidly as maturities and reorganizations make it 
possible. 

nI. FUTURE FINANCING 

From what has been said in the two precedi~g sec
tions it is clear that there is no basis for a blanket indict
ment of inefficiency against railway managements for the 
creation and maintenance of the present proportions of 
bonds in their capital structure. Looking forward, how
ever, we believe that an intelligent financial policy will 
look to a marked reduction of the proportion of fiXed 
charges to income--for the sake, not of economy, but of 
safety. A proper balance between stocks and bonds de
pends on the variability of the earnings, and it seems dear 
that the variability of railroad business, as well as that 
of other forms of business, is likely to be greater than 

• Still more emphatically the practice of issuing notes or terminable 
boado to buy the stocks of other companies. 
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was supposed in the years from 1925 to 1929. In spite 
of statistical evidence that the fluctuations of prices and 
business activity were actually greater than before the 
war, there was at that time a widespread belief that 
business had been stabilized, or at least that the violence 
of the swings of the cycle had been mitigated. It is now 
obvious that there was no basis whatever for this assump
tion. Moreover, so far as the railroad business is con
cerned the uncertainty is aggravated by the rise of newer 
forms of transportation and the unsettled state of the 
regulatory policy. It is therefore clear that the propor
tion of fixed charges to total income which would meet 
the test of a sound and conservative railroad financial 
policy is considerably smaller than it appeared to be 
before 1930. 

Apart from a possible general revaluation of debt in 
which the railroads might share along with other debtors, 
there are only three ways in which the railroads can cut 
down their fixed charges. One is by selling stock to re
fund Iionds-a solution which is out of the picture for 
the time being. Should financial market conditions again 
make it possible, prudence demands that it be utilized to 
the full. Second, there is the slow process of amortizing 
debt out of earnings. The practicability of this procedure, 
like that of the first, depends largely on the revival of 
the stock market. For it will be of little avail to amortize 
existing debt out of earnings if new capital has to be ob
tained by selling new funded debt. The third way out is 
by reorganization of the individual road on the basis of 
its individual financial difficulties. 

If the roads are to secure new capital from time to 
time it is essential that there be some process of adjust
ing fixed charges downward in line with any permanent 
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diminution of income below capacity to pay--or else of 
giving the new capital priority over the old. 

Both of these results are acmmplished, under our 
present S)'5I:em, by the procedure of reorganization and 
judicial sale, or ocasionally by a voluntary readjust
ment. We describe in Chapten XV and XVI the methods 
which have been pI2CI:iced in recent years in dfecting re
organizations and mnsider some proposals for improving 
them. 

IV. DEC.U'lT.o\LIZ!lTlOX AS A IlX.o\."a.U. EXPEDIL" 

We mnsider nat, from the standpoint of the man
agement of the railways the questions w-hich w-ere dealt 
with in Chapter XIII from the standpoint of the public 
--that is, nduction of the total capitalization and reduc
tion of the funded debt. Our mnclusion there was that 
the public has a mnsiderable interest in encouraging the 
reduction of the funded debt. but only a remote and in
tangtble interest in the size of the stock capitalization. 
Our conclusion here is that a considerable number of in
dividual railroads w-ould benefit by a saling down of the 
par values of their common stocks or by a shift to no
par stock..· Par values of railroad stocks are in most cases 
fictions, aa:idents of the history of some half-forgotten 
reorganization or sIill more ancient original issuance of 
capital When they are substantially above any reason
able prospective value as investments, they constitute a 
true ov-en:apitalization. 

Common stocks make up about one-third of the total 
railroad capitalization. and roads w-hich sIill have i. JIl¥-

CObrioooIy doo:y .....td aD. n...d as pri ..... ~ ........ 
II! a ~ do ........ abIiu!nrioe of ..... iJwIrhcrdnrs, .,...a.ny if it 
<GOld be ..... ___ u..p..u- of Ibeir ~ ....... ..u.g CIjIII<ity. 
Tb, ~. is ~ ... r.on.... of pnaiability. 
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gin of earnings beyond their fixed charges might gain and 
could not lose by a scaling down of this part of the capital. 
It is as easy to stop dividends in bad years on 5 million 
dollars of stock as it is on 10 millions, and if conditions 
justify the payment of some dividend it looks better to 
pay 3 per cent on 5 million dollars than to pay 10 per 
cent on 10 millions. 

Moreover, under the laws of the states in which many 
of the railroads are incorporated, stoCk cannot be sold for 
less than its par value. Hence, in order to finance through 
the sale of common stoCk it is necessary that the number 
of shares be kept down to where the stoCk can be sold at 
or above par. While, as we have shown, a large num
ber of railroads were able to sell stoCk during the period 
from 1923 through 1929, there was also a considerable 
number of roads which had a satisfactory rate of earning 
on the stoCkholders' equity but could not have sold com
mon stoCk at par. In a number of cases the par value of 
stoCk was so high that in order to earn a return on a 
market value above par it would have been necessary 
for the road to earn an amount substantially greater 
than the statutory fair return on the tentative valuation 
of their properties. 

In industrial corporation finance it is not unusual to 
effect a reduction of par value, or a change to no-par 
stoCk of low book value, in order to legalize the SlUe of 
new stoCk at its market value. Such a decapitalization 
would improve the financial set-up of a number of roads. 

To be sure, all this is mere hocus-pocus. An intelli
gent system of regulation of corporate security issuance 
would permit the sale of stoCk below par, provided the 
stoCkholders were protected against the dilution of their 
holdings, for example, by the provision that the new 
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stock: must be offered pro rata to the old stockholders. 
But it is easier to recapitalize downward in order to 
bring the value of the stock: above its new par than it 
is to get changes in the archaic laws which govern the 
issuance of stock:. 

The converse case of readjustment of capitalization to 
take care of greatly increased earning capacity is. of less 
pressing interest but equally important as a matter of 
long-run policy. When a road's earnings become dis
proportionately large in relation to its capitalization, the 
argument for permitting it to recapitalize through stock: 
dividends or through issuance of rights to purchase stock: 
at par is very similar to the argument in favor of recapi
talization downward in the case of shrunken, earnings. 
The dilution of the stock: equity does not in any way 
change the amount which a sound public policy will per
mit the regulated utility to earn, but it adds flexibility to 
the financial program. 

We see no ,basis for the doctrine laid down by the 
Interstate Commerce Commission in 1928 in connection 
with the application of the Chesapeake and Ohio for 
permission to sell stock: at par,. to the effect that such 
action would "place a burden on the carrier."· (This 
decision was later reversed.)' 

The "melon" distributed by issuing rights to subscribe 
at par was nothing but the equity of the stockholders in 

• 138 I.C.C. 535. ' 
• It iJ to be emphasized, of coune, that a decision &I to whether a 

road should be permitted to increase its capital by stock dividends or by 
leiling Btock. below its book value hal nothing to do with the question 
whether the earnings which suggest and are expected to support thi. 
expanded capitalization are in fact excessive. Decision as to whether the 
carrier ia charging -more for ita services than they are worth should be 
kept wholly distinct fmm the question of itl capitalization. 

• 150 I.C.C. 7S5 (1919)' 
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the undistributed past earnings, and anticipated future 
earnings of their property. The stockholder was given a 
convenient opportunity to sell part of his equity if he was 
not willing and able to make his pro rata contribution 
to the capital needs of the company. There is no sounder 
method of financing than this. Certainly if it is desired 
to encourage financing by stock issuance there is no sense 
in regulations which hamper such financing and obstruct 
the efforts of stockholders to withdraw from the business 
a part of the earnings which have accrued as part of their 
equity. 

v. DIVIDEND POLICY 

We turn next to the question whether the dividend 
policy pursued by the railroads during the last few years 
has been sound. We have noted already that a very large 
share of the investment of new capital in the railroads 
during the past decade was reinvested surplus. In spite of 
this policy of reinvestment, earnings were large enough 
to make possible a very substantial increase 111 dividend 
payments. The record for the years 1922-31 is shown in 
the accompanying table. Payments made by one railroad 
to another railroad are excluded from both sides of this 
account, since the inclusion of such payments would in
volve much double counting-funds received by a rail
road as dividends entering into the total from which its 
own dividends are paid. 

We see nothing in this record to justify a conclusion 
that in 1922-29 the railroad managements were guilty 
of excessive liberality in the payment of dividends, no 
matter whether the question be viewed from the stand
point of private finance or from that of the public in
terest. After all, Congress deliberately decided in 1920 

to recommit the railways to private ownership, and to 
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IbsPOSJ'tto. OF eowSOLIDATED NET IlICOME OF THB R.uLI.OADsa 

(Dollar items iD millions) 

Net Ratio of 
la_ 

Amount Interest :.:.~t. 
Ratio of 

Available Net Divi- Divideods Year ...... 1= OIIFomdcd lD<XIIDe deods to Net 
... F Debt oome Income Available Debt" ...... la ...... t 

1922 , 895 $515 $.!SO n7l 88.0 71.8 
1923 1,095 526 :m 142 79.l 60.1 
1924 1,113 5M 549 306 78.2 55.7 
1925 1,259 56l 696 324 70.5 46.6 
1926 1,352 5M 788 369 69.0 46.8 
1927 1,198 56l 63S 4S5 85.0 71.7 
1928 1,313 5S8 755 402 73.1 53.2 
1929 1,418 557 861 441 70.4 51.2 
1930 1,034 :m 46S 492 102.6 105.8 
1931 65f 580 75 311 136.0 414.7 

• Compu...u..... data iD Table 34, SUlUtiu til Iu.iJ_7S. 
• This is figured .. though all "other deductions" iDcluding iDren:st on 

IIoatiog dol .. camc: ahead of iD_ OIl fuoded debt. 

look to private initiative to secure the necessary capital 
to provide for their needed growth. At that time it was 
everywhere urged that the transportation system of the 
country was overloaded and in dire need of expansion. 
Stockholders' money has been attracted to the industry 
by the prospect of a return, and no restriction has been 
put on the right of stockholders to withdraw from the 
business whatever they can earn for themselves, within 
the rate structure approved by the Interstate Commerce 
Commission and subject to the other restrictions imposed 
by law and by administrative authority. 

So far as stockholders control the situation, it is rea
sonably to be expected that they will withdraw from the 
railroads all the net income they can expect in so far as 
they are induced to leave surplus in the business in the 
expectation that future dividends will be increased or 
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made more secure by so doing. There is no moral ob
ligation on the stockholders to furnish capital for less 
,than the full amount which it earns; the 'only question 
is one of sound financial practice. Obviously, it would be 
risky in a business which has large fixed indebtedness, 
and in which the calculation of earnings can at best be 
only approximate,'· to withdraw regularly every penny 
of the earnings. But it is equally unsound finance to leave 
money in the business if it is likely that it can be used 
more profitably elsewhere. 

It is clear too that if there is any merit in the plea that 
railroads should finance more largely on stock issues, 
there is equal merit in a liberal dividend policy; we can
not at the same time require that railroad managers shall 
meet their capital requirements by appealing to the profit
seeking instinct of prospective stock buyers, and condemn 

, them for making stock investments attractive by making 
them remunerative.t' 

There is, however, just ground for criticism of the 
dividend record of 1931. It is to be expected, of course, 
that the ratio of dividends paid to earnings will rise in a 
period of declining earnings; partly because dividends 
are paid on the basis of the previous year's as well as the 
current year's record, and partly because a record by 

• For instance, beca_ of <a) the factor of judgment ill oetting up 
depreciation, (b) the unurtain amount of obool""",nce, and (c) tbe 
large amount of unproductive investment which ia really not inYellDleDt 
at all but payment for the privilege of doing bUlin ... 

uThe case of the New York Central mayaerve at all illustratioD. 
There hu been lOme disposition in recent montbJ to uitic:ize the manage
meut of thil road for having paid out ill dividends funds which it ... uld 
DOW like to have for other uteL It iI true that during the yean 19a6--29 
the company paid out nearly ']0 million dollan ill dividends. But 
during thi. same period it earned about :143 million dollaJ'L On the 
JtreDgth of tbeIe earnings and dividends it eold no million do11an
..onh of otock and retired nearly 50 million dollan worth of bonds. 
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calendar year obscures the extent towhich the dividends 
have been declared in the first part of the year while the 
decline of earnings occurred in the last part. Nevertheless, 
there are cases where dividend payments were continued 
well into 1931 by railroads which were bound to need 
the money for fixed charges if the course of the depres
sion was not quickly reversed. U 

In connection with their dividend policy it has been 
suggested that the railroads have made a mistake in not 
carrying more ample reserves which could be drawn 
upon to meet interest charges during the lean years. This, 
however, does not point to a practical solution of the diffi
culty which arises from financi!1g on bonds. Cash re
serves have been drawn on heavily to meet fixed charges 
during the past two years, and bank loans have been ex
panded, as the following data show: 

CUIUt.£IfT ASSETS AD CUUEtrT WBJLmES OF THE RAl .... OADS 
DEC:. 31, 1929--310 -

(Millions of dollars) 

1928 1929 1930 1931 

C ........ tAsoc: .. : 
Cash ..................... 503 SIS 4J8 329 
Demaod IooDa aod deposits .. 139 107 58 51 
Time drafts aod deposits ..... 107 55 96 40 
Special deposits ...•....•... 81 80 85 49 
Other cum:nt assets . ........ 960 958 834 S44 

Total .•.......... _ .... 1,790 1,718 1,511 1,213 

C ........ tLi.biliti .. : 
Loam aod bills payable ...... 32 71 115 246 
Otherc:wrentli.biliti ........ 1,119 1,130 1,047 901 

Total •................ 1,151 1,201 1,162 1,147 

• Cl ... 1 railroads only. Table42.$llIIislics 0/ Lilfl1a7J (or the yeara'in~ 
dicated. -

D Conspicuous cues are the Frisce, which paid dividends OD ill com. 
mon .oc:k up to JanllUJ 191", and p",fernd up to November of that 
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We do not believe it would be sound policy for a railroad, 
or any other corporation, to carry cash balances largco 
enough to take care of its charges during financial col
lapses such as occur only once in a generation. Nor is it 
practicable to accumulate reserves of securities for sale in 
such periods. A security reserve may be drawn upon in the 
case of a temporary emergency involving a single road or 
the roads of a limited section, but in a major depression 
the market for securities dries up. Forced sales of bonds 
by banks during the past year and a half have been a ma
jor cause of the demoralization of the financial structure 
of the country; if the railroads had attempted to market 
securities amounting to hundreds of millions at a time 
when the banks were in no position to buy them, the crisis 
would have been aggravated and the financial losses of 
the roads would have been increased by vast losses in their 
trading accounts. 

year. This road was borrowing from the Reconstruction Finance Cor
poration in the early spring of .93% to pay taxes and interest, and hu 
now gone into receivership for the purpose of enforcing large sacrifices 
on its bondholders. The Southern Railway in 1911 paid three quarterly 
dividends at full 192.9 rates, and four on iu non~mulative preferreds 
though it incurred a deficit for the year of $6.17 a common .hare. The 
Nickel Plate in 1931 paid three quarterly dividends on iu common ttock, 
or $4.50, and showed a deficit of $7.00 a share. 



CHAPTER XV 

REORGANIZATION PROCEDURE: 
CURRENT PRACTICE 

In this chapter we examiriethe recent tendencies in 
the methods by which insolvent railroad corporations are 
reorganized. This is practically equivalent to examining 
the way in which railroad corporations now come into 
being, since practically all new railroad corporations in 
recent years are the outgrowth of financial reorganiza
tions. 

The necessity for an elaborate, special procedure arises 
from the fact that in the case of a large railway, or a 
very large industrial or public utility corporation, it is 
usually not feasible to sell the property in the open mar
ket and distribute the proceeds to the creditors in the 
proper order of precedence. This is true because there 
is no competitive market in which to sell such large 
pieces of property and because breaking up the property 
and selling the items out piecemeal would sacrifice what
ever value inheres in the property as a going concern, ' 
many of the items having no value except as parts of the 
major unit. • 

The fundamental purpose of a railroad reorganiza
tion is to cut down the fixed charges to a figure within 
the capacity of the road to earn them. This of itself, 
however, is comparatively easy. All that is necessary is 
to substitute stock or income bonds for a sufficient pro
portion of the bonds bearing a fixed charge. The difficult 
problem is to see that substantial justice is done between 
different classes of security holders. Theoretically, the 
purpose of the reorganization is not to take something 

321 
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away from one security holder and give it to another, 
but to apportion equitably the joint loss. In general this 
means that senior charges or claims which fall within 
the demonstrated earning capacity of the road should not 
be disturbed; junior claims which are covered by prob
lematical earning power should be converted into con
tingent claims; and claims for which there is no prospect 
that earnings will be available should be wiped out or 
revalidated by substantial assessment. As we shall see, 
however, there is very wide variation in the practice ac
tually followed. 

I. REORGANIZATION PROCEDURE 

The technique of reorganization of railway financial 
structures, which is not materially different from that 
used in the reorganization of other large business enter
prises, was worked out many years ago and has not un
dergone significant change during recent years. The 
standard procedure is first, the appointment of a receiver 
to operate the properties during the period of insolvency 
for the benefit of the creditors; second, the appointment 
of committees to represent the various classes of secu
rity holders; third, the establishment of a reorganiza
tion committee which undertakes to work out a plan of 
recapitalization which will meet the approval of the com
mittees representing the security holders, or such of 
these committees as are able to make their views effec
tive; fourth, the deposit with the reorganization com
mittees of securities owned by those holders who are 
willing to accede to the plan; fifth, approval of the plan 
by the court of proper jurisdiction; sixth, judicial sale 
of the property to a representative of the security holders 
who have accepted the plan; seventh, issuance of securi-
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ties in the purchaser corporation to the various security 
holders in the proportions stipulated in the plan. In the 
·case of railroads, approval of the plan by the Interstate 
Commerce Commission is also necessary, since no long
term securities can be issued by railway companies sub
ject to the jurisdiction of the Commission, without its 
prior approval. . 

It is necessary also that some provision be made for 
liquidating the claims of those security holders who do 
not assent to the reorganization plan. This purpose is ac
complished through a judicial sale of the property.' 
Since there is ordinarily only one bidder, the price is ar
ranged in advance and must be approved by the court. 
The representative of those security holders who accept 
the plan pays this price in securities of the insolvent 
road, to the extent that they have been deposited with 
him. The holders of the securities who do not deposit are 
entitled to receive in cash their proportion of the "up
set price." Cash must be· found for this p~pose, and 
usually. also to pay other preferred claims such as taxes, 
a part or all of the expenses of the receivership and the 
reorganization, and miscellaneous minor items. 

If there is only one class of securities outstanding, or 
if the securities represent claims to the Same property, 
which can be ranked in a definite order of priority, the 
task of reorganization is comparatively simple. If, how
ever, as is always the case with the larger railroads, the 
property has been built up out of units previously mort-

a In .even1 recent cases, however, pla.ns have been put into "efl'ect by 
Judicial dec .... without a .. 1. of the property. Se. Phipp, v. Chicago 
Rock 1,/anJ and Pacific Raibway Company, a8~ Fed. 945 (C.C.A. 8th, 
K9U). There are also several cases in which no provision whatever was 
made for non..assenting aecurity holders. Compa.re eases of Atlanta, Bir .. 
mingham and Atlantic, 1171.C.C. 187 ('926), and Chicago and Eastern 
Illinoi .. 67 I.C.C. 6, (1921). 
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gaged, and then later subordinated to other lines, the 
task of apportioning the loss equitably becomes very 
complicated. A given bond may be secured by a first' 
mortgage on one part of the property, a second lien on 
another part, and no lien at all on another part. There 
may be collateral trust bonds secured by part of an is
sue of mortgage bonds, the rest of which have been sold. 
Frequently there are bank loans which are secured by 
pledge of miscellaneous lots of securities with differing 
priorities. Under such conditions there is a real problem 
in determining the equitable claims of the holders of 
different securities against the price paid for the property 
as a unit. 

In the majority of cases the committee which formu
lates the reorganization plan is virtually self-appointed. 
In the case of an important corporation the committee is 
usually set up and controlled by some large financial. 
house which has previously floated the corporation's 
securities. In an important case the bankers also are 
likely to control some or all the security holder~' com
mittees. Sometimes there are two or more rival commit
tees representing the same class of bondholders, and oc
casionally two rival reorganization committees are 
formed. In such a case the individual security holder 
may have a choice as to which of two plans he will sup
port. Usually, however, he has no choice but to accept 
the plan as set up by the "official" committee, or else 
take his share in the "upset price." And, customarily, this 
upset price is so low as to bring strong pressure on most 
security holders to accept the plan. As different classes 
of securities are often represented by the same or inter
locking committees, the strength of the position of the 
individual holders of securities bears only a remote re-
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lation to the guarantees and priorities stipulated in the 
mortgage indentures or the terms on which different 
classes of stock were issued. The relative treatment of 
different classes of investors is settled by bargaining with
in or before the reorganization committee, which is 
controlled only by the possibilities that a grossly in
equitable plan may be set aside by the court, and that 
one which creates too weak a capital structure might be 
rejected by the Interstate Commerce Commission. 

In the cases which have come up since the carriers 
were required to secure approval of the Commission for 
security issuance, the Commission has usually based its 
decision upon such points as the size of the total capi
talization, the proportion of fixed charges to probable 
revenues, public interest in proposals for abandonment of 
parts of the system, and the relation of proposed trans
fers of lines from one system to another to the con
solidation program. 

In other words, the Commission has usually inter
preted its responsibility as that. of protecting the public 
interest in 'the maintenance of transportation, rather than 
of protecting the rights of security holders. On the other 
hand, the courts are interested primarily in the protec
tion of the equities of security holders rather than in the 
reorganization of a transportation machine. The line is 
by no means a sharp one, however, and there is consid
erable inconsistency in the practice followed in differ
entcases. 

The Commission has not in fact rejected outright a 
single one of the forty-odd plans which have been sub
mitted to it since 1920, though in a few cases it has re
quired minor changes. In several cases where a reor
ganization WjlS approved, the Commission has criticized 
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the plan severely. It does not seem necessary for us to 
analyze case by case each of the reorganization plans 
which have been approved since the passage of the 
Transportation Act. Instead, we shall consider the sub
ject topically, indicating in connection with each major 
issue the principal cases in which it has arisen. 

II. SIZE OF CAPITALIZATION 

Chief emphasis--in our opinion an undue emphasis 
-in the Commission's rulings has been laid by the 
Commission on the amount of securities to be issul!d. 
Even in cases where it is not proposed to issue any 
funded debt or preferred stock, the Commission scruti
!lizes the amount of common stock which it is proposed to 
issue, and in a number of cases has required that it be 
cut down. However, the ~ommission has never formu
lated a definite standard by which reorganization man
agers can determine in advance whether a given capi
talization will be regarded as overcapitalization, and the 
precedents it has set vary widely. 

The test most often applied is "investment," that is, 
the cost to the corporation of the capital assets. But this 
is an inadequate test in the case of a reorganized cor
poration, for the cost of property to the new company 
is whatever amount of securities are issued in exchange 
and the problem is to determine that amount. Other 
factors which are considered include valuation of the 
property, previous capitalization, book value, and prob
able earning capacity. The latter factor, however, has 
more bearing on the form of capitalization than on the 
amount. 

I. 1 m;8stment. When property is sold to a security 
holders' committee at an upset price fixed by a court as 
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a means of eliminating the non-assenting bondholders, 
this price is apparently never regarded as an index of 
appropriate capitalization. But when property has been 
sold outright for cash and the new owners are organiz
ing an operating company, the Commission in recent 
years has usually insisted on capitalization based on this 
sale price" 

Whether actual investment is as important as the 
Commission's rulings imply, depends' on the use to be 
made of the capitalization. The Commission has never, 
so far as we have noted, indicated the reason why it 
deems it so important that capitalization shall conform 
to the actual investment. If the idea is that an excess 
of capitalization over investment may afford a basis for 
later claims to the right to earn a return on the excess, 
the equity of the procedure seems to us ethically doubt
ful, as well as only remotely relevant to its purpose: 
There is much force in the following remarks of Com
missioner Potter in the case of the Louisiana Railway and 
Navigation Company of Texas-or there would be if 
capitalization had any bearing on the return received 
by the owners of the property: 

I See, for instance, Louisiana RaHway and Navigation Co. of Texas 
(90 I.c.c. "9. '9'40 and 99 I.e.e. 357. '9'~) I Toledo. Peoria and 
Western (12~ I.e.e. .11. '9'7); the Detroit, Care> and Sandusky (99 
I.C.e. 783. '9'5) I Santa Fe, San Juan and North.rn ('54 I.e.C. 7~'. 
'9'9); San Luis Valley South.rn ('45 I.C.e. 7'. '9.8). 

There are some inscrutable exccptiODL In the case of the Columbus 
and G ..... vill. (16 I.e.e. '53. '9'3) allowanee ,... actually mzd. lor 
ouch intangible oem .... as inducing people along the right of way to 
keep their livestock of[ the tracks, and inducing a state tax commission 
to lower the road', assessment. The total capitalization was three times 
the coot. In the cue of the T .......... Alabama and Georgia Railway 
(7' Le.e. 565. '9") the purchase price of the old property and the 
..... capital invested were both fully covered by preferred stock and 
common IItOck was issued to promoten in addition.. Compare also the 
MiIoouri-IIlinois ase (67 I.e.C. 65. '9"). 



328 AMERICAN TRANSPORTATION PROBLEM 

The limit of $1,150,000 to securities authorized is applied 
because it represents the amount of cash paid by the present 
owner for the property, plus subsequent expenditures and plus 
necessary working capital. There is no warrant for arriving at 
authorized capitalization in this fashion. The question is what 
the property is worth, not what the owner paid for it. The buyer 
of a property is entitled to the benefit of his bargain. The ma
jority report denies this to him.' 

However, so long as rates are not based on capitaliza
tion the issue is rather academic. If the purpose of the 
Commission in cutting down the capitalization of re
organized companies is to protect the rate base one would 
expect to find much attention paid to valuation. Such, 
however, is not usually the case. 

2. Valuation data. During the earlier years after the 
passage of the Transportation Act when the Commis
sion's final valuations were not available there were fre
quent statements which seemed to imply that when the 
final valuations became available they would be taken 
seriously into account. For instance: 

••• Obviously, we can not upon an application for authority 
to issue securities give to those reports [the underlying reports 
of the Bureau of Valuation] the force. and effect of final valua
tion, because of the fact that they are subject to revision and 
correction before they become a tentative valuation of the prop
erty covered, and because such tentative valuation, when made, 
will be subject, by the express terms of section 19a, to protest 
and change! 

In the Knoxville and Carolina case' the tentative 
valuation was definitely used as a basis for determining 
capitalization. But this was an isolated case, and there 

·901.C.C.'33 (19'4) . 
• Denver and Rio Grande Wqtem, 90 I.C.C. 144 (1924) . 
• 7' 1.C.C. .21 ('9%2)· 
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were others in which the maximum capitalization per
mitted was obviously far below the lowest 'Valuation 
which could be justified on the basis of the accepted 
principles of valuation. For instance, in the Poteau and 
Cavanal Mountain Railroad Company case' the Com
mission refused to sanction the issuance of securities in 
excess of $40,000 against property valued by engineers 
employed by the company at $75,000. This case is the 
more striking in that the entire proposed capitalization 
consisted of commol'l stock, so that no question of ability 
to earn fixed charges was involved. In the Toledo, 
Peoria and Western case, decided in 1927: a total capi
talization of $1,065,000 was permitted, the Commis
sion's tentative valuation' of the property being over 
$6,000,000. 

On the other hand, in the Missouri-Kansas-Texas 
case it seemed almost certain that the capitalization ap
proved was greater than the valuation, if a reasonable 
allowance was made for the no-par common stock, and 
probably greater than the total of bonds and preferred 
stock.' Also in the second reorganization of the Denver 
and Rio Grande Western,· the capitalization permitted 
was greatly in excess of the figure indicated by the ten
tative valuations. The underlying reports of the Bureau 
of Valuation indicated the value of the property as 

• 86 I.C.C. 419 (19'4). 
'I 12.", I.C.c. Jll. 

• "From our preliminary study of the cost of .reproduction new of the 
lines comprising the present Missouri, Kansas and T~ Sf$lem, it would 
seem that the principal amount of bonds and par value of preferred 
stock to be issued will be Dot far short of, and may be in excess of, the 
COSI: of reproduction Dew of the properties of the acquired, allowing for 
current assets and the book value of securities of affiliated companies. n 
76 I.C.C. 10], 19:12,. 

• 90 I.C.C. 99 (19'4)' 
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about 90 million dollars, to which about 23 million 
was added for property not included in the valuation. 
The capitalization permitted was 142 million dollars, 
exclusive of the no-par stock. 

In recent years, when the final valuations have been 
available in an increasing proportion of cases, the Com
mission has taken a rather definite stand against their 
use as a test of proper capitalization. Their attitude was 
summarized in a recent caSe thus: 

We have held in a number of cases that the amount of a 
carrier's actual investment, not the value of its propeny, should 
be the measure by which to determine the amount of securities 
that may be issued by the carrier.'· 

But- in this same case the Commission held that in the 
absence of reliable data as to the priginal cost of con
struction to the contractors the final valuation (plus 
net capital expenditures since the valuation date) was 
the best available measure-rejecting the "cost" paid 
by the railroad to the contractors in the form of securi
ties. 

In other recent cases where the final valuations were 
available they have not been used. In the case of the 
Ashland Railway, decided in 1928, the amount of capi
tal stock was limited by the Commission to the invest
ment of the stock subscribers of the new company, 
$6,000, although the final valuation was $88,000." 

3. Previous capitalization. In numerous cases stress 
is laid on the fact that the capitalization of the new 
company is substantially less than that of the old com

-Roscoe, Snyder and Pacific Railway. '70 I.C.C. 407 ('91'). This 
case is not a reorganization, but a readjustment of capital, virtually a 
stock dividend. 

u 117 I.C.C. 72). For similar rulings ICe cues cited above in foot
note 2. 
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pany. Usually this point is made when the capitalization 
by other tests appears to be high. No attc;mpt is made, 
however, to enforce a general rule. In most cases where 
the Commission has cut capitalization below the figure 
asked by the applicant, the proposed figures were in 
fact below the former capitalization. But in the cases of 
the Chicago; Milwaukee, St. Paul and Pacific" and the 
International Great Northern" plans were approved 
which involved substantial increases in capitalization, 
and in the first reorganization of the Chicago and East
ern Illinois the nominal decrease becomes evident as an 
actual increase if accrued interest on indebtedness of the 
old company is eliminated from the capital assets and 
deduction is made for property not included in the re
organization." 

4. Book value. Book value is occasionally mentioned 
in cases where it is necessary to defend an apparently 
high capitalization" but there is no indication that it is 
taken seriously as a basis for determining the proper 
amount at which a road should be capitalized. 

III. AMOUNT OF .FIXED CHARGES 

Next in prominence to the gross amount of the capi-
talization, among the factors discussed by tjJ.e Com

"'3' I.C.C. 673 ('921). 
u 7' I.C.C. 722 ('922) • 
.. Compare discussion of this case in D. P. Locklin, Regulation 0/ 

Security Issues by 1M Inters"". Comnurc, Commission, Urbana, ".92S, 
p. 101. . 

.. For example in the third reorJanization of the Denver and Rio 
Grande Western (90 I.C.C. 99, 1914). Also in the case of the MiSlOuri
Kanaas.-Texas Railway of Texas the bet is pointed out that C'it appears 
that the total capitalization of the applicant will be equal to the book 
value of the properties and the net va.lue of the other assets to be ae
qui~d." (,6 I.C.C. 660, 1923.) One wonders whether the promoters of 
a new corporation ever submit a balance sheet in which the asset and 
liability sides do not balance. 
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mission in passing on reorganization cases, is the rela
tionship between proposed fixed charges and probable 
earning capacity. Thus the Commission said in 1924: 

The public interests require that before an issue of securities 
by a carrier is authorized, the probability of earnings sufficient 
to pay the costs of operation and of fixed charges be reasonably 
established with some surplus for dividends and other purposes." 

As a rule, the plan worked out by a reorganization 
committee provides for a substantial reduction of fixed 
charges, and is accompanied by an estimate showing 
that probable earnings are sufficient to take care of them. 
In such cases, this feature of the reorganization receives 
favorable mention in the Commission's findings. But in 
cases where no reduction is effected or where there does 
not appear to be a reasonable chance that the charges can 
be met, the Commission is' not likely to withhold its 
approval, unless the road is very small." 

Thus in the Georgia and Florida case" the Commis
sion approved a plan though expressing the judgment 
that the ability of the new company to carry its fixed 
charges was "more than usually problematica1." In the 
Fort Smith and Western case" the Commission insisted 
on a reduction of interest on bonds and a lengthening of 
the period for which interest on certain income bonds 
was to be non-cumulative. As thus revised the reorgani
zation plan resulted in an increase of interest charges, 
through the conversion of about $250,000 of mortgage 

,. Denver and Rio Grande Western, 90 I.C.C. 148. 'WI 
:n Caars ,,·here the proposed bond debt was cut down or wipt'd out 

because the Commission did not believe the fixed charges ('ould be 
earned include Peoria. Terminal (J 17 I.C.C. 377, 1926); San Lui. Val
ley Southern ('4S LC,C, 7', '9.8); Elkin and Alleghany ('lSI,C.C. 
l·P,19d ) . 

• "7 LC.C. 47l ('9'7). 
D70 LeC, 777-78z ('9")' 
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bond interest into $90,000 of mortgage bond interest 
and $187,000 of contingent interest on income bonds, 
non-cumulative for ten years. This "set-up" was ap
proved on the ground that the evidence tended to show 
that for these ten years the fixed charges would be within 
the earning capacity of the road. There was apparently no 
suggestion that the interest on the income bonds could 
be earned. 

In the Milwaukee case"· there was an increase of in
terest charges from 21.5 million dollars to 22.8 million, 
inclusive of interest on income bonds. In the case of the 
Denver and Rio Grande Western three successive re
organization plans were approved within the space of 
three years.·' The first effected no reduction of 'fixe~ 
charges, and the second did not bring them within the 
probable earning capacity of the road, as was admitted 
in connection with the third reorganization, less than a 
year later. 

IV. REORGANIZATION EXPENSES 

The present methods of reorganizing involve inter
minable delay and excessive expense. Reorganization 
managers are allowed a large measure of freedom in 
fixing their own compensation and that of their counsel. 
The amounts which are levied for this purpose on the 
security holders or charged against the capital account 
of the new road vary enormously from case to case and 
these differences do not seem to reflect corresponding 
differences in the work. They are subject, of course, to 
adjustment by the court which reviews the reorganization 
plan, and also by the Interstate Commerce Commission 

• '54 I.C.C. 586 ('9'9). • 
.. 70 I.C.C. '0> ('9%1), h I.C.C. 745 ('9'3)' and 90 I.C.C. '4' 

('9'4). 
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in case the expenses are to be covered by the issuance of 
new securities, but there seems to be a general under
standing that the reorganization committees and their 
counsel have a vested right to profit enormously by the 
distress of the railroad. 

In the case of the Missouri-Kansas-Texas, the Inter
state Commerce Commission delayed its approval of the 
reorganization plan in order to secure a more satisfactory 
accounting of the reorganization expense, and succeeded 
in getting compensation of the -reorganization commit
tee reduced from $1,600,000 to $900,000." 

In later cases the Commission has shown some inter
est in the amount of expenses and has sometimes re
quired detailed statements of the expense where it is 
proposed to include it in the capitalization of the new 
road. We have noted no. cases in which it has insisted 
upon. a reduction of the amounts proposed as compen
sation for the reorganization committee's services and 
for other expenses of reorganization. It is quite possi
ble, however, that in the absence of the Commission's 
scrutiny and its attendant publicity the fees exacted 
would have been even larger than they were. In any 
event there is certainly an opportunity for a very large 
further saving in the costs of reorganization, without 
sacrifice of efficiency. 

In the second Atlanta, Birmingham and Atlantic case 
the cost of the reorganization was over $600,000, in-

• These figure. do not cover the entire expense of the reorganization. 
Trustees under the mortgages and their counsel got over $6so,000 in 
connection with the foreclosure of mortgages. There wu also an item 
of nearly a million dollan for underwriting commiuioDJ and profitt, a 
,hare of which went to the reorganization managen. The receiver'. 
salary and the fees of bis coumel are Dot· included in the figure given 
for reorganization expente .. Moreover, much of tbe committee'. work was 
done by employees of the railroad. 
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eluding a special fee to the receiver, but not'ineluding 
his salary of $12,000 a.year. 

In the Milwaukee case (1928) a fund of 3~ million 
dollars was set aside for reorganization expenses, out , 
of the assessment levied on the stockholders. The at
tempt of the Interstate Commerce Commission to con
trol the expenditure of this fund was overruled by the 
Supreme Court which held that the money. was paid 
by the stockholders to the reorganization committee, and 
not to the railroad; hence was not under the jurisdic
tion of the commission'" 

The length of time consumed in preparing reor
ganization plans and putting them into effect is quite as 
striking as the amount of money expended; indeed 
it would be impossible to run up more than a small 
fraction of the reorganization expense if the labors of the 
reorganization committee were not customarily pro
longed over many years. The Milwaukee was in re
ceivers' hand over three years; the Missouri-Kansas
Texas seven years; the Texas and Pacific eight years; 
the Chicago and Alton eight years. On the other hand, 
the reorganization plan of the St. Louis-San Francisco, 
which was prepared in an effort to avert receivership, 
was published in less than three months after the Inter
state Commerce Commission stipulated that the fixed 
charges of the road should be cut down. And this reor
ganization plan was much more complicated and effected 
a much more drastic reduction of the railways' fixed 
charges than has been the case with most of the plans 
that have emerged from the prolonged deliberations of 
well-paid .reorganization ~ommittees. We cannot avoid 
the impression that some of these reorganizations have 

•• s. u.s. 1" ('93')' 
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been delayed much longer than they would h~ve been 
if no one had had a financial interest in prolonging the 
receivership and in magnifying the jobs of the various 
committees. 

V. THE MAINTENANCE OF EQUITY 

The Commission in passing upon reorganization plans 
has never, so far as we have noted, accepted full re
sponsibility for the fairness of the redistribution of 
equities which the reorganization brings about, or in
tervened to require a different adjustment. In 192 I 

the Commission expressly disclaimed such responsibility, 
saying: 

Holders of small blocks of bonds have protested against the 
plan of exchanging bonds for stock. This is a matter properly 
to be brought before the court having jurisdiction in the prem
ises, which has expressly r~served the determination of the equi
ties in the receivership proceedings." 

On the other hand in 1926 the Commission seemed to 
accept a certain amount of responsibility for the justice 
of the plan, saying: 

.•• earliest approval should therefore be given unless there is 
something in the terms and conditions of the proposed acquisi
tion or in the consideration, so inequitable as to require modifica
tion in the public interest."" 

In later cases the Commission has given some considera
tion to equity, though we have not found a reorganiza
tion case in which its deliberations on this phase of the 
plan have had any tangible result. 

In our judgment the courts and the Commission are 
jointly responsible for a situation in which substantial 

.. Chicago and Eastern Illino;" 67 I.C.C. 6 •• 
• Atlanta, Birmingham and Atlantic, 117 I.C.C. 117. 
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denial of justice occurs frequently, and one for which 
there is neither necessity nor justification. In view of the 
importance of this issue it seems worth while to analyze 
the fairness of several of the more important recent 
cases, taking into account the possible necessity of some 
compromise with strict justice in ,order to bring down 
the fixed charges of the insolvent roads and find cash for 
their pressing needs. 

I. Chicago, MiiwOIUkee, St. Paul and Pacific." This 
reorganization involved a substantial readjustment of 
the equities of bondholders and stockholders. The hold
ers of all general and refunding bonds were given equal 
treatment. For each $1,000 bond deposited, the holder 
was given $200 of new 5 per cent second mortgage 
bonds and $800 of adjustment bonds, all the arrears of 
interest being paid in cash. A new open mortgage was 
thrust in ahead of them to provide for future financing. 
The old stockholders were given an opportunity to 
maintain their position in the new company on condi
tion of paying an assessment of $4.00 a share and buy
ing at par $24 worth of the 5 per cent second mortgage 
bonds for each share of preferred stock owned, and $28 
worth for each share of common. 

That the plan effected a substantial transfer of value 
from the junior bondholders to the stockholders can
not be denied. For the bondholders maqe a substantial 
sacrifice while the stockholders were allowed to pay in 
12 million dollars and receive stock in the new com
pany with a market value of about 80 million dollars. 
No opportunity was given the bondholders to subscribe 

,. 131 I.C.C.673 (1928). The responsibility in this case belongs to 
the courts ratber than the Commission as the Federal Court had held 
the plan to be equitable before it was presented to the Commission for 
approval. 
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to the new bonds and stock on the terms that were of
fered to the old stockholders. I 

It was desirable that stockholders should make a sub
stantial contribution to the finances of the new company 
but it was not necessary for that purpose that the holders 
of the new stock should be the same as the holders of the 
old stock. If the right to pay $32 for $28 of bonds and 
one share of stock was valuable, and the market quota
tions of the period indicated that it was worth a very 
substantial amount, the bondholders had a right to it. 
Only if they failed to ,take it up could the offer made to 
the stockholders be defended on the ground of the pri
mary necessity to raise the money, which is the ground 
always alleged for the refusal to wipe out stockholders' 
equities. 

In this respect this settlement violated the principle 
that a sound reorganization must redistribute the exist
ing values in the order of the claims against them; it 
amounted to a substantial expropriation of the bond
holders for the benefit of the stockholders. The reason 
alleged for allowing the stockholders to retain their 
position was the necessity of finding cash, but no oppor
tunity was given the bondholders to contribute the cash.'" 

Since the rate on the income bonds was as high as that 
on the old bonds exchanged for them, it might appear 
that the bondholders suffered no real loss. But the inden
ture securing the adjustment bonds contained a pecu-

.. In this case, moreover, the neceaity for cash wu largely due to 
the exorbitant expenaes of the reorganization. The chief ute made of 
cash, aside from reorganization e%pen.es, was to pay a debt to the United 
State; which was incurred after the property was subjected to the lien 
of the mortgage bonds. In a later cue the Supreme Court held that the 
government was not entitled to preference over the clainu of other c:redi ... 
ton for advances made under the terms of the Transportation Act. 
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liar provision whereby the management was free for 
five'years to withhold from the adjustment bondholders, 
for reinvestment, two-thirds of the available net income, 
up to 5 million dollars. As the adjustment bonds were 
non-cumulative, this meant simply that income other
wise available to meet charges on the adjustment bonds 
could be used for additions and betterments and there
by become the property of the stockholders. 

The solicitude shown for the interests of the, stock
holders is the more extraordinary, since the difficulties 
of the Chicago, Milwaukee and St. Paul were in an 
unusual degree the result of bad management. 

2. Denver and Rio Grande Western'" (second reor
ganization). In this reorganization the point of interest 
is the treatment of the 5 per cent mortgage bonds of 
1.955 and the adjustment bonds of 1932. The 5 per 
cents were undeniably senior to the adjustments, but 
both received exactly the same treatment. For each 
$1,000 of bonds' of these issues, together with unpaid 
interest,'· there were issued $725 of "general mortgage" 
5 per cent bonds and $400 of cumulative preferred 
stock. The common stockholders (who were the West
ern Pacific and Missouri Pacific Railways) paid assess
ments totalling 10 million dollars. 

So far as the company was concerned, the benefit of 
the reorganizatioJl consisted entirely ol the assessment 
on the stock. The amount of 5 per cent bonds was re
duced only from 31.1 million dollars to 29.8 million,'· 

• h I.C.C. 74S ('9'3) • 
• Including in the case of the adjustment bonds interest which was 

Dot Ict due because not yet earned. . 
The new general mortgage bonds had substantially the same priority 

as the old S per cents, as the underlying bonds amounting to 85 million 
dollan were not disturbed, though there was a slight improvement be--
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while the 10 million of adjustment bonds were replaced 
by over 16.4 million doIlars of preferred stock, the 
contingent charges rising from $700,000 to $986,700. 

Since there was no significant difference between the 
claims of the new preferred stockholder and the old 
adjustment bondholder except that the rate was 6 per 
cent instead of 7, a.change which was more than offset 
by the increase in the amount, it is obvious that the finan
cial structure of the new company would have been sub
stantially as good as it actually was if the stockholders 
had simply contributed this $10,000,000, and out of it 
the receivers' certificates and the back interest on the 
mortgage bonds had been paid off. 

But though the company derived little benefit, the 
reorganization effected a substantial readjustment in the 
relative positions of the holders of the mortgage bonds 
and the adjustment bonds. Consider first the adjust
ment bondholders. In place of $10,000,000 of adjust
ment bonds which were substantially equivalent to pre
ferred stock, and $1,983,000 of accrued interest, they 
got $4,000,000 of preferred stock which had just as 
good a priority as the adjustment bonds had previously 
had, and $7,250,000 of bonds which were much su
perior.81 Thus the holder of a $ 1,000 bond who had 
been entitled to $70 of interest if and as earned, now had 
an absolute claim to $36.25 and a contingent claim to 
$24. On the other hand the holder of a refunding bond 
gave up $ 1 ,000 principal and $ 1 25.00 accrued interest, 
and got $725 of securities which were of substantially 
the same priority as those he had before, and $400 of 
cause 5 million dollan of receivership certificates were paid off out of 
funds contributed by the stockholders. 

• $85,000,000 of securities were to have priority over them as com· 
pared with $IU.,OOO,ooo before the reorganization. 
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stock: which was junior to $u5,000,000 of securities as 
against $85,000,000 under the old "set-up." His position 
was weakened; that of the adjustment bondholders was' 
strengthened. 

This juggling of the equities of different classes of 
security holders did not materially improve the finan
cial structure of the road, but took value away from one 
class of bondholders to improve the position of another 
class. 

3. Atlanta, Birmingham and Atlantic." In this case 
there were two issues of bonds, $4,090,000 first mort
gage bonds and $4,544,000 income bonds, besides 
300,000 shares of stock. The reorganization committee 
sold the contro~ .of the road to the Atlantic Coast Line 
for about $8,800,000, of which $3,600,000 was paid 
in cash and the balance in the form of a guarantee of 
5 per cent dividends on $5,200,000 of new preferred 
stock. The Atlantic Coast Line took all the common 
stock, no provision being made for common stockholders 
of the old company. The cash was used for settling 
claims which were given priority over the first mortgage 
bonds, and the preferred stock was distributed to holders 
of both classes of bonds in the ratio of $60 of stock for 
$ 100 of bonds. 

On the face of things, this settlement expropriated 
the first mortgage bondholders- for the benefit of the 
holders of income bonds. The preferred stock: was more 
than sufficient in face value to cover the claim of the first 
mortgage bondholders and there appears to be no sound 
reason why they should have been required to accept 
60 cents on the dollar in stock, in order that i.ncome bond
holders might have' a larger share. If there was any 

• "7 I.C.C •• 11 ('9.6). 
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doubt as to whether a dollar for dollar settlement in 
preferred stock would have over-paid the first mortgage. 
bondholders, it would have been proper to offer the 
holders of income bonds an opportunity to buy the pre
ferred stock at approximately 80, using the money to 
payoff the mortgage bonds and distributing stock to 
the mortgage bondholders only to the extent that in
come bondholders failed to take up the stock offered 
them. 

4- St. Louis-San Francisco proposed reorganization 
(I932). This company was incorporated in 1916 as the 
result of a reorganization procedure. It has outstand
ing in the hands of the public 25 million dollars in guar
anteed bonds of the Kansas City, Fort Scott and Mem
phis Railroad, secured by a first mortgage on about 
one-half of the main line of the railway and a sec
ond mortgage on most of the rest, 6 million other divi
sional bonds, and 21 million equipment obligations. 
Next in seniority are 117 million prior lien mortgage 
bonds, and junior to these are about 120 million of "con-
solidated mortgage" bonds. . 

The interest on this indebtedness, together with some 
other miscellaneous fixed obligations, amounts to 
$13,700,000. The fixed charges were earned twice over 
from 1924 to 1927 inclusive, about 1.8 times in 1928 
and 1929, 1.44 times in 1930, and about three-fourths 
of the charges were earned in 1931. As was noted in 
Chapter XIV, dividends were paid on the 49 million of 
6 per cent preferred stock through 1931, and the 2 per 
cent quarterly dividend on 65 million of common stock 
was paid in January, 1931• 

While the proportion of funded debt to total capi
talization is high-about 71 per cent as compared with 
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59 per cent for the average railroad--the margin of 
safety over the fixed charges has been adequate to give 
the two larger issues a good rating as junior railway 
bonds go. As recently as 1928 it was able to sell its con
solidated bonds----secured by a third mortgage on the 
best mileage--at a yield below 5 per cent, and to re
fund a large block of its bondS with preferred stock. In 
1931, and especially in 1932; the company's income fell 
off rapidly, as did that of mast other railroads. A bank: 
debt of 6 million dollars was incurred, and then the 
company was forced to apply for a loan from the Recon
struction Finance Corporation. The Interstate Com
merce Commission stipulated as a condition of its ap
proval of the major part of the loan that the road should 
submit a plan of financial readjustment which would cut 
down its fixed charges. 

The plan which was worked out in response to this 
suggestion provides that for five years interest on the 
prior lien and consolidated mortgage bonds shall be 
paid in interest "certificates" instead of cash. These in
terest certificates are to bear interest on a sliding scale 
which rises to 3 per cent after four years. For this period 
the fixed charges are reduced by about three-quarters, 
that is, to about $3,500,000. For the next five years, 
that is from July I, 1937, to July I, 1942, interest on 
the prior lien bonds is to be 50 per cent fixed and 50 
per cent contingent, and on the consolidated bonds 40 
per cent fixed and 60 per cent contingent. 

Net income available after fixed charges is to be dis
posed of as follows, subject to the power of the direCtors • 
to maintain a contingency reserve fund not exceeding; 
2 million dollars: 

(a) Three million dollars may be appropriated for 
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capital expenditures; if not so used it is to be added to 
the sinking fund and applied to purchase of bonds. 

(b) The next 3 million dollars goes to sinking funds. 
Of this amount one-quarter goes to retire short-term 
notes, three-eighths to retire prior lien bonds, and con
solidated bonds (one-half for each) and three-eighths 
to retire prior lien and consolidated interest certificates 
(one-half for each). 

(c) The balance, after July I, 1937, goes next to pay 
contingent interest, including accruals thereof. 

(d) Of the remainder, one-quarter, up to 1 million 
dollars, goes to retire short-term notes, three-eighths to 
retire interest certificates, and three-eighths to retire 
bonds. 

A stock bonus is given to bondholders, the total thus 
distributed aggregating 23 per cent of preferred stock 
and 26 per cent of the common. Control is vested in 
a voting trust for ten years, the trustees being selected 
by the committee which drew up the plan. Working 
control of the road is apparently not shifted. A new 
mortgage is authorized prior to the existing prior lien 
and consolidated mortgages, the funds to be used for 
general corporate purposes. 

It was hoped that this plan would be accepted by 
a sufficient number of security holders to make possible 
its execution without a receivership, but so much dissent 
developed that the management in the early autumn ap
plied for a receivership, with the avowed purpose of us
ing the receivership to force the execution of the plan. 
On November 2 the president of the company was ap
pointed as receiver, and on the same day the plan was 
declared operative, without foreclosure of any of the 
mortgages. 
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As railroad reorganization plans go, the readjust
ment contemplated is not particularly drastic. If the 
earning capacity of the road returns to anywhere near 
pre-depression figures, the holders of the principal bond 
issues will ultimately be in substantially their previous 
position, while a continuance of earnings around the 1932 
level will necessitate a further reorganization at the ex
piration of the five-year period. This is a reasonable ar
rangement in view of the uncertainty as to how perma
nent are the conditions which have caused the insol
vency. However, in certain features the plan is open 
to the criticism which we have made of various plans 
promulgated under the auspices of the courts, namely, 
that it shifts the equities so as to deprive certain security
holders of rights for which they have paid without there
by forwarding the ostensible purposes of the reorganiza
tion. The following points must be noted: 

First, the position of the holders of the consolidated 
mortgage bonds is unduly protected, as to both princi
pal and interest, at the expense of the prior lien issue. 
As to the interest, income which would otherwise be 
available for paying the interest on the prior lien bonds 
will be applied to pay interest on certificates issued in 
redemption of consolidated mortgage bond coupons. As 
to the principal, the sinking fund is to be applied to re
tire consolidated bonds at the· same rate as prior lien 
bonds, and to retire consolidated interest certificates at 
the same rate as prior lien interest certificates-a clear 
diversion of income from the holders of the senior to the 
holders of the junior securities. .;.. 

These consolidated mortgage bonds were sold in 1928, 
chiefly to raise funds to payoff income bonds which car
ried 11 contingent charge. The prior lien mortgages were 



346 A.MERlCAN TRANSPORTATION PROBLEM 

already outstanding and derived no substantial benefit 
from this transaction. There is therefore no equitable 
reason why consolidated mortgage bondholders should 
be paid anything if there is not enough to pay the prior 
lien bondholders in full-no reason, that is, except the 
necessity of securing consents from the consolidated 
mortgage bondholders to get any plan into operation. 

Second, holders of the bank: debt, which is legally 
junior to all of the bond issues except in so far as it is 
protected by mortgage bonds as collateral, are to get 
3 per cent interest in cash for the first five years, while 
holders of the bonds get only I per cent interest on in
terest for two years, and 2 per cent interest on interest 
for the nex,t two years. Moreover, the bank loans get 
one-quarter of the:sinking fund, although they make up 
less than 3 per cent of the indebtedness for the service 
of which the sinking fund is created. 

Third, the stockholders, whose interest would ob
viously be wiped out by the enforcement of the legal 
rights of the bondholders, are not called on to pay any 
assessment, their only concession being a dilution of 
their equity by the issuance of stock to the bondholders-
stock which at present market prices they could buy 
back for less than half a million dollars. The valuable 
right to use the road as a means of controlling traffic is 
effectively protected from claims of creditors by the de
vice of the voting trust. 

The initial action of the Interstate Commerce Com
mission in making its approval of the Reconstruction 
Finance Corporation's loan contingent upon a capital re
organization seems to us questionable. The difficulties 
of the road are chieBy an outgrowth of the depression, 
~nd as such can appropriately be handled by the ma-
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chinery of the Reconstruction Finance Corporation. At 
the time the recapitalization was suggested by the Com
mission, the road had been incurring a deficit for less 
than a year and that in a time of unprecedented depres
sion. To set up a plan whiCh deprives bondholders of -
three-fourths of their interest for five years, no matter 
what the road may earn, reflects a degree of pessimism 
in regard to this road which does not seem to be war
ranted by its record, as compared with that of other 
roads. The proposal that a road should be reorganized 
to the extent of cutting off three-fourths of fixed charges 
when its deficiency was only one-fourth as recently as 
1931 seems to us arbitrary and calculated to destroy the 
confidence of possible future investors in the gqod faith 
with which railroad bond indentures are drawn. 

Finally, if there is any reasonable buis' for so drastic 
a cutting down of fixed charges it seems quite inexplic
able that such elaborate pains should be taken to protect 
the position of the management which paid out in 1931 
over 4 million dollars in dividends. One of the purposes 
of a mortgage is to give the holders of bonds secured by 
it a claim on the value represented by the control of the 
road. In this case, as in many others, the; management is 
allowed to retain this equity without adequate com
pensation to the bondholders. It is seldom the case, how
ever, that the dominant interests are permitted to retain 
control of a road without any assessment on the voting 
stock. 

At the time of this writing the plan has been neither 
approved nor disapproved by the Interstate Commerce 
Commission. Nevertheless, it has been declared opera
tive by the receiver, and interest on the prior lien and 
general mortgage bonds has been defaulted. Apparent-
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ly, unless dissenting creditors take positive steps to se
cure an injunction against it, the provisions of the plan 
as to the disposition of the roads' income will become 
operative without such approval. 

In the next chapter we consider possible ways of in
troducing greater economy, efficiency and equity into 
reorganization procedure. 



CHAPTER XVI 

REORGANIZATION PROCEDURE: 
PROPOSALS FOR CHANGE 

During the past year, because of the general finan
cial distress of the railroads, the defects of the present 
reorganization technique have taken on greater impor~ 
tance thanJhey have had since the close of the nineteenth 
century. It is generally recognized that present proced
ure is unduly expensive and dilatory, and there is con
siderable prospect of speedy legislation designed to sim
plify reorganization procedure and lessen its cost. This 
prospect is commendable. It would be unfortunate, 
however, that in framing this legislation no attention 
should be given to the other fundamental weakness of 
the present system-the lack: of an adequate safeguard 
of the rights of those who have committed their capi
tal to the railroads on the assurance of priority of their 
claims over those which are contractually inferior in lien. 

The costliness, inequity, and a large part of the CGm
plc:xity of modern reorganization procedure are due 
chiefly to the intrusion into the practice of the courts, 
with the tacit approval of the Interstate Commerce Com
mission, of three principles, none of which has any sound 
basis in economic theory or, we believe, in law. One of 
these unsound principles is the so-called doctrine of rela
tive priority or relative income position; the second is 
the power of the majority of the holders of a given se
curity to commit the minority to the acceptance of a 
plan which transfers part of their rights to others; the 
third is a tendency to discriminate against holders of 
securities who have bought their holdings recently at 

349 
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prices which reflect the road's financial distress. A fourth 
bad feature of the usual procedure is the fact that the 
various committees which make the plan are neither 
independent nor disinterested. 

Let us consider first the relative priority doctrine. The 
general principle of the law is that the position of a 
secured creditor cannot be impaired by the creation of 
unsecured indebtedness, or the creation of indebtedness 
with a lien specifically junior to that of the first class. 
Likewise the position of the unsecured creditor cannot 
be impaired by the sale of securities to preferred or com
mon stockholders. Those who buy junior bonds, unse
cured debentures, or stock, risk both their principal 
and the stability of their incomes in consideration of 
larger prospective returns. 

There is a long line of Supreme Court decisions which 
seem to the layman to support the absolute priority of 
creditors to whom priority has been assured by contract.' 
In the Louisville Trust Company case' the Court said: 

Any arrangement of the parties by which the subordinate 
rig~ts and interests of stockholders are attempted to be secured 
at the expense of the prior rights of either class of creditors comes 
under judicial denunciation. 

In the Kansas City Terminal Railway case" the follow
ing question was submitted: 

Is a plan of reorganization sufficient as to unsecured credi
tors and binding upon them which does not give precedence to 

I Compare A. J. Buscheck, " A Formula for the] udidal Reorganiza
tion of Public Service Corporations," Columbia Lau RftIie,w, 193:1, Vol. 
]:1, pp. 964-98; Bonbright and Hergerman, "Two Rival Theories of 
Priority Rigbts," the same, 19:18, Vol. 28, page 1:&1, and other studies 
cited in these articles.. 

"74 U.S. 674, '9 Sup. Ct. 8%7 (,899), 
• Kansas City Rai/w4Y Co. v. GlUtTdian Trull Co. :140 U.S. 
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the entire claim of the creditor over any part or interests of a 
stockholder in the old company 1 

The Court's answer was in the negative. 
On the other hand, there is a line of cases in which 

lower courts have set up the doctrine that when all 
classes of security. holders are involved in a common mis
fortune the right of the senjor creditor is merely to have 
his relative priority maintained in the reorganized cor,
poration but not to have his entire claim protected to the 
exclusion of junior creditors, or even stockholders. This 
doctrine seems to have originated in the supposed neces
sity, in certain cases, of securing funds to safeguard the 
value of the corporation as a going concern by permitting 
stockholders to maintain their position in the new com
pany on the payment of an assessment smaller than 
would be necessary to payoff the creditors in full. 

In some cases the control of the corporation is un
doubtedly worth more to the existing stockholders than 
it would be to the bondholderS or to possible outside 
bidders. In such a case there is no sound objection to 
permitting the stockholders to pr!)tect themselves by 
paying an assessment somewhat larger than could be 
obtained by selling the property in the open market, if 
such procedure actually gives the bondholders a bet~er 
settlement than they could get by taking over the control 
of the property themselves. In practice, however, the 
doctrine is generally applied (as it was in the Milwau
kee, the Missouri-Kansas-Texas, and Denver, Rio 
Grande and Western cases described above) in such a 
way as to give no assurance that stockholders have made 
anything like the contribution they would have been 
willing to make to protect their position, and without 
any investigation as to whether bondholders would 
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have preferred to pay the same assessment and take 
the stock for themselves. 

The courts seem to reason that since it may be im
possible to obtain funds unless stockholders are permitted 
to contribute them and retain their interest, the pre
sumption is that such necessity exists in every case where 
the reorganization committee submits a plan involving 
an assessment of stockholders which has been accepted 
by a substantial majority of the bondholders. Whether 
the bondholders have actually been offered the alterna
tive of contributing the funds themselves much less the 
alternative of selling out in the open market the stock 
which is offered to the- old stockholders the courts do not 
seem to inquire. Indeed the position taken by the court 
in the Phipps case" seems to amount to this: that any 
offer to creditors is fair, just, and timely if it gives them 
more than is given the stockholders. 

We suggest that any revision of present law relative 
to reorganization procedure should include an unequiv
ocal statement of the doctrine of absolute priority, that 
is, a provision that a reorganization plan, to be made 
effective under the proposed new procedure, must be 
such as to conserve for holders of each successive lien 
whatever equity remains in the property subjected to 
the lien of the mortgage after the full payment of prior 
lien claimants, together with a similar provision for 
the protection of unsecured creditors against diversion 
of their equity to the stockholders." 

This proposal implies a definite repudiation of the idea 
that an unsecured creditor has a claim superior to that 

• Phipps v. Chicago, Rack IsUmJ anJ Pacific R". Ca. 0840 Fed. 941 
(C.c.A., 19")' 

• An ingenioUl plan for accomplishing this is suggested by BUJCheck 
in the article cited above in footnote I. 
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of the secured creditors. In a number of cases plans have 
been approved which involve cash payment to certain 
claimants who had no claim against anything except 
the unmortgaged assets and against those a claim co-or
dinate with the deficiency claim of the mortgage bond
holders. 

The second element which obstructs the attainment of 
the most equitable solution of the reorganization prob
lem is the undue weight which has come to be attached 
to the fact that a majority, or two-thirds, or 90 per cent, 
of the holders of a given security have assented to a 
modification of their claims. 

No reform of the process of reorganization is ade
quate which does not eliminate this feature entirely. 
We do not question that under the present procedure 
such consents are necessary. They serve to prevent small 
minorities from securing undue advantages for them
selves by holding up a beneficial reorganization, with a 
view to compelling the majority to buy them out on ex
orbitant terms. The opportunity of the minority to do 
this arises £rom the fact that nominally the'individual 
bondholder has certain rights the actual enforcement of 
which would give rise to intolerable confusion. The 
holder of a single bond secured by first mortgage on a 
given piece of railway property often has a legal right 
to take possession of that property in event of default. 
Since it would be out of the question to enforce the pro
visions of the mortgage which authorize separate opera
tion or separate sale of what have become integral parts 
of a unified system, some way must be found to abrogate 
the rights of the bondholders. Technically, of course, the 
situation is not changed as to the minority by the consent 
of any majority, however large, but for many years it 



354 ,1MERIC,1N TR,1NSPORT,1TION PROBLEM 

has been an established practice of the courts to disregard 
the nominal rights of minority security holders when a 
large majority have waived their rights. 

If, however, a new system of reorganization were set 
up in which the Interstate Commerce Commission, or 
some other public agency, was authorized to formulate 
a plan and put it into effect, subject of course to court re
view, the conditions which have engendered the rule 
of respect for the assent of the majority would no longer 
exist. If different groups of security holders suggested 
different plans an arbitration tribunal with adequate 
powers need not choose between them on the basis of 
the number of votes that could be marshalled in favor 
of one or the other plan, but on the basis of the inherent 
merits of the plans themselves. Minority as well as ma
jority interests would have an opportunity to present 
arguments in favor of one or another plan and the de
cision could be made on the basis of the soundness of 
the proposed financial structure and the extent to which 
the equities of the various parts were protected. 

Theoretically intended to protect the interest of the 
security holder, the rule of majorities operates in prac
tice to the disadvantage of creditors and especially the 
holder of the prior lien security.' The holder of a fixed 
prior lien security has everything to Jose and nothing 
to gain in bargaining with junior interests. He cannot 
hope that in a reorganization he will be given anything 
at the expense of junior claimants because junior claim
ants are not entitled to anything until he is paid in full • 

• In the larger reorganizations it is ohen the cue that the eecurities 
which rank first are relatively unal1 in amount and are DOt diJtu.rbed 
at all. But as betweeD the cliffereat groups which are di.turbed the 
mtement in the text as to the diadvantage of the prior lim IeC1lrity 
holds good. 
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The junior security holder, on the other hand, always 
has a chance of getting part of his claim paid at the ex
pense of the senior claimant. He has a nuisance value be
cause if he withholds his consent he may be able to cause 
the senior security holder great cost and delay in getting 
any sort of settlement. 

Moreover, the majorities which are rolled up in fa
vor of reorganization plans are rarely representative of 
the genuine judgment and genuine preference of the se
curity holders. It would be quite possible under present 
procedure, or under the procedure proposed in various 
bills now before Congress, for unsecured creditors, 
stockholders, or other junior interests to buy up two
thirds of an outstanding prior lien issue. and vote it in 
favor of a plan which gouged this issue for the benefit 
of their other interests. 

In practice, moreover, it is not necessary that the con
trolling interest own anything like the full amount which 
is to be voted in favor of a plan. Strong pressure is al
ways brought to bear on security holders to deposit their 
securities and accept the plan, and the alternative in case 
they refuse to 00 so is always indefinite and unattractive. 
The procedure necessary to obtain the assent of security 
holders to a plan puts a premium on qualifications that 
are essentially political in character. 

We suggest therefore that the whole system of ma
jority rule should be wiped out. It arises from ... circum
stance which would no longer exist under a reforlJled 
reorganization procedure; namely, the necessity of pre
venting the enforcement of certain technical rights of the 
individual stockholder. 

A revised reorganization procedure should definitely 
repudiate the doctrine that the time when the holders 
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of securities bought them, or the price they paid, has any 
bearing on their rights. In a number of reorganization 
cases the Commission and the courts have obviously 
been influenced by the fact that certain groups of security 
holders are knownto have bought up their securities at 
large discounts after the financial distress of the road 
became apparent. This is a totally irrelevant considera
tion. To hold otherwise is to hold that the claims of an 
original or a later buyer are not fully transferable, but 
are in part destroyed by sale. 

The point at issue is not merely the rights of the re
cent buyer, but the right of the earlier holder to sell his 
claims. One of the features of modern corporate finance 
which has been most important in mobilizing small sav
ings for use in big enterprises is the transferability of 
equities. If the principle is established that when A trans
fers his claim to B, B's claim is not as good as A's, then 
the marketability of A's claim is impaired. In the long 
run the losses will not fall on the last holder but will be 
discounted in the price at which he buys.' 

Finally, the situation is made worse by the fact that 
the committees which are formed to represent the sep
arate security issues are not independent of the body 
before which they have to plead the cause of their claim
ants, and that body is not disinterested. The members 
of reorganization committees which make the plans are 
often also members of the committees representing cer
tain security issues. Members of the committee set up 

t' Even if there were general agreement that the speculator ought to 
be sqaeezed, there iI no reason why the Itodtholden or junior cm:fiton 
should get the benefit of the abridgment of 1Wo claim. If it should be 
decided that the recent purchater has actually acAjuired lOfDething 1_ 
thaD the full claim of the earlier investor, IUrely the difference .hould 
a.cuue to the public and Dot to the Itocltholden or the other crediton. 
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to protect a certain security have to look to the reorgani
zation plan for compensation for their own efforts; a 
situation which certainly does not make for independence 
of attitude if it becomes their duty to oppose the domi
nant group. 
. It has been possible to obtain the consent of the se
curity holders who were mulcted in such reorganizations 
as are described above, chiefly because their only prac
ticable alternative is to prolong the· delay and increase 
the expense. The senior security holder has the choice 
between making unwarranted concessions to the junior 
holder in order to obtain his support for a reorganiza
tion plan, or else to £ace an unpredictable continuance 
of the process of nibbling away the property through the 
fees and expense accounts of lawyers, bankers, and ac
countants. Much of the gain from a simplified proced
ure consists in the fact that it would make such saai
fices unnecessary. 

Concretely, we suggest that legislation should be en
acted along the following lines: 

I. ReceWership. When a road confessed insolvency, or 
defaulted on its interest charges, or failed to pay its ob
ligations at maturity, its affairs would be put in charge 
of two receivers appointed by the Interstate Commerce 
Commission. from its professional st:a1f who would be 
paid salaries appropriate to their technical qualifications. 
One of these receivers would ordinarily be a man with 
a background of railroad operating experience, and the 
other primarily a lawyer. The staff from which these 
men are drawn would be a permanent staff and when 
not engaged in this sort of work its members should be 
assigned other duties in connection with the Commis
sion's work. The Commission might bill the road for 
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the expense of administration, but the receivers would be 
on the payroll of the Commission. It would probably be 
well to call the receivers by a new name, say, public 
comptrollers, to avoid the disturbing influence of re
ceiverships on the public mind. 

2. Task of the receivers. The first task of the re
ceivers would be to test out thoroughly the question 
whether a reorganization was really necessary. No road 
would be reorganized merely because it was temporarily 
unable either to meet its interest charges or to repay 
obligations at maturity. In case of default on its obli
gations, it would be operated by the receivers for a rea
sonable period in order to determine whether its de
fault is due to temporary conditions or to fundamental 
weaknesses in its capital structure. Particularly, reor
ganizations would not be carried through merely because 
a road had not made adequate provision for meeting its 
financial responsibilities in an unprecedented depression. 

·A road which had a good record through 1930 but was 
unable in 1933 to meet its maturities or pay its fixed 
charges would be operated under a receiver without re
organization until it became clear whether there had 
been a permanent shrinkage of traffic to anything like 
the 193 1-32 level. 

3. The planning of the reorganiZlltion. When it be
came clear that a road could not carry the burden of its 
indebtedness, the responsibility for making a reorganiza
tion plan would rest with a disinterested public body, 
preferably a division of the Interstate Commerce Com
mission. This body would investigate the legal status of 
the various security issues, hear evidence as to the desir
ability of alternative procedures, draw up a plan, and 
put it into effect. Dissatisfied security holders would 
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have a right to apply to the Supreme Court of the Dis
trict of Columbia for an injunction but only on the 
ground that the plan was inequitable; the Commission 
being the final judge as to whether in other regards 
the plan was in the public interest. If the court found 
that the protests were justified the plan· would be re
mand,ed to the Commission for revision. 

4- Objectwes. The objectives aimed at by the arbitral 
tribunal would be (a) to provide a capital structure 
under which the road could function efficiently in the 
public service and obtain capital for future needs; (b) 
to distribute the ownership of the securities of the re
constructed corporation in such a way as to conserve for 
each class of security holders all that remained of the 
equity assured them in the contract. 

It is frequently stated that since the paramount con
sideration in a railroad reorganization is to secure neces
sary cash and reduce fixed charges to a point where the 
road can continue to function in the public service, con
siderations of equity cannot be allowed to interfere with 
the success of a plan which has been worked out by a 
responsible reorganization committee and approved by a 
majority of the security holders interested. The fact is, 
however, that the securing of needed cash and the re
duction of fixed charges are almost never matters of 
difficulty. Aside from small roads where the maintenance 
of service under any financial structure is a matter of 
difficulty, the problem set the reorganization commit
tee is not to raise money but to raise it in such a way as 
to bring about the minimum dislocation of existing prop
erty rights. In practice, in fact, the problem of the man
agers seems to be how to devise a plausible way of 
protecting the controlling interest from the necessity 
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either of giving up control or of paying to the bondhold-
ers what the control is worth in the market. • 

5. Priority. There would be a definite ·repudiation 
of the doctrine of relative priority" both with refer
ence to the relative position of bondholders and stock
holders and also with reference to the relative claims of 
creditors who are protected by different types of securi
ties. There would also be a definite repudiation of the 
idea that the claims of individual security holders are in 
any way affected by the time at which they bought their 
securities or the prices they paid for them. 

6. Consent of majorities. The whole procedure of 
depositing securities and obtaining consents to modifica
tion of the rights of security holders would be abolished. 
The reorganization could be put into effect through a 
judicial sale or otherwise, as the plan might provide. 

7. Committees of security holders. Security holders. 
would be represented before the Commission in connec
tion with the preparation of the plan, but the expenses 
of such representation would be borne by the parties con
cerned. There would be no presumption in favor of the 
plan which happened to be backed by a larger group as 
against one backed by a smaller group; each plan being 
considered on its merits. The Commission would not be 
obliged to accept any plan submitted to it; it might 
utilize the material submitted in order to draw up a 
plan of its own • 

• See above, pp. 349-51. 



PART IV 

REGULATION OF THE LEVEL OF 
RAILWAY RATES 



INTRODUCTORY STATEMENT 

The regulation of railroad r!!.es has aJway~ 
folapiirpose-to prev~air Qrjru:quitabl~ E!icul~ 
rates, and to preven.u;h.e roadslrS1-lIl-ogtaining excessiye
earru.ngsrott1i~ervices in.th&.,~5gat~Tlie-ratter 
ilfVo1VescOnSideration ortli'erate of return both of par
ticular roads and of the railroad system as a whole. Dur
ing the earlier years of federal regulation, discussions'of 
discriminatory tariffs and rebates to favorite shippers 
overshadowed consideration of the level of rates, and it 
was not until 25 years after the inauguration of federal 
legislation that a real effort to regulate the general level 
of rates on some fair and equitable basis was undertaken 
by the Interstate Commerce Commission. 

In It3 there was passed the so-called Valuation Act 
which ected the Commission to "investigate, ascer
tain, and re ort the val 11 0 erty oWl!ed and us!:d 
y every common carrier" subject to the Commission's 

JUrisdictIOn. Until 1920, however, the use to which these 
valuations might be devoted was left undetermined. The 
origin of the Transportation Act of 1920 is explained as 
follows: 

Toward the close of the period of federal operation 
of railroads (19 r 8' to 1920) investors in railroad securi
ties were becoming uneasy over the effects -of. regulation 
by the Interstate Commerce Commission. The machinery 
of regulation, it was charged, was, unduly oppressive and 
likely to result in the carriers' receiving less than a rea- ' 
sonable return upon their investment. Whether any in
dividual railroad company could earn a fair return upon 
the value of its property was usually dependent upon the 
general level of rates. Under the Constitution any given 
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road is guaranteed against confiscatory rates; but such a 
guarantee, it was seen, might be utterly ineffective for the 
simple reason that an individual road cannot adjust its 
rates independently of the general rate structure. Thus 
it was contended that the general level of rates must be 
such that the carriers as a whole would be able to earn a 
reasonable return on their property as a whole. 

This consideration led security owners to sponsor what 
has become Section 1 sa of the Interstate Commerce Act 
as amended in 1920. Under this act the Commission was 
instructed to "adjust rates so that carriers as a whole (or 
as a whole in each of such rate groups or territories as the 
Commission may from time to time designate) will, un
der honest, efficient and economical management and re~ 
sonable expenditures for maintenance of way, structures, 
and equipment, earn an aggregate annual net railway 
operating income equal, as nearly as may be, to a fair 
return upon the aggregate value of the railway property 
of such carriers held for and used in the service of trans
portation." 

Under this authorization it was assumed, though not 
explicitly stated, that the Commission would use the 
valuation findings for the purpose of rate regulation. 
This act also provided that if the earnings of any road 
should exceed a certain fixed minimum, one-half of the 
excess should be subject to recapture by the government 
and used as a general railroad contingent fund. The de
termination of this rate of return on particular roads also 
involved the use of the Commission's valuation data. 

In this division of our study we shall first describe the 
origin of the valuation idea and the procedure followed 
by the Commission in making valuations. Second, we 
shall show how the recapture provision has worked in 
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practice. In the third chapter we give an appraisal of the 
various theories as to the proper basis of rate regulation. 
Fourth, we shall inquire whether the valuation data ob
tained by the Commission has been, or can be, put to. 
significant uses. In the final chapter we shall set forth 
certain constructive suggestions for dealing with the dif
ficult problem of general rate regulation. 



CHAPTER XVII 

THE VALUATJON PLAN 

~piLilie~ambitio~ask ever undertaken by 
the Interstate Commerce Commission was that which in
v61vecrfhe-physical valuation of railroaClproperties as a 
basis for the regulation of_ear!IJngs. When the Vafuation 
Act-vias-paSsed iil-I913the-inagrutude of the undertak
ing was not foreseen. The Commission estimated the cost 
at $3,000,000 and the ~ required for completion at 
three years. Senator LaFollette in his three-day speech 
on the floor of the Senate in 1910 put the cost at 
$2,400,000, while Senator Elkins ventured to predict an 
outlay of as much as $5,000,000 and that five years would 
be required to complete the project. 

To the end of 1932 the.£2§! to the government had 
been nearly $45,000,000 and very large sums had also 
been expended by the railroads! It is now estimated that 
all the work will be completed by June 30, 1934, 
and that the total cost will be approximately 
$48,000,000 .• 

I. THE ANTECEDENTS OF THE VALUATION ACT 

I (ihe undertaking of the federal va1u~;lilr~l1~s 
iSJlopularly a;Jj~JLwJ:he effolU.ofa,lew in<!iyiduals 
w~ith great p~!:$\.!asiYeness~~ the halls of Con

_ II gress tJW: ~~~e. ~ve!:otapitali:t.e!La~ir 
" I r~lC2tbIgntJlcture conditIOns as they were In 1906, 

J 72, Cong.7':ess., Rail,ou Leg;sutio"J Hearings on H. R. 7116 and 
7117 before Committee on Intentate and Foreign Commerce (1932.), 
pp. 3", 477-79, 534-35· Alfred P. Thorn, general co .... l of the Atoo
dation of Railway Executives, and others tcltified that the railways had 
~t approximately '1]8,000,000. 

sThe same, p. 518. 
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when the late Senator LaFollette first proposed a valu
ation in the form of an amendment to the Hepburn bill, 
then under consideration.' Living costs were risinID ~ 
centration of industrial and.raiIroad control had made 
grea!h~waisince the ~-of thecentury; ~ 
6iister" was in the White House; the Interstate Com
~~'re'Commlssion m· seeking restoratiOnOftheP~ 
to presenbe reasonable_~~IlIIl.-Et~lLof ...!Vhich !LhA4 
been depnVe<illyaSupreme Court decision in 1897; 
control of railroad accounting and ca.£itaIization was licli::;
ing; iirurrnteS cowa1ieiovancOOlly the carriers WIthout 
sUSpension, pc:nding investigation of their reasonableness 
by the Commission. 

It was under these circumstances that Senator LaFol
lette, fresh from tilts with the railroads during his gov
ernorship in Wisconsin, advanced the propositions that 
rates were excessive and that the railroads had unlimited 
power~ taxing the people ~.!lt let or liindrang:. 
ThiSpower, he said, could be curbed only by a showing 
that the railroads were earning an exorbitant rate of re
turn on the value of ~eir property. A:iid such a showing 
could be made only by a physiCiiI'" valuation of the rail
roads along the lines developed in the pioneering work 
of Michigan and WISConsin. 

The proposal, he later recalled, "seemed to break upon 
the Senate as a startling idea.» The ground was unpre
pared and the measure found little support. Senator 
Newlands alone seems to have gone as far in his think
ing on this subject as had the junior senator from Wis
consin. But as the bill was reintroduced from time to 
time, others gathered to the LaFollette standard. Rail
road officials at first opposed the measure with all the 
power at their disposal, but gradually became reconciled 
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to the idea as the conviction grew among their leaders 
that, owing to increased land values!lliireinvestment of _ 
earnings a valuatIon made on-a reproduction cosf1>iSis 
woUfd" a:nply suppor(eXisjIng capitallia11o_n. The a:crvan
tage of settling tiJePersistent questi~n whether, in fact, 
the railroads were overcapitalized seemed to have ap
pealed at last to all parties concerned. 

Such in brief is the popular explanation of the launch
ing of the valuation project. Few realize that before this 
problem was discussed in the Senate the Interstate Com
merce Commission was on record in favor of valuation. 
The powers conferred on the Commission by the original 
Act to Regulate Commerce were inadequate for the pur
pose of effective regulation of railroads. To make con
ditions worse, the courts nullified some of the vital 
powers which the Commission had thought were granted 
it by the Act of 1887.' U@euhe circumstances_th~~' 
missioIl..WaSJowerless to ~edy the varied ~!!ls whi . 
the Cull2.!!1 COmmittee ha~e~tdurir\g its co~ 
widelnvestigation of railroad practices. The'raiIroaclS 
stubbornly resisted further grants of what they regarded 
as inquisitorial powers. Manipulation, under-statement 
of earnings, creation of secret reserves, and other signal 
failures of the accounts to reflect the facts persisted. 

The search for a proper method of determining the 
investment figures of the roads began, as a matter of fact, 
as early as 1888, for in the Commission's first annual 
statistical report the impracticability of building this cost 
item up to a sound basis from carriers' records was clearly 
set forth. In the meantime additions to the investment 
accounts continued to be made as the carriers saw fit. In 

'See L L. Sbarfman, TIw InIeNJIIU C_U C""",uSHo.., '91', 
Pt. I, Chap. 1. 
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1 900.beginnings in the development of a valuation tech
nique were being made in Michigan (for taxation pur
poses, to be sure), and shortly thereafter in a number of 
other states---in some of which the purpose was specifi.
ca.lly the regulation of rates. 

The Commission's first official recommendation of a 
valuation came in its annual report for 1903, and it was 
repeated in 1905. As a result of the Hepburn amend
ment of 1906, which gave the Commission power to fix 
maximum reasonable rates and to supervise the setting 
up of depreciation and other accounts, the Commission, 
in its annual reports for 1907 and 1908, strongly recom
mended the undertaking of a valuation of the physical 
property of the railroads. The making of a valuation, the 
findings of which were to 1lC lDcorporated lUte, the car
riers' primary investment accounts, became from this 
time on indissolubly !ink~~ the regulation~f~-
~on. -- -

During this period there came before the Commission 
several cases of a character which rendered the question 
of valuation of immediate practical importance. In the 
so-called Spokane case,' the Great Northern and the 
Northern Pacific confronted the Commission with valua
tions of their property made painstakingly by their engi
neers and experts to prove that the rates complained of 
were reasonable. While this case was under advisement, 
the Commission noted in its annual report for 1908 that 
"there is a growing tendency on the part of the carriers 
to meet attacks upon their rates by making proof, through 
their own experts and officials, of the value of or the cost 
of reproducing their physical properties.'" In the ab-

·.s I.C.C. Hi ('909)' 
·P.8 •. 
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sence of an official valuation, both the Commission and 
the shippers were powerless to refute the data offered 
in evidence by the carriers concerned. It was impossible 
for shippers, observed the Commission, even intelligent
ly to "cross-examine the railroad witnesses by whom 
such proof is made."· 

In 1910 Eastern and Western carriers came before the 
Commission seeking authority for general rate advances. 
The Commission pointed out that it lacked informa
tion on which to base a judgment as to whether railway 
revenues were unduly low. Capitalization, according to 
the Commission's view, could not be accepted as repre
senting the true value of the investment unless it could be 
shown that there was no watered stock.' But there was no 
way of judging the condition of overcapitalization ex
cept by a valuation of the physical property. Observing 
that it lacked authority to evaluate the carriers' property, 
such as some of the state commissions had, the Commis
sion reiterated its belief in the need for a valuation: 

This Commission has several times urged Congress to author
ize a reproductive valuation of those railroads subject to federal 
jurisdiction. It is reported that certain railroad companies are 
making such valuations themselves, and the results may at any 
time be urged upon this Commission and the courts as a justifica
tion for higher rates. The interest of the public ought not to de
pend upon a valuation made entirely by the owners of these 
properties, no matter how honestly the work may be prosecuted.' 

Such then are the events which culminated in the 
passage of the Valuation Act in 1913. Senator LaFol
lette's impassioned plea for a valuation to prove over

. • The sanJe. 

• AJ"anus in Rater-Western Case, 20 I.C.C. 307, 3:10 (1911) • 
• AJ'DMlCeS in RII~,....-Easlern Case, 20 I.C.C. 243, 30S (1911). See 

aloo p. '56. 
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capitalization and the excessiveness of rates, the Commis
sion's long-standing belief in the advantages of such a 
valuation as an aid to effective regulation, and the prac
tical issues presented by cases before the Commission, 
all contributed in proportions which can never be sepa
rately weighed to the passage of this legislation. Valua
tion, in short, was~nceived ~ ~ essel!tial step iiithe 
development of eJI.~!iYueg:t!Jation. of our railroads. As 
the Commission observed in its annual report for 1907: 

regar e , whether of reasona e ca J izati 0 e 
sChedUle of rates, ot efFective a . istration of thc:....~reciation 
accounts, or of the correct mterpretauon7 the baliiice Sliter, 
oniiSfOrced to conCJude that an auffiOrifiitivevaluauon of r.n
way"pro~ IS the ~~JlO.!!""!.~tel' in~e devel0f,ment of 
governmen sUP!O~~n over railway adiiimlStration.P. 150) - -

IL TIlE PROCESS OF MAKING VALUATIONS 

The Valuation Act did not prescribe the utilization of 
any smgle principle in arriving at the value of our rail
road properties.p th~~ose was evidently. to arrive 
at a "fair valUe" fo.r.the. properti~, the general'yro
~dicatea by the Supreme Court ~ 1898 In the 
fiiiious case of Smyth v. Ames' was followed. The Com
mission was required "~in ~4JJ:p~ in~ 
as to each piece of propertyJ1ther than land~:-. . .the 
ongjrialcosUodate, anacostaf reproduction new, the 
cost-of reprOdw;tion less dep~ation, and present an 
analysis of the rnetIioas Of wlii~h these several costs were 
obtained; andther~orUor-the differenceS, if af!Y." It 
wiSassumed that on the basis 'of the figures thus de
rived a lump sum fair value figure might be obtained. 

Insuperable difficulties were encountered in ascertain
• 169 U. S. ~66, 5~6 (1191). 
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ing a significant original cost figure. Strictly speaking, 
the original cost called for was the cost of every specific 
unit of property then used in the service. In only unusual 
cases, however, could recorded costs be traced to par
ticular units of property, and all too frequently records 
of cost were entirely lacking. This was particularly the 
case where numerous amalgamations had occurred in the 
course of the development of a railroad system. 

Another difficulty was found in the fa that co 
been in£u.IT~der widely diff~rin&.- rice conditions. 
Many important railroads had held title to a substanti 
part of their property for the better part of a century. 
They had incurred costs in the decade 1 83Q-40, as 
well as in the decade 1915-25. Does the addition of 
$1,000,000 expended in 1925 to the same amount ex
pended in 1840 mean the same thing as $2,000,000 ex
pended, let us say, at the war-time price peak? Only if 
prices remained relatively stable would costs incurred 
at widely different periods have the same significance. 
The appearance of exactness and reality which attaches to 
cost figures was thus seen to be quite misleading. 

After some experimentation the Commission gave up 
the attempt to get original cost for specific pieces of 
property, except in the case of land and equipment. In 
lieu of detailed identification of property items the Com
mission made rough estimates and supplemented these in 
each case by a full statement of the financial history of 
the road, including the issuance of securities. These data 
were believed to give the maximum amount of money 
which could have been put into each railroad. 

The act also required the Commission to prepare an 
inventory of the entire property of every common car
rier subject to the Interstate Commerce Act. For carry-
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ing out this provision, and also the one which required 
the ascertainment of the cost of reproduction, the Com
mission organized an engineering section. The engineer
ing inventory enumerated all the operating physical 
property of the carrier then in existence. 

Once the physical inventory was completed, a cost 
figUre had to be obtained by applying prices to the in
ventory units. The determination of the proper prices 
to be used involved much difference of opinion; but it 
was finally decided by the Commission that, instead of 
relying upon expert opinion, it was safer to take actual 
prices of some past period. For this purpose it was held 
that the range of prices over a period of five years, and 
in some cases ten years, previous to June 30, 1914 should 
be consulted in order to arrive at an average or normal 
price. In the determination of these average prices the 
carriers were asked to supply price data, accompanied 
by sworn statements as to their accuracy, and a check: 
was made by consulting manufacturers of railway sup
plies and materials. On the basis of all this information 
the engineers of the Commission decided upon the price 
to be applied to the inventoried units. 

The cost of installing materials and equipment in the 
actual railroad properties presented an even more diffi
cult problem because of the uncertainty and variability 
of labor costs. An average cost over a period of years 
preceding June 30,1914 was, however, again taken. The 
estimate of reproduction cost arrived at in this manner, 
as the Commission points out, 

does not correspond with the original cost of producing the prop
erty as it was in fact produced. The present railroads of this 
country are the product of a process of gradual development. 
The narrow gauge road has passed into the standard gauge, the 
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low class into the high class, the single track into the double track. 
Grades have been improved, curves eliminated. In the estimate 
of reproduction, all this is disregarded, and it is assumed that the 
existing property is reproduced by a single continuous impulse!· 

, The determination of a single lump sum value for the 
property as a whole presented the most difficult task of 
all. In the original act the Commission was not required 
to go further than to assemble all the data arrived at by 
the different methods and to explain the reason for the 
different results obtained by the different methods. Un
der the terms of the Transportation Act of 1920, how
ever, it became necessary for the Commission to arrive at 
a lump sum value for each railroad which could be uti
lized as a basis for rate regulation and for the operation 
of the principle of recapturing excess earnings. In the 
determination of a single lump sum figure should the 
reproduction cost data alone be used, or should attention 
also be given to inventory values and to original cost and 
other financial data, even though the latter were admit
tedly incomplete? Should attention be given to market 
values of the outstanding securities? If attention were to 
be given to all these various factors what weight should 
be attached to each? 

In the light of the Supreme Court decision in the case 
of Smyth v. Ames, decided in 1898, and subsequently 
followed, it appeared necessary for the Commission, if 
the rate base which it derived was to have any standing 
before the courts, to take into account all the elements 
which would be involved in the determination of a "fair 
value." The Supreme Court in that case laid down the 
following doctrine: 

• Texas MiJlanil Railroll4l, I Valuation Report I, liS (_918). 
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The original cost of construction, the amount expended in 
permanent improvements, the amount and market value of its 
bonds and stook, the present as compared with the original cost 
of constructiOn, the probable earning capacity of the property 
under particular rates prescn"bed by statute, and the sum required 
to meet operating expenses are all matters for considera~C)n, and 
are to be given such weight as may be just and right in each case. 
We do not say that there may not be other matters to be re
garded in estimating the value of the property. What the co,!!:
pany is entitled to ask is a fair return UI!9~ vaIueof that which 
it employs for the public con~On-tb~er hand, wh~t 
thepliblic is entided to demand is thi~ no moue exacted from 
itJOr the use of a public highway than ~rvices rendered by it 
are reasonably worth." , -----

It will be observed that in this statement as to the 
factors thatenter into the determination of a fair value 
no ~t.!. ~gge5ted as t~e relative importance 
or the several elements of value t was incumbent upon 
the ConiiDisSlori,however, if i was to arrive at a lump 
sum figure for the value of each road, to decide for itself 
what weights should be given to the various elements. 

The method employed by the Commission prior to 
the Supreme Court decision in the O'Fallon case of 1919 
consisted of valuing at 19 14 unit prices all property, 
other than land, acquired before June 30,1914 and still 
being used. The units installed after that date, but prior 
to June 30,1919, were valued by means of indexes rep
resenting the relative price changes on the basis of the 
19 I 4 unit prices. The units installed in the third period, 
after June 30, 1919, were valued at net cost of addi
tions less retirements. All land was to have value as of 
the current valuation year, measured by the value of 
neighboring lands. The single. sum value of each of the 
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railroads of the country was to be made up on this com
posite basis of reproduction cost as of 19 I 4, estimated 
original cost from I 9 14 to 191 9, ascertained original cost 
from 1919 on, current value on all land, and certain al
lowances for going value.'" 

Thus in the valuation of all property acquired prior to 
June 30, 1914, except land, allowance was made for re
production cost as of that date, but that the reproduction 
costs of subsequent years were not given weight. Market 
values of bonds and stocks were not considered. 

A discussion of the efforts of the Commission to make 
l;lse of these basic valuation data is reserved to the fourth 
chapter of this division. This is because the difficulties 
which have been confronted by the Commission can best 
be understood in the light of the recapture experiment 
and of an analysis of the valuation theories which have 
for so long been the subject of legal and economic con
troversy. 

12 See Excess [nco",. of Sl. Louis au O'Fallon Rail4Da" Comtl17'" 
124 I.C.C. 3 ('9'7)· 



...... CHAPTER xvm 
THE RECAPrURE EXPERlMENT 

~ recapture principle inrorporatedinthe T~
tation Act of 1920 was, as indicated in the preceding 
ch:ijifet, ~optgr:Q~_of the'-p~ to adiust the general 
level of rates so that thelaiIioads I!lI a whole would earn 
a fair return upon the f2iiO value of their properties. It 
was seen that if the carriers as a whOle were to earn a fair 
return on the railroad property as a whole, some in
dividual roads, favorably situated, would inevitably earn 
more than a fair return, while others would be certaiIl' 
to earn ICS5. What to do with the excess thus realized by 
certain ~ presented a nice question, as did also the 
question of what rould be done about the roads that 0b
tained less than a fair return. As a solution of this prob
lem a novel pI:ub said to have o~ With-President 
Wirtield of the Seaboard Air Line Railway, was sug
gested. 

This proposal, which suhseqpently became known as 
the;. Rec:apture ~ of Srginn UL provided that if 
any carrier "receives for any year a net railway operating 
inrome in excess of 6 per centnm of the value of the rail
way property held for and used by it in the service of 
transportation, one-half of such excess shall be placed in 
a~hm<L~!ished and_ maintained by such car
ri~ag.9 the remaining on~half thereof shall ••• be 
reroverable by and paid t~ the Co~on for the pw:-
~ of establiWng and maintaining a general railroad 
~geJ!tJuncl-,- •• " The £u:Da thus -recaptilredDY the 
government was to be used ~~_erana: of the public 
interest in railway transportation either by making loans 
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1 to carriers to meet expenditures for capital account or to 
refund maturing securities originally issued for capital 

: account, or by purchasing transportation equipment and 
facilities and leasing the same to carrien." 

The principle involved in this plan also appealed to 
those-who were interested in- preventing the railroads 
from obtaining excessive earnings. It constituted a re
striction upon the total returns which favorably situated 
roads might expect to receive, and it promised to provide 
funds for the alleviation of the financial situation of 
weaker roads. In figuring the amount of income subject 
to recapture, the Commission undertook to use its lump 
sum valuation for each road as a base. 

Howth~pJa!Lw:orked out.lJetween 192! and I..2.lQiS 
indicated below. In the accompanying table we show the 
aggregate earnings and rate of return of Class I roads 
and the amount of the earnings subject to recapture. The 
act specified 5.5 per cent as a fair rate of return for the 
years 1920 and 1921, and this amount was guaranteed 
for a six-month period following the return of the rail
roads to private management. It was left to the Commis
sion to determine a fair rate for the future, and in 1922 
the Commission set 5.75 per cent as a proper rate. 

It will be seen that the rate of return for the carriers 
as a whole ranged from a low of 3.44 to a high of 5.96. 
Nevertheless in every year some roads earned in excess 
of 6 per cent, as is evident from the figures of income sub
ject to recapture, shown in the last column of the table. 
The estimated aggregate liability of carriers in connec
tion with the recapture provision for the years from 1920 
to 1930 inclusive is $359.459,141. 
T~ng now to the w~ i!1_~hich this prin3ple has_ 
ajJected.~ we find unexpec!eJiiesults.!t_ ,-- ---- ----- ---- --
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has turned out that many of the §tr_9!lgest r~~ 
recapuirable income, while some of the_!:eak,: ones s!t0w: 

RATE OF RE:ru1lN REALIZED BY c..uRIEU ON THE VALUE OF 
THEIR PaOPERn-

(Claas I roads ooly) 

Valu.tioo of Net Railway Income 

Calendar Carriers' tn:- Rate Subject to 

Year Property" of Recap",", 
(In thousands (lnthooaands ReturD (In thouaands 

of dol1an) of dol1an) of dolIan) 

1921.. •.•. 19,388,000 615,946 3.44 7,276 
1922 ...... 19,519,000 776,881 4.31 14,484 

·1923._ ..•• 20,464,000 983,736 5.18 34,299 
1924 ..•..• 21,168,000 986,718 5.01 22,199 
192L .... 21,645,000 1,138,632 5.6S 47,003 
1926 ..... _ 22,176,000 1,233,003 5.96 61,810 
1927 ....•. 22,593,000 1,085,142 5.14 29,959 
1928 ..•.•. 22,926,000· 1,194,488 5.57 35,473 
1929 ••..•. 23,448,000 1,274,595 5.80 51,891 
1930 .•.... 23,734,000 885,011 3.98 17,350 

• Prepattd by the Bweau of Statistics, Interstate Commerce Com-
mission. . 

III Baled on lDtentate CoIlUllel'C'e Commission'. primary values as 
fowul under Section I9&> adjuoted annually by adding the net incr<aae 
in the c:arrien' book value of investment and an allowance for working 
capital, and deducting the annual increase in accrued depreciation. ThiJ, 
in mort, ia the method followed in the original O'Fallon c:aae. When the 
valoatioo estimate found by the Commission in E" P.,.u 7f, Sl LC.C. 
uo (19.0), adjusted for IDboequen. yean by adding net additions and 
betterments at COlt, ia taken aa the hue val .... the ratea of return run 
about 0-4 per cent lower than those gi ... n in the table abo .... 

A tabulatioo made by the B .... u of Railway EcooomiCII baatd 00 

the Commission'. valuation in E1I PIITU 74 gives rates of retum which 
run from 0.01 to 0.1 per cent below those yielded by the Commisaioo'o 
ca1cu1atiODl on the aame E" P..-u 74 basis. The di.screpauc:y ia attributable 
to a deduction in the Commission', calculation of annual accrued de
preciation since 192.1, and an induaioD of operating income from certain 
roads which are DOt covered in the tabulation of the Bureau of Railway 
EconomiCL 

a substan!ial.amount~_t<>.!ecap~. For exampl~ 
th=-R~.11vania, the Bur1iligtOii;1lleNo~D PiiciG 
the Illinois Central, the Chicago and Northwestern, the 
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Lehigh Valley, and the Rock Island show no excess in
come available for recapture, while numerous roads now 
inreceivership, such as the Seaboard Air Line, the Wa,
bash, and the Ann Arbor, have substiiicialliabilities on 
this account,' This result is attributable to the fact that 
the,basi"iof computing the e~c~u:u-~I~gs IS thecom~ 
nijssion'-~tcalpriiperty valuation riuJier-ihan the 
amount of capitalstock ancffuiided debt outsfaruIing, 
wlilcll,Inthe case ~f these"we~iiQad,s:',ism.excesS 
of.§i£!ti:~i..~ v~uation: -Whlle th~!"9.<lds .have ~eally' 
been paying die penaft"y for"liaving!l bad capital struc
tute;:!TleI~urfwas n.one theJess unanticipated, The op
eration of the principle has clearly not given to those 
roaa5 ·w~~~f.inanciaI poslciQ!Uvas precanous the relief 
th~cLheen contemplatc:d .. and it. h:l!.JlOLserved .tQ 
increase;. ,the Jina!1cial stability. of the railroads, as_a 
w,.hale.--

. ~e £!:lnciple has also worked to the disadvantage of 
r~jfh.~howed large)luttuations in earnings fro!l1 
ye~r to ~ For example, the Denver and Rio Grande 
Western, regarded as one of the most difficult roads to 
operate, was for many years in receivership; in some 
years it barely met the operating expenses; and for five 
out of the eleven years in the period from 1920 to J 930 
it made less than 2. per cent on the investment, Yet dur
ing the same period, thanks to a few good seasons, the 
recapture claim against it amounted to over $1,000,000, 

Again, certain small roads, built for specific purposes, 
.had large earnings for a few years, but having outgrown 

S See the Interstate Commerce Commission'. statement of estimated 
recapture liability of railroads from 19%0 to 1930, 1% Cong. I Sea. 
RaiiroU Legis""iMJ, Hearings on H. R. 7 II 6 and 7 II 7 before Com
mittee on In .. _" and Foreign Commerce ('93-), pp. SS6-571 alJo 
pp. 8, 30, 99. 106, 5oa, 55%. 
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their usefulness are now in ;l position where they can 
barely meet operating expenses. The case of the Yosemite 
Valley Railroad is a good illustration. It was built in 
1907 to give access to the Yosemite National Park, but 
the tourist travel over it has never come up to expect:lr 
tions. During all but three of the years from 1907 to 
1931 the road did not even earn its interest charges •. ln 
1916, the year of the World's Fair in San Francisco, and 
in 1925 and 1926 when the construction of a large dam 
and a power plant at Exchequer, Califomm, provided 
extra traffic, the road had sufficient revenue to meet the 
interest on its first and second mortg;lge bonds. There 
is no prospect of another such prosperous year, and the 
supply of timber in the territory served by this carner
the freight revenue of the road is derived almost ex
clusively from forest products-is estimated to last at the 
most just 15 more years. Yet the road has a recapture 
liability for 1925 of $164.401." 
T~ons in principle have been made to the re
ca~ In th~t3Q!...!!.i~3!~ed that. so long as 
we have private ownership and management of indepen': 
dent r.ulroods~~~-t~er~~£.C ~ takIDgprop
ertYaway from sua:e5sful roa~_~cUmdi-!lgtt, orgiYiiij
ito-as was suggest~_!haiftetm Per..Cenl CIISe of 
193 I," toweak.er roack...So long as investors buy-5eruiities 
ofJrtdividual roads, it is urged that they must take the 
risks involved in that particular investment, and that they 
are entitled to the profits that are ~ by that road
no mo~and no less. It is pointed out that the ptan more
over involves an artificial and presUinably Wasteful di-

'See ;;c;,~.~ __ , R*"-l Le~. Hcam;:, H. R. 7116 
aDd 7"7. P. 94- For other ill ............ _ the ......" pp. lOS. 106, 
aZl~z"" zS6-'.~ ala, 29S..,&" 

"71 L C. C. Sl9. 571-10 (1911). 
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v~of_capital into unr~!!lune}:.ative cha!1nels • .ln_~~r. 
e\re.Ut .. !,til!h~ld that th~ princi~could bej~stHied ~ 
provid~d a~!lroad earnings were pooled or ~he ,existing 
in:<!:ei)~nd.ent.,EOm.Jlaru~s were 'merged. illto one ulljfied 
nationaI trans~I1:ation corporation. 

-The second objectiOil,"Which -WOuld perhaps 1lleet with 
mor-egeneiaIagreement, i~ that th~~~.!~es el{~~s 
income away from a given road in good years_~nC[!ii.,,!kes 
nO_p!2.V!SIo~~fOr'Teaii years. As Comnllssloner Eastman 
said, when speaking' for the Commission before the 
House Committee on Interstate and Foreign Commerce: 
"It seems utterly unfair •.• if a carrier has earned excess 
-income ••• in certain years when there was good traffic 
to penalize it and leave out of consideration years when 
earnings have been or will be deficient.'" T~licy is 
not.~ly ~nfairl but may have economically rutnOUS.L~_ 
sUIts. It ignores a funaamentaI"necesSiti'in all business 
of !e.ttlng.upj:esen.es in good times to provrde(o!:.~ 
years to follow. . '-

f The.shortcomings of this plan would be minimized if, 
ins;aaorrecapturing excess income on a yearly basis, 

j 
a five- or ten-year basis were substituted. But there is no 
reason to assume that merely because a road'has had a 

I net excess of earnings for a given ten-year period it will 

\ 

be able to achieve the same results in the succeeding ten 
years. The net excess may have been the result of two or 
threeyears of substantial excess followed by several years 
in which there was a slight defici~ I Another objection to this plan of using a ten-year aver
jage as a basis for computing excess earnings is that it 
!would materially increase the work imposed upon the 
lComrniss~As Commissioner Eastman has pointed out: 

• See 72 Cong. I 1eM:., Railroll4 lJgis14l;o", Hearings on H. R.. 711' 
and 71 '7, p. 446. 
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It would be necessary for the Commission not only to ascer
tain the excess in every year, when there was an excess, but also 
to ascertain with equal precision the deficiency in every year when 
there was a deficiency, in order to determine the average result. 
That would, in the case of a good many carriers, increase the 
work imposed on the Commission. Of course there would be 
certain carriers that could be eliminated by inspection of returns 
••• but wherever there was doubt about it it would be necessary 
to make a detailed investigation for each and every year" 

Aside from these issues of~ciple the recap~!~1 
is 0I~n=t~!lIIII~rous~ practICiI}b[edio~: The -n~~f.~ 
tIles..1S th!;_endless litIgatiOn-which is inevitabryinvolvea. 
T~ii ari~ from!!!e l~ that the b3sis of cO~'pU:tlng ex: 
cess earnings is the CommiSSIOn'S vaJlllItion OLthepr9P
er!r. Since the ThiiirillsSlori'svaIiiation has not been ac
ce~ by th«<-£<l.1lrts as an id~q\!3te basis for:~tereiUIa: 
tionl the recapture of _ excess.}!lc0!'lesas determined bl1 
the Commission can be contested in the courts. There are 
my legal issues which the carriers can-raIse in court 
with reference to the valuation base, and they could pro
long through court litigation the payment of the re
capturable income over a long period of years. This fact 
is cited by Commissioner Eastman as o~...e1IIosti!:!!::_ 
I?0rtant P~cal objections to the recapture clause itsefr 

This possibility of contesting the amount of the excess 
earnings determined on the basis of the Commission's 
valuation is one reason why the railroads have not made 
special provision for meeting recapture obligations . .A 
second reason is that the roads usually did not know until 
so-me y~ aher the-illeged ;~~doeen earned£fF 
ciseJyhow mucli1t wou1iI r,e on theoa:slS 12k the COlTll1)is
sion's computatIons. Whether or not this practiceJsJie
fenslble IS Immaterial now;-tIieFact is thaUhe railroads __ •• .__ __ J 

·The ....... 
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have not set aside funds with which to meet their 
l~pi1ities.Theresii1t is often anomalous: in 193-1, tor 
instance, the Commission authorized the abandonment of 
a tap-line because it was not paying even its operating ex
penses, yet at the same time the Commission was forced 
to demand the payment of one-half of the excess income 
which the road had earned in 1922.' 

Th~fliculties inyolyed In_collecting..the money ~e 
shown bytnetoTIOWing facts. The recapture cfaUse has 
been in operation for over a decade. The total recapture 
liability of the carriers over the eleven-year period from 
192q to 1930 is estimated by the Cqmmission to be in 
excess of $359,000,000.' Of this amount, up to Decem
ber 17, 1931, only $10,717,922.97 has been paid by the 
carriers, and most of it under protest. This money is in
vested in government bondS and is held by the Commis
sion-in a special account. No_use has be~n,o~m<!de 
of it sQl(m~!uS subject to court liti~tion. 

As matters now stand, the attempt to recapture the un
p~id excess income, even if approved by the courts, 
would be as fruitless as it would be ridiculous. As Mr. 
Eastman, speaking for the Commission before the Com
mittee on Interstate and Foreign Commerce, said: 

For the moment practically all the railroads are financially 

• There are many other minor grounds on which the recapture claute 
can be assailed. The requirements for the usc of the recapture fund are too 
stringent for the fund to bendit weak carriers. Before a loan can be made 
from the fund, the Commitsion is enjoined to find that the applicant 
has adequate earning power to repay the prindpal and interest at 6 per 
cent. In normal times, any road that an meet the requirements can bor
row from other lOureeI at le!l than 6 per cent. The recapture clause, 
moreover, encouraget wasteful expenditurcl 00 maintenance, for it iI 
more profitable for a road facing recapture to reduce iu net income by 
increasiDg its operating' expenaes chargeable to maintenance thau to pay 
the excea to the govemmenL (See the sune, pp. II and 14.) 

'The same, p. 561. 
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weak. and nobody knows how long this CIJIldition will continue.. 
It is probable that the rerinl of their credit will lag considenhly 
behind the rerinl of business conditions. ••• To the extent that 
we find amOUDlS of any mnsicL:rahle size due in the praa:edings 
now pending. there are &w, if any, railroads which haft ash 
enough OIl hand to pay them. ••• To obtain the necessary ash 
it would foe the most part be necessary to issue securities to re
plenish their tre2suries, and there are few which are now able to 
issue securities OIl reasonable terms, if at all. ••• There are better 
lIS<S to which the slender railroad credit, SO far as it is availahle, 
an be put than to raise cash to pay to the government ene;s 

income of the past which in most cases is more than balanced by 
the income deficiencies of the present. ••• SlJ!IIDling up the_~ 
~ awe Ithe Commi!Ran) ~!!!Ie o~ ~tJIe dillicul~ 
~ van~ and dangers of recapture far ~~h _its~ 
• vantages. 

~is another complicating factor in the problem 
at this partirular juncture which should be mentioned. 
When liability has been definitely established, the Com
mission requires the deposit of collateral security pend
ing final payment. In some cases-this collateral, original
ly adequate, is now greatly depreciated; but the Com
mission is nevertheless obliged to sell this collateral if 
the road does not meet the liability. Under the circum
stances a road inevi~ly seeks in the courts a restraint 
against the enforcement of the Commission's orders. It 
will be seen also that even though the collateral were not 
sold at distressed prices, so long as it is on deposit with 
the Commission it is unavailable for other uses by the 
railroad. 

Th!:~ -lagainst thI ~ ~p~ ~~~as ~tlyJ~~!l 
summanz.c:u by the nterstate Commerce Commissiqn as 
fotro-ws:- -

:-:-: The present n:apture provisions impose in their enf.., 

• The ....... pp. 9-Jl. 
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'ment a vast expenditure of time and money upon both the gov
"rnment and the railroads, they provoke litigation over compli
pted questions of valuation and accounting, they encourage ex
travagant expenditures by the more prosperous companies when 
Ames are good, they hang like a cloud over the credit of many 
.~panies when times are bad, and under the present law there 

l i~ rio effective way of using the funds to public advantage if they 
are recaptured! 

In the light of the foregoing analysis of the principles 
involved and of the way in which the recapture plan 
works in practice, the conclusion appears reasonably clear 
tha~ th~ clause.shQWd not onlYJ)e repea:Ied f~r ~duture 
but that th:. repeal should be ret!:oa.C!ive injt~sff~ct. 
There is no prospect that any considerable proportion of 
the sums due could ever be collected. Moreover, the cost 
of collection, all factors considered, might well exceed 
the sums obtained. ~he whole thing should be written off 
as an en~gjn~rimentwhic1i-worWl'n.u!1e~a 
waYs and-turned out badliio 

--~.- --
• Filum Per Cmt ClUe, 178 I.C.C. Sit (1911)"-
• It may be of interest to Dote that nol only the CommiJlioD but all 

the other interested parties have reac:hed thit conclusion.. Among tbne 
may be mentioned the organization J'epJ'eleDting all the state regulatory 
eolJUlli.,jo... shippen' organizatio... the ofticial rep ....... tati.... of aU 
Claa I railroads, the Short Line Railway ~oo, the Railroad 
Security Owners' ADociatioD, the association of indDJtrial, buame., eg.. 

gineering, and construction comparue. furnishing goods and len'ica to 
the railroads, the Brotherhood of Loeomoti ... Firemea and EDginemen. 
and the Association of Railway Labor Executiva.. 



CHAPTER XIX 

ANALYSIS OF VALUATION PRINCIPLES 

In discussions of the, problem of the regulation of the 
rate of return of railroads and other public; utilities sev
eral different principles or bases have been given consid
eration. The primary bases "are the market value of the 
properties concerned; the cost of, or investment in, the 
properties; and the cost of reproducing the existing prop
erties as of the current date. In connection with some of 
these bases there are ~ations or refinements which will 
need consideration. The first suggested base'may be sum
marily disposed of but the other two require more ex
terided discussion. We shall seek to determine wlwther 
either of the other principles provid~ an adequate or fair 
basis for rate regulation. . " 

L MARKET VALUES AS A BASIS OF RATES 

The re~tion~e level of railway rates on the 
basis Of existing market values involves, as has often-Geen 
poifiteifout, anooVloUS Talliq.-The Value of the out
standing securitieSoE a r.iilWiYai the"cIate on whiCh regu
lation would De widertaken wouki represent a capitali
zation of existing earningSai thepreva!IinLrruU-kethte 
of return on capiW.lr the eanungs were $ I ,ooO~ciOoand 
t1lerate of capitalization were, saY,S per cent, the value 
of the securities outstanding would be $20,000,000. If 
as a result of an increase in freight rates the earnings in 
the above case were increased to $2,000,000, the value of 
the property would become $4O,ooo,ooo--on the basis 
of which the earnings are still 5 per cent. SiiniIarly, if 
rates were cut in two and the earnings declined to 

387 
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$500,000 the value of the securities would decline to 
$ 10,000,000. 

Since the value ()f th~ prop_erties tltlls represents_mere
ly_ a ~pifal1ziti.o~of the earnings, market value obvious
ly cannot be used as a basis.forjudging the fairness of the 
earnings themse!ves. The value of outstandinL secu.rities 
is in fad llo1On~ serigusly advocated as a basis of rate 
§""king... ------

II. THE COST OF REPRODUCTION THEORY 

The principle that the genC?ral_leyel of rates_ should be 
baseanof-on what railroads may have cost atth!:._time 
they were ·constructed but upon what it would cost to 
rep'r~~cet~e~iriany later year_has had many support
e:s. Itsjustificatiollis based upon certail!.gt<ner~L£on: 
side rations as to the factors which determine values in 
coITipetitiyeindustries in a ch~ging wotEi.}Vith-B~~
bons in the arts or methods of production, or with 
changes in the genera1level of prices, the cost of con
structing a factory, let us say, varies accordingly. J'he 
values of existing factories, moreover, tend to move up 
or down more or less automatically with the changes in 
the cost of producing new factories. 

The -explanation is as follows: IJconditionu~!fy_ 
the building of additional enterprises at higher _cQ!>~ exist
ing establishments will receive a differellti~l.Jlrofit by _ 
virtue of the fact that their cost of construction has been 
lower. If;on the_~t!ter-}l_an<h_~~w -comp~ti~!L~al>Ii~
ments can be constructed at lower c~ then those.already 
in operatio,! wm:~~~~ di~dvaIltage and suffeJ:._accord
inglY. Thus purchasel"!~fsecurities of existillg$$tabJish.. 
mentS will be willingtQ paymo~eJI>! such securitieut.a 
time when th~CDS!_ of ci>~iiID.js rising _and tile)' will 
not be wi1Iing to pay as lI}uchat~ time w~el1Jltt<.f~ of 
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construction is falling. The explanation is sometimes put 
in tTletotlowingrffiiiS: In considering the price which 
he will pay for any piece of property, a purchaser would 
weigh, along with other factors, what he thinks it would 
cost him to construct such a property new--this because 
such an alternative is usually open to him. 

This ~eral principle as to the &onsiderations which 
govm value is welisubStiii~atea in generallegaI theory. 
I.! is perha~ __ nl>!. surprising,_ thet:~f~~J!laLthe.-courts 
have been disposed to ~~ great weight tc? this r~~ 
ing'arurtohorcrtllata railroa<lcom~.YJlik~_~y .other 
buSiness,- iSiniTtliJ "'-l4TlJ to. estimate value on the.basis 
of tlie costo! pr~Ucing1hU!l~ii~3Un-ygiyen date. 

Tlii:mciSt common objection to this...L~~p!e_~s..!!!at 
the conditions under w¥ch the railway ind~9Pl=_~!..es 
are ~}rom_~~_of pJj_va~.s:c?l'!!pe--.!itiYl<.i!!~~. 
The assumed purchaser of a railroad does not.z..!n fact, 
have the alternative of building another railroad in the 
saiiie1ocautL~d:~CcOrding to the same model. As a 
firilinCiiil ve~ture the b~lding ~~~~~ting lin_c:woula 
be~ber ~ou~ and the consent of the I_n.~c:r
st~mmerce Comnussi~iLfOLsu.m.a_duplicatlOD_ of 
facilities wo':!!.qundoubtedly be withheld. 

MoreoverJ alihougliVilues in competitive industries 
may teiid to aCilust theiiiSeIVesmore or leSsautomaticaI
lY}ochanges in the cos~..?fj>roduci.ng new cOmPeting es
tablishments, the situation is essentially different In- an 
industry suChas th~J~ Since we donot permit -the 
bUilding.of:Dewhnes for the p'~ose of competing-With 
eXisting rou~ a line once constnictea-uSua:nyremains 
a ~fl!llIlent ~eund is prot~~~J~~easure 
fr~ the comp!;titiQ!!_Of~th_~_roa~l Because of this 

I There were, of C01ll'8e, coRspicuoUl exceptiODI to this in the cia,. of 
unconuolled nilroad cIevdopment. 
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semi-monopolistic position it is ar~ed that. the. theory of 
automatic value ·adjustmeritdoes not operate in anything 
lik~ainl! ae&r~~ that it .does "hicompetltlve private 
enterprise. It ~hould be borne in mind, llQ~ever,that the 
devel0E.ment of other forms of comp~tition has measur-
abli.!ffect~d this Situation. --

I~)s also contendea that ug.der the_ opera.ti0!l of_thjs 
princlpTe security oWnC':~_would_receive an excessive re
tur~On a~a.!..inyestrTle!lt in perio~ _of._ ~~!lg.ir.rces. 
Why give to railway Qwners an added return~t the ex
pen~ of the users of railway service-whC':!! they-have 
incurreano new ·costs? This argument sounds convinci'!&. 
buUhereis anolhe!:"aspect of the matter which must be 
borne in -niind. When prices and cOstS ofieproductiorli're 
fa1Irng-;1nstead iliIsliig,· the utilization of this principle 
would accrue to the advantage of thes1J!ppmK ariotriiyel
ling pu1ilic, and to the di~:0_Yantage ohhe railway own

·ers. UitieSSltcan besii.-;wn t~at the trend of costs is per-
manentlD1pw.ard~it cannot well be argued that the secu
ritY owners would be certain to benefit from the repro
duction princil'le. 
T~ that the aI?PE~ion of this principle produces 

different results in periods of rising and falling prices is 
respOnsibfe:rar iiLiiiteresting and significant shifting of 
views on the. su1.-Jject on the part of the. groups directly 
invo~ In the nineties the cost of producing railroads 
fen sharply, in part because of the general decline in 
prices and in part because of improvements in methods 
of railway construction. When it became apparent that 
railways could be reproduced for less than their original 
cost the public adopted the view that the benefits of prog
ress should be passed on to them in the form of lower 
freight rates. In the leading case of Smyth v. Ames, de-
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'cided in 1898, the counsel for the appellants, William J. 
Bryan, argued vigorously for the -reproduction cost 
theory. The railroads, on the other hand, though form
erly favoring the cost of reproduction theory, contended 
that the important consideration was the actual amount 
of investment in existing roads. 

With the subsequent rise in prices, particularly during 
the World War period, the views of both the railroads 
and the shipping public underwent another change. The 
carriers Qecame staunch advocates of reproduction cost 
as the proper basis for rates, whereas the representatives 
of the public contended that such a principle was inde
fensible. 

Since costs of reproduction remained rdativdy high, 
even after the decline of prices in 1920, the attitude of 
the public and the railroads remained unchanged for 
some years. But since the drastic price declines which 
began in 1929 the balance of advantage has again shifted. 
While no formal admissions have as yet been made it is 
clear that it would now be advantageous for the railroads 
to utilize investment as a basis for rates and for the ship
pers to have rates based upon the cost of reproduction. 

WI!il0his, c:vi~c:n~_t!ta.Lneither t!te gt:n~ Pllblic 
nor the railways are ~thoU!bi~_1.!.as_!to bearingon the 
validity o£'!Jte principle itself, it nev~e!~~CTI'~ to 
clarify the patUre-of ~roQIt.m. It we were sure to 
have' only ver}'~dual changes in prices. neither siae 
woijJd~~e:eriilie any material advantages from 
the application 0 IS eory. With stable pn~ost 
ofj~prodiiction wou1d not differ widdy fl:0lll ~. 
The significance of this aspect of the problem Will be con
sidered in connection with the study of the cost, or invest
ment, theory, to a discussion of which we now turn. 
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III. THE COST, OR INVESTMENT. THEORY 

The principle w~~1!. has perhap~l!~d the greate~t ~p
port 'Iromsfiideiits of the problem i![ tl).at if,ates are to 
hi fair theyinust be based_upon tl).e_£o~Lohl!c;railway 
enterpr~ThCZ'e is~iert~i?_ simplidty _o!_~~al in.th~ 
proposition that apl'opc:rty IS worth whatltfostJlnd that 
tli_e refui!l"i;gmitted to the _ownc:!:s of it rmlweultouJd 
be determined on the basis ottheir actual investment. 
The advanta~,?f thju>J'inclple is-stated as TolloWs -by 
Mr. Justice Brandeis: 
! Where the financing has been proper, the cost to the utility . 

/

' of the capital required to construct, equip, and operate its plant, 
should measure the rate of return which the Constitution guar-

I 
anteos opportunity to earn. • • • The rate base would be ascer
tained as a fact, not determined as matter of opinion. It would 

I not fluctuife with the market price of labor, or materials, or 
i money. It would not change with hard times or shifting popula
i tions:-It would not be distorted by the fickle and varying judg
! merits of appraisers, commissions, or courts.Jt would, when once 
I made in respect to any utility, be fixed, for all time, subject only 
\ to increases to represent -additions to plant, aher allowance for 
, the depreciation included in the annual operating charges. I 

The ideal condition for the utilization of the cost or 
investment Principle would be one in which itwoul_d J>e 
applied from the beginning of railroad _ CQnstruction. 
Then it would bep0sSible to include in the investment all 
the origi~-gijllllYs, plus the additions necessary with the 
p~a~fears, with proper allowance for depreciation, 
etc. J3ut as a praC!i.Cll.Cniiftei; th~ movement for the regu
lation 9J rateLuose at a time when -a large part of our 
railw;:y system wai-alfeady constructed, and in conse
quence numerous com.p~C!t~oE.~l'resented~emselves . 

• See SouI"""I""'" BeU Te/etloo ... Co. v. Public S.,.,;.. C"""';IMot 
of Mill"";, 060 U. S. 076, ,06-07 ('90,). 
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Cost n:oords, back to the beginning, were not available; 
and m the p.-oo:ssoItneupbuilQing of ;;nroaa systems 
there liaaoeeIlriiany amalgamations and nwiiiiiiiSfers 
intheo~pofSCciiri!!es.:_~ . ----~~-. 

In the absence of complete cost data, and in VIew') 
of the fact that the investment of existing security own- / 
ers was a verydifferent matter frolll.th~lII()n~y_that had ( 
actually 1leeii. put into the pro~_es at sua:essive stages 
over· a long peiioa-of time; it was nccessa.ry~to let by- \ 
gones be bygones to a considerable degree and to start on 
some compromise investment base. Actual_costs incurred 
in the £U~uld thereafter be added to the base cost.' 
In such~ investment base there should;Orcourse; be no 
place for fictitious, or watered, capimlization; for by very ( 
definition the conception of actual investment eliminates 
all fictitious elementS. 

The conception oTUPrudent investment" projects it
self in thIS connection. ItKOOhlendei:t that m many cases, 
partiCUIarly m our early ranroaa history, mvestments 
havcbeen made which could not be justified by consider
ations of oroi~nesspruaen~ Why~~Ulcl 
thepubIic be ask permanently tOlla:ir.i~eS~'!lli~ ~ould 
yield a retUrn upon impIudent expenditures? 

There are ~twomierpretitions of the term ''prudent 
investment," varying widely in their signi6.can~ The 
first is that in determining' the investment btU8 all costs 
incurred in the past which represented fraudulent pur
chases or obviously inBated cost entries should be C][

eluded. Such a conception of course represents a mere 
refinement of the plain investment theory. There can be 
little dissent from this refinement as a matter of prin-

• For the actaol p""""_ folio ..... by the Commiooioa .... da the 
\'&100ti08 Act of "'l . ..., the following chapler. 
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ciple-though in practice there may be real difference 
of opinion as to the merits of any particular cost item 
under consideration. 

Under the second interpretation, investments, how
ever honestly made, which later prove to have been ill
conceived, would be excluded from the rate base. It is 
urged that the public should not be expected to pay rates 
which would yield a return upon such investments. Un
der this interpretation the Commission, in determining 
the original rate base, would eliminate not only fraudu
lent or flagrantly excessive items but also costs which 
later events had proved to be unwise, that is, unprofit
able. As for future additions, this "prudent investment" 
theory might mean either that the Commission would at 
the time pass judgment upon the wisdom or prudence of 
every particular investment, or that in subsequent years 
it would judge whether, in the light of events, these in
vestments had been prudently made. There is much 
~ness among writers on the subject as to juSt'~ far
they wOUIOgo in the utilizabon of this t1leOry. The posi
tion of)Ustice-Brandei~Jiowever, ~y ~ear from 
the quotation above. Once determined as having been 
prudentlVllade the investment is to remam fixecf]or JI 
lime. The Interstate Commerce Commission has been 
eqUill y.exp}icit. " __ 

IV. APPRAISAL OF ALTER..,\ATIVE PRL'\CIPLES 

T!e primary fact to be rememb~red_ in beginning an 
appralsal ortheSe yal~tion pri..n~I~is-lML!! ..!'!ou(d 
not make, any esselltial diff.e~~~ wJ!!c;h_was used,if it 
were not for changes in the gene-;J level of prices and in 

• Ezuu ItIC_ 0/ s •. r.-is ... O'Faikno &.ilwtrJ Co., ... L C. C. 
3,]7 (1"7)· 
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the cost of constructing rail ways. If prices and costs were 
stable the onginal cost of production and the cost of 
reproduction would remain the same. Since, however, the 
general level of prices fluctuates, the utilization of the 
cost of reproduction principle would, as we have seen, 
yield values that differ materially from the original cost. 
The adv~ of the original~qst the()Jy~operly con
teit~t su~~p!"ill:ciple_V:'6)~<i giyein a perioo ofrlslng 
pri~a_yaluation base and a level of rates higher than 
necessary to inau(£thi: niiTr0aa5 to ieii.oer ;u!equatc: rail
way service-: - ----- - -- ---- -- - --

TI1eaCIIi""erents of the original cost or ~nJgJ;!1.t invest
ment" theory do not" ho_wever, es~pe the dile~~ l1~e
sented by priCe: changes. Apparently neltner Justice 
Btailaeislifthe statement quoted above, nor Commis
sioner Eastman in his statement as to the inherent fair
ness of the principle of reasonable original cost" as a 
permanent basis of ra~e making, is aware of the implica
tions of this principle in a perio,:! orI~g ~ces.~n the 
case with which they were concerned in 1929, name y the 
O'Fallon case, the cost of reproduction principle would 
have yielded higher values than would the original cost 
principle. But at present price levels the utilization of 
original cost as a basis for rate making might result in 
rates substantially higher than if the reproduction cost 
principle were employed. The al'plication of the original 
cost theo in a eriod 0 ra idl blIin rices wouIa 
give the railroad~ger returns than would be necess 
tO~2_cuJ"e~al. -~ 

The weakness of the inv~ent theory is !!vepJnore 
apparent w!!.e~ecogruz~~~~_~.h~_ cost of railroads 

• B:tClllinctmU of RicAmotul, Fr.Jmdsburg, an4 Potomac Railrollil 
Comptmy, '70 I.C.C. 45', 535 ('91'). 
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, may decline over a period of years because of technologi
; cal improvements as well as because of changes in the 
, general level of pri~~ssuming that the general price 
i levd remains stable in the future the utilization of the 
I cost of production principle would still mean that the 
\ benefits of progress would accrue not to the shipping and 
! 'travelling public but to the owners of railroad securi~_ 
In his dissenting opinion in the O'Fallon case Justice 
Brandeis argued very cogently that, as an offset to high 
reproduction costs, allowance should be made for what 
he called "functional depreciation," resulting from prog
ress in the arts of railroad construction, from competition, 
etc." This is on the th_eory that the public is as nlUch en
titled t!> receive the .benefits of progress in a moqopolisti~ 
industry as it is.in ind!ll!tri~ where competition prevails. 
, It 15 just as important, however, to make allo~ances 
I for technological changes in connection With the cost, or 
investment, theory as it is with the cost of reproduction 
tbeory. In either case, as a matter of policy, it is necessary 
to face squarely the question whether the public is en
titled to receive the benefits of progress in the arts and 
sciences. To accept the principle enunciated by Justice 
Brandeis, that prudent investment would give a rate base 
which would ''be fixed for all time," is certainly to take 

, one's stand against giving to the public the benefits of 
\ progressJo agree with the Commission's statement in 
, the O"Fallon case, that this principle ''would recognize 
and protect every dollar invested in railroad property, 
whether at high prices or low prices,'" would be to hold 

. that railroad rates at this juncture (1933) should be high 
• SI. r.o.u tmJ O'F.n- R.u-, c~ Y. u. S~ '79 u. S. 461. 

516-534 (1"9). 
, E",.u 1",,_ 0/ SI. r.o.u .nJ O'F.n- R.u-, C-t-7. "4 

L C. C. 3. 37 (19'7). 
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f 
enough to co.ver costs incurred during the period of high
est constructIon cost~ 

In its statement m this case the Commission at one 
place did take account of the effects of changing prices 
on the investment theory and stated: 

By reason of the replacements of units of railroad property 
which are continu'ally taking place, such a system would tend to 
adjust itself to changes in the general price level, but this tend
ency would be manifested so gradually and slowly that changes in 
rates necessitated by value changes could be made without violent 
disruption to business or any other inter~.· 

This is equivalent to saying that between 1913 and 1913, 
for example, replacements at higher price levels were 
sufficient to make the actual cost to the road equivalent 
to the cost of reproduction in 1913; or that within the 
last three years the r.ulroads have been so nearly re
produced at the lower cost now prevailing as to nullify 
the effects of the price' decline on the original cost theory. 

In other words, when the cost of repr¢uction theory 
is attacked, the significance of price changes is accepted 
at full val~t when the original cost theory is being 
supported it is held that offsetting replace!p.ents render 
price changes of little conseque~ If the Commission's 
contention in this statement were valid, it would not 
make the slightest difference whether production or re~ 
production cost were utilizey-o 
~th is that under no single principle of valua- \ 

tion can we escape the effects of the problems produced 
by general price fiuctuations and by technological 
changes. Although it has shortcomings of its own, the 
reproauction principle has at least the merit of yielding 

'The same. 
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I to the public the benefits of technological improvements/, 
, Similarly, it is impossible to escape the effects of com
i petition, of population shifts, and of changes in indus
,trial and agricultural orgarnzation. The acceptance of 
; either the investment or the reproduction cost principle 
las the sole basis of value for rate regulation would mean 
'that owners of obsolete lines should somehow be per
,mitted a return upon "every dollar invested.~ 

There is another assumed advantage of theinvestment 
''theory which requires analysis. Reference is made to the 
doctrine that the utilization Of this principle would make 

'; the values of railroad securities stable, regardless of 
'whether prices were rising or falling. If rates were read
justed upwards in a period of rismgprices it is pointed 
out that the value of railway securities would obviously 
rise, and if adjusted downwards when prices were falling 
security values would decline. This is undoubtedly true, 
but it does not follow that ,.cal stability of security values 
is achieved when, in a period of ,rising prices, rates re
main adjusted on a basis of original cost~ In such a per~od 
it is taken for granted that money wages must be raised 
if ,.eal wages are to be maintained--that is, if the pur
chasing power of the laborer is to remain stable. Similar
ly, in a period of rising prices the returns from-the invest
ment in stock ought to rise if the stockholders' purchas
ing power is to remain stabl~Ihe difficulty with bonds 
in a period of rising prices is precisely that the money re

, turn remains fixed and the real income of the bondholder 
declines in consequence. Assuming that fluctuations in 
prices are to continue, -the principle that railroad rates 
should be adjusted so as to prevent changes in the prices 
of stock is thus open to serious question. 

When one views this problem in histOrical perspective,\ 
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it is clear that the emphasis upon original cost or "pru
dent investment" as the proper and altogether sufficient 
basis for rate regulation is the result of conditions exist
ing in a particular era. The whole movement for the ad
justment of rates 011 the basis of actual investment in 
connection with railways and public utilities generally 
came during a period when prices were risi.!!& The rail
roads were, on the whole, in a prosperous condition, and 
the view naturally prevailed that the great problem was 
to insure that a public service industry would not take 
from the public, in the form of rates and fares, more than 
it was entitled to take . .Jlnder the conditions prevailing 
the utilization of the original cost or in1c,estment theory , 
afforded the surest means of protecting the interests of ! 
the public from a potential octopus.;.fts has already been 
indicated, the implications of this principle in a period of 
falling prices and declining costs were ignored. 

The conditions under which these principles of valua
tion arose, and under which the Valuation Act was passed, i 
no longer exist, and there is no telling when they will 
again exist. Not only has the cost and value situation been 
profoundly altered,. but the railroads have come to be 
subjected to new forms of competition, which are under
mining a large part of the railroad rate structure that haiL 
been built up over many years by the railroads with the 
sanction of state and federal regufitorycommiSsio~As 
a result the problem has become not so much one of pro
tecting the public against extortionate rates as one of 
stabilizing the financial condition of a great industry in 
which the American people are ·interested as shippers, 
investors, laborers, and taxpayers. 



CHAPTER XX 

THE UTILITY OF PHYSICAL VALUATION 

In this chapter we shall review our experience in at
tempting to utilize the physical valuation data obtained 
by the Interstate Commerce Commission. It was assumed 
that the valuation thus determined might be used as a 
basis of rate regulation and for $Undry other purposes. 
In connection with regulation the data were supposed to 
be used to ascertain, first, whether any particular road 
had obtained in any given year an excess of income sub
ject to recapture by the government; and, second, 
whether the roads as a whole were earning a fair return, 
5.75 per cent subsequently being fixed as a reasonable 
rate. 

L PHYSICAL VALUATION AND THE EARNINGS OF 
INDIVIDUAL ROADS 

The valuation data obtained by the Interstate Com
merce Commission were in fact utilized as a basis for 
computing the income of in.cJ.ividual railroads which was 
subject to recapture under the terms of the Transpor
tation Act of 1.920,--The payment of the excess income 
thus determined was, however, protested by the rail
roads mainly on the ground that the Commission's valu
ation data did not take into account all the elements which 
should be considered in the determination of a "fair 
value," as laid down by the Supreme Court of the United 
States.' In particular it was contended that insufficient 
weight had been given to current costs of reproduction 
in determining the values of 1920 and of subsequent 

'See statOlD"'" in.,... of S"'1'" Y. Ames, .69 U.s. 466 ("91). 

40 0 
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years. In due oourre a. test case, involving an inoonse
quential road near St. Louis known as the St. Louis and 
O'Fallon Railway, was presented to the oourts. 

The Supreme Court of the United States decided, in 
a split five-to-three decision, that the Commission had 
not taken sufficiently into aa:ount all elements of value. 
The Court observed: 

The report of the Commission is loog and argumentatiYe. 
Much of it is devOled to gener.ol oIJsenaDaos relaIive to the 
method and purpose of making valuations; many objections are 
urged to doctrine approved by US; and the superiority of an
other view is stoudy 3$eI1ed. It carefully refrains £rom swing 
that any consideration whatever was given to present or repr0-

duction costs in estimating the value of the" carrier's property. 
Four dissenting commissioners declare that reproduction COSIS 
were not considered; and the report itseIf confirms their view. 
Two of the majority avow a like understanding of the course 
pursued. • • • The Commission disregarded the approved rule 
and has thereby failed to discharge the definite duty imposed 
by Congr .... ' 

Two issues are involved in the oontrovClS)' over this 
decision. The first is that of original oost or prudent 
investment as an adequate basis of fair value; and the 
seoond is whether the Commission did in fact give suffi
cient attention to other elements of value. The Comm~ 
sion, and also dissenting members of the Court, did 
"stoutlyassert" that prudent investment was a. satisfac
tory sole basis of value, one which would be fixed for all 
time.' This the majority of the Court denied, citing the 
rule laid down in Smyth v. Ames, which prescribes that 
all element:; .pI value must be considered. 

As a matter of fact, however, th~hysi~ valuation 

• s •. I.osir aM O'FtUJo. ~ Co., •• u.s. 079 u.s. 4'-,41$-17 
('9'9). -

• See '1""tatioo from Justice Braacleil, abooe, p. J90. 
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data of the Commission arUY_ no means the precise 
equivalent oFpiUdentlnvestment. They re~~l!t r~
productI£I!..£QSo.s:or-I914, with land ~lued_)lt current 
market prices in eachsu~c.eeding year. Justice Brandeis 
in the d1ssenting-opinion argued that the Commission 
had thus given sufficient weight to reconstruction cost, 
and he further found that the Commission may reason
ably have concluded that "functional depreciation" as a 
result of technological improvements, competition, etc., 
counterbalanced fully what might' otherwise have been 
the higher value of the plant. The issue was thus con
fused. If prudent investment was the proper sole.basis 
of value why contendJliat.sufficient weight had been 
given to other elements of value? - -. 

In any event, the moment it is admitted that other ele
ments of value should be considered the question arises 
as to how much importance should be attached to each 
element; and this is a matter of judgment in which men 
will differ in accordance with their personal views as to 
the merits or justice of one theory of value as compared 
with another. 

It is contended by many that if the Court insists that 
no single basis of valuation will suffice, it is then incum
bent upon the Court to lay down a formula which would 
give the proper weights to be attached to the various ele
ments entering into value. Otherwise, it is pointed out, 
it will be impossible for the Commission to establish a 
basic valuation which can be utilized in the regulation 
of rates. But the Court is opposed to the establishment 
of any binding formula, and holds that each case must 
be decided on its merits in the light of evidence then and 
there presented and weighed. The soundness of this po
sition may be indicated by assuming that in 1910 the 
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Court had decided that original cost should always count 
for 30 per cent, reproduction cost for 60 per cent, and 
other factors for 10 per cent. In 1920 this formula would 
have resulted in a very high value, but in 1933 it would 
give a very low one. To establish a formula means aban
doning the opportunity of judging II case in the light of 
existing conditions. 

In the absence of a formula., and in the light of the 
O'Fallon decision, the Commission made another effort 
to arrive at a valuation base that would meet the test 
imposed by the Court. This effort is found in Excess 
Income of Richmond, Fredericksbur{, ·and Potoma& 
Railroad Co.' In this case much more weIght was evident
ly given to the. cost of reproduction in determining a 
final lump sum value. The original cost of the property, 
including land appraised at the 1920 value, was 
$25,012,663, to which the Commission added 
$1,513,000 for working capital, making a total figure of 
$26,526,000. The Bureau of Valuation of the Commis-
sion estimated the cost of reproduction, less deprecia
tion and including land and working capital, at 
$31,827,000. After presenting these data., the Commis
sion stated: 

Upon consideration of the foregoing and all other facts of 
record pertaining to the value of the respondent's property as 
an economically developed, well maintained, and seasoned rail
road, in operation as a going concern, we find the value thereof 
for rate-making purposes during the period March I, 1920, to 
December 31,1920, to be $29,600,000.-

This figure is just slightly closer to the reproduction 
cost than to the original cost figure. This is perhaps what 

• '70 Le.e. 45' ('93') • 
• The ....... p. so,. 
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led Commissioner Mahaffie to say that "values found in 
this report have been determined largely from considera
tion of reproduction cost estimates prepared by our 
Bureau of Valuation."· 

It is evident that in this case the Commission, like the 
Supreme Court, sought to weigh all elements of value 
and to arrive at a reasonable figure, all things considered. 
That the figure arrived at is, however, a mere matter of 
judgment is evidenced by the fact that the estimate did 
not meet with the unanimous approval of the Com
mission. It would not, therefore, be surp;ising if the 
members of the Supreme Court in reviewing the case 
might find themselves divided, and possibly again in 
disagreement with the majority of the Commission. 

It is clear that the Commission cannot act effectively 
as an administr.itive agency unless it has definite rules of 
procedure--either a single basis of value or a combina
tion basis that has definite proportions. It is equally clear 
that the Court will not--anli should not-lay down an 
unchanging formula to meet the requirements of a chang
ingworld. 

Another possible alternative is for the Court to dele
gate to the Commission the power to determine value in 
each case as it arises, the Commission's decision being 
binding and not subject to judicial review. Under this 
alternative the Commission, as now constituted, would 
undoubtedly have given little, if any, consideration to 
reproduction cost or market values, adhering strictly to 
prudent investment. Inasmuch, however, as such a pro
cedure might meaii confiscation of property, the prop
erty owners concerned have the right under the "due 
process" clause of the Constitution to have the case reo. 

-The sa~e, p. 531. 
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Viewed in the Courts. "The ascertainment of compensa
tion is a judicial function and no power exists in any de- . 
partment of the government to declare what the com
pensation shall be or to prescribe any binding rule in that 
regard.'" 

The Commission is therefore apparently unable to 
utilize either its original valuation data, or revisions 
thereof to allow more adequately.for other elements of 
value, as an automatic measure of a railroad's earnings 
which are subject to recapture. The same legal considera
tions of course apply to the utilization of physical valua
tion data for the regulation of the earnings of the rail
roads as a whole. Anyone who contenCls that this situa
tion is unfortunate, and that the Commission should be 
given final power to determine fair value, is of course 
really arguing that the Constitution should be amended. 
So long as the due process clause exists the Court cannot 
delegate its responsibility. At least this is the view of the 
Court; and we cannot go back of that. 

II. PHYSICAL VALUATION AND THE REGULATION 
OF THE LEVEL OF RATES 

The constructive part of Section 1 sa of the Transpor
tation Act of 1920 was supposed to be that which placed 
upon the Commission the responsibility of adjusting rates 
so that the roads as a whole' would earn an aggregate 
annual income which would represent a fair return upon 
their properties as a whole. It was assumed that, on the 
basis of physical valuation data, the Commission-would 
adjust the general level of rates upward or downward 
from year to year with a view to providing adequate 

, Justice Butler in U.s. v. NftIJ RwlII" eoUi";,,, Co. 2.62. U.S. 341, 341" 
44 ('9']). 
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earnings for the railroad system as a whole. We must 
. now inquire how this plan has worked in practice. 

Within a few months of the passage of the Transpor
tation Act, the Commission made a genuine effort to ad
just rates with a view to increasing railroad income. The 
carriers sought authority to "increase their freight reve
nues to a basis that will enable them to earn an aggregate 
annual net railway operating income equal, as nearly as 
may be, to 6 per cent upon the aggregate value of the 
railway property."· The Commission, after considering 
the high costs of labor and materials obtaining at that 
time, the probable volume of traffic, and other factors, 
granted increases averaging about 33 Va per cent for 
freight traffic and 20 per cent for passenger traffic. It 
was expected that this would give a return of 5% per 
cent. The effect of this general increase was, however I 
promptly nullified by the severe industrial depression 
which began in the summer of 1920 and continued until 
1922• 

The next case involving a readjustment of rates was 
instituted by the Commission on its own motion in No
vember 1921 and resulted in a reduction of rates the fol
lowing spring. The Commission observed that the recent 
increases in freight rates and passenger fares, which had 
been granted when business was active, were proving a 
burden. It was discovered that "high rates do not neces
sarily mean high revenues, for, if the public can not or 
will not ship in normal volume, less revenues may result 
from higher rates.'" The rates were therefore reduced 
in spite of the fact that the carriers were not earning a fair 
return--on the theory that general business and the vol-

a/ncruseJ Rlllel, 1930, 51 I.C.C. 220, 246 • 
• ReJucu Rillel, 19uJ 68 I.C.C. 676, 712. 
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ume of traffic would be stimulated by lower railroad 
rates more than sufficiently to counter-balance th~ losses 
incident to lower unit charges. 

The next two cases to~ome before the Commission 
related not to the railroads as a whole but to those of 
a particular region. Carriers in the Western district ap
plied in 1926 for rate increases on the ground that their 
income had for some years been below the equivalent of 
a 5.75 per cent return, and that their financial condition 
was seriously prejudiced. Although the Commission did 
not deny that the rates of return were below and were 
likely to continue below 5.75 per cent, it refused to grant 
increases on the ground that no financial emergency had 
been established, the roads apparently being in good 
condition.'· This decision obviously laid down a new basis 
for determining the need for rate increases, one not in 
accord with the principles enunciated in the Transpor
tation Act. 

In 1930 the Commission granted an increase in class 
rates "to carriers in the Western group as distinguished 
from the Western district."" The decision was based on 
the established fact that these roads were not earning ; 
fair return, that their financial condition necessitated 
higher rates, and on the ground that "this class rate 
traffic can reasonably bear such rates." It was, however, 
admitted that "the revenues obtainable from the in
creases in class rates herein authorized will not augment 
the earnings sufficiently to produce a fair return upon the 
carriers' property in the Western group as a whole, There 
is a limit to· the maximum reasonableness of class rates if" 
traffic thereunder is to move freely." Again factors other 
than "fair return" governed the decision • 

.. RlVnllIIIl;" Wes,,", Dis'ricl, II] I.C.C. ]' ('9.6). 
b WISt ..... T",nk LiM Class Raul, .64 I.C.C. I ('9]0). 



408 AMERICAN TRANSPORTATION PROBLEM 

The final case involving a horizontal change of rates 
was the Fifteen Per Cent Case of 1931. Railroad earn
Ings had been seriously impaired and the roads sought a 
general increase of 15 per cent. It was not expected that 
this increase would enable the roads to earn 5.75 per 
cent on the value of their properties as a whole, but it 
was hoped that the increase would enable them at least 
to maintain financial solvency. 

The Commission permitted some increases but denied 
the roads a horizontal advance on the ground that it 
would probably do more harm than good. The Commis
sion stated that: 

••• The facts set forth above show beyond question that there 
are elements of plain peril to the railroads in such an increase 
in freight rates as they propose at the present time. The chief 
dangers are (J) that at a time when transportation costs are of 
vital consequence to every industry it will stimulate new com
petitive forces already rapidly developing; (2) that it will alien
ate or impair the friendly feeling toward the railroads on the 
part of the people of the country which is essential to adequate 
legislation for their protection and the proper regulation of all 
forms of transportation in the pUblic interest, and (3) that it 
will disturb business conditions and an already shell-shocked 
industry, and accelerate the tendency toward a locali~tion of 
production.'" 

P!Iysical valuati~n,k"\Vil!J)~_~~. played little. if anYt. 
role in the":i!£iuStmel!t of rates during this whole period . 
.Alaloiigh in the-first~~jt was considered in-Sli_ilitL 
the rate -advances required, I1ther. factDn.;U.s!LllagJa.k.. 
take~ into aCcount; and other factors, moreover, deter
mined the outcome"of the expenment. The ~eductiODSiA 
1 922 wer:~ not miae !ith a ~ew .1o.d~easmgucessive 
raiIiOad ea:n!.'lgs, but in the hope that lower rates might 

:II Filu", p" Cnrl ~iU'J '93', J7' I.C.C. 539,575. 



UTiliTY OF Y 4LU4TION 4~ 

increase tr.tffic aJ!d revenue.. In 1926,.rhysica!ya,lJ1,atWn 
wasJgOOredand ~ iOOiases were_aem~9n.thegIll1Uld 
~efln''''ri'' ronditit:Jt!~ the rouJ:iJn question was 
not ~ trunk-line cIass rate-advances of 

=:i~:fO~~~*! 
1931 case ~_~ by general considerations in 
~ val11:!!i..!ll!pIay~no~ - .--

Dumrg these years the level of rates was also reduced 
to sOme emm: by ~ m indiVidUal rates.. nese 
~'III"I:re~viewto 
deering the general level of rates but men:ly for the 
pmpo;c of estahIishing more satisfactory indiViAual 
rates.. ncmost ~ oftE.ese changes were carried 
~the HOCb=Smith resolution, wIllCIl diieCted me 
COOi""misMn to adjust rates wtth a vieWtoFdi~gi!c:
~~---. 
~n2S5hown~e4-thatiti~j~~ 

to ~tiSt rateS ~m_~~~_~to produce.~le 
~_~ of the.changes.1!~ occur ~.the vol
~of rnf!ic arjl.'!~costs It IS unpossible to deter
~~ pn:cisiocL.wfiij: leVeIof iites~§~ be 
IIICCeSS2rY to yield a given return. It will be seen that if. in 
the yCir'I925~ lei cDmp1l; rates were to be adjusted so 
that doring that year earnings would be satisfacto£y, they 
woWd have to be increIsed or decreased, lIS the case 
might be, at the vc:ry beginning of the yezr-otherwise it 
might be too late.. To do this would n~tate gauging 
in ~wtth a fair degree of aa:tU'ZCfJ ~gcosts 
zm:ltne volwne of ~ and also the dfects-onite-
changes upon the VOlume OEtr2fIic.. '. 
~bs IiCen c1crrlyrecogniud by the 
- .... full c--... .. .-..... _ cr..pa.r VIL 

• 
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Commission. In the hearings before the House Commit
tee in 1932, Commissioner Eastman testified as follows:" 

I have gone over this history, not by way of apology for the 
Commission, but merely to show the great practical difficulties 
in attemptipg to maintain, even approximately, a constant level 
of railroad net earnings, regardless of changes of one sort or 
another in economic conditions. We believe, as this committee 
did in 1919, that it is impracticable to do this. That being so, 

• we· further believe that it is unwise and undesirable to continue 
provisions of law which create the impression that railroad net 
earnings can and will be brought up to a certain standard in 
periods when traffic is light for one reason or another, and that 
they should and will be brought down to that standard when 
conditions are favorable and traffic is heavy. 

No effort was made to adjust the level of rates so as to 
yield a "fair return" over a period of years. Between 
1921 and 1931 there were only two years (1926 and 
1929) in which the roads as a whole earned as much as 
5.75 per cent on the basis of the Commission's valuation. 
Nevertheless the Commission did not grant any general 
increase. It appears to have been assumed that, inasmuch 
as the act prescribed that the rates should be adjusted so 
as to produce a satisfactory annual return, there was no 
occasion for considering the average return over a period 
of years. Inasmuch as it was not deemed necessary to per
mit in prosperous years earnings large enough to make 
up for losses in less favorable times, the rates were as a 
practical matter almost certain to average less than 5.75 
per cent over a period of years. 

It is evident that the Commission assumed, between 
the years 19z2 and i 930, that the railroads were faring 
well enough even though the average return was well 

sa 7 2 Cong. 1 Sess., Railroaa ugulalu"" Hearings OD H.R. , .. 6 and 
1117 before Committee OD Interstate and Foreign Commerce, 1932, 

P·14· 
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below the rate that had been established.. It should be 
noted also that on the whole the railroads were apparent
ly satisfied with conditions, for it was only the Western 
group that applied for a general inaease during this 
period. The significant fact in this connection is that the 
Commission was not using the valuation data as a basis 
for its policy, but rather the iinancial condition of the 
roads and what the tr.dIic would ~ . 

We found in a preceding chapter that in the yearsi 
from 1923 to 1929 the earnings of the roads as a whole, i 
although averaging less than 5.75 per cent, were never-! 
theless high enough to attract an adequate volume ofl 
capital to the industry. It would appear, therefore, that, 
the rate of 5.75 per cent, which was set in 1922 as a fair, 
rate, was somewhat higher than necessary. The ~ 
owners contend, however, that the ahilitf of the roads to 
attract capital was determined not merely by the e· . 
rate of return but by the belief that the Transportation I 

Act of 1920 gave assurance that the railroads would be i 
maintained upon a sound iinancial basis in the future. This ' 
belief might well have been influeotial in the""early 
years; but it could hanUy aaxJWIt for the continued flow 
of capital to the railroad industry after it had become 
apparent that the rate level penistentIy yielded less than 
5.75 per ttnt and that the Commission was not endeav
oring to adjust the level of rates so as to yield ~ higher 

return. We must conclude, therefore, that fiduciary in-~ 
stitutions and other Eumishers of capital regarded rail 
way securities as a good investment, relatively speaking -
even though the roads were not earning the so-alled 
fair return. 

The real weakness of the situation is found in the fact 
that it was only in the good years from 1923 to 1929 
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that one could with assurance say that the return to the 
railroads was high enough to attract adequate capital. In 
1921 and 1922 the rate of return on the Commission's 
valuation was 3.44 and 4.31 per cent respectively, while 
on the basis of investment it was only 3.09 and 3.87 
respectively. For the period 1930-31 the return was 
3.98 per cent and 2.46 per cent on the basis of the Com
mission's valuation, and only 3.64 and 2.25 respectively 
on the basis of investment. 

J:he:principle of not permitting the roads to earn more 
than a fair return in good years when they are certain, as 
a practical matter, to have less than that amount in bad 
years, inevitably results in financial difficulties whenever 
the lean years occur. If it were possible, as had been 
naively assumed when the act W'!S passed, to raise rates in 
a period of depression and thereby obtain more revenue, 
it would be proper to restrict earnings in good years to 
the minimum set as a fair return; but since it is impossible 
to obtain an increase of revenue in depressed years it is 
obviously necessary to enable the roads--if this is possi
ble-to build up reserves in good years with which to 
tide themselves over periods of restricted earnings. 

Other issues are involved in this problem,""Stn:h-as the 
financial policies of railroads in connection with their 
capital structures generally; the payment of high divi
dends; and failure to provide for adequate amortization 
of bonds. These issues are discussed in other chapters. 

We conclude from this section of the analysis that I 
physical valuation data have not been used by the Com- i 
mission during the past twelve years as a means of ad-I 
justing the general level of rates from year to year so as 
to yield the railroads a fair return. We agree with the 
Commission, moreover, that it is wholly impracticable til 
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adjust rates so as to yield annually a given return, and 
that it is accordingly unwise and undesirable to continue 
these provisions of law. We conclude further that the 
Commission made ;W;gnificant use of the valuation data 
in adjusting the rate level so that the roads as a whole 
might earn a fair return over a period of years, rate read
justments being governed by other considerations.' 

III. OTHER USES OF VALUATION DATA" 

Aside from rate regulation there are a number of other 
possible uses to which the Commission's basic valuation 
data have been or may be put. The principal uses are in 
connection with (I) taxation assessment; (2) acquisition 
of railroad properties; (3) condemnation 'proceedings; 
(4) determining proper capitalization in reorganization 
cases; and (5) loans by the Reconstruction Finance Cor
poration. 

r. For taxation purposes. There are two ways in which 
it is contended that the Bureau of Valuation is important 
in connection with taxation: First, the Commission's 
valuation engineers are sometimes borrowed by states to 
make appraisals of railroad and other property for taxa
tion purposes. While this may b.e regarded as a conven
ience it is not a proper function of the Commission to 
maintain engineers at public expense merely because they 
might, on occasion, be loaned for useful pur:poses. In 
any event experience shows that the training and experi
ence of these valuation experts is not of a character to 
make them particularly well equipped for the purpose 
of taxation valuation, which involves techniques distinct 
from those involved in ascertaining physical values for 
rate-making purposes. . 

Second, it is said that the Commission's valuation data 



·P4 AMERICAN TRANSPORTATION PROBLEM 

are frequent! y called for by state commissions as an aid 
in determining the amount of railroad taxation. Let us 
see whether the data are important in this connection. 
Railroad tax laws require that the assessment be based 
upon commercial values rather than upon original cost 
or reproduction cost. Inasmuch as the valuation data of 
the Commission are not based upon commercial consid
erations, and in view of the fact that they disregard en
tirely the value of the so-called franchise, which depends 
upon earning power, their usefulness in the determina
tion of taxation is negligible. 

The Commission's property inventories are, however, 
of some slight use in allocating unit taxation assessments 
between different states. The assessment of railroad prop
erty for state taxation involves, first, the determination 
of the value of each railroad system as a unit, and second, 
the allocation of this unit valuation among the states in 
which the property of the railroad is located. The Com
mission's data may here sometimes be useful in enabling 
a state tax commission to apportion the assessment be
tween different states, but even here numerous other fac
tors must be taken into consideration." 

2. In acquisition eases. Many cases come before the 
Commission involving the purchase of one road by an
other in connection with merger operations. Experience 
shows, however, that the Commission's valuation figures 
are seldom of any use in determining a fair price. To cite 
a few cases: . 

The Ulster and Delaware Railway Company was val
ued by the Commission at $6,648,019. When taken over 

• This statement with reference to taxation Wat prepared by Benjamin 
P. Whitaker, who i, the author of the section of thi. report ,,·hich deals 
~itb railroad taxation. 
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by the New York Central, the Commission, after ex
tended hearings and arbitration proceedings, agreed to 
a price of $2,500,000. The Boyne City, Gaylord, and 
Alpena Railroad was valued at $1,706,500, but the Com
mission tentatively fixed $230,000 as the amount to' be 
paid by the New York Central for that road. The Chi
cago, Attica and Southern Railroad was valued at 
$3,382,104- The Commission's examiner has recom
mended that the Commission fix a price of $215,000, but 
no final decision has been rendered. In the Connecting 
Terminal Railroad Company Control Case, the physical 
value of the terminal in question was $ 1,176,071; its 
purchase was authorized at $885,013.86. In all these 
cases commercial considerations obviously dominated the 
decision as to value. The ph}'$ical inventories of the 
Commission, however, afford evidence as to the existence 
of the properties involved. 

3. In condemnation proceedings. Where railroad 
properties are condemned by public authority one might 
assume that valuation data of the Commission would con
stitute a sound basis for payment. As a matter of fact, in 
cases of this kind the properties seldom have a commer
cial value closely related to the ph}'$ical valuation, and 
when this is the case commercial considerations are likely 
to be given primary weight. Here again, however, the 
existence of ph}'$ical inventories is use£uI. 

Similar considerations would be involved in ease the 
government should eventually take ov~r the owner
ship of the railroads. Tlie public would wish to obtain 
as good a bargain as possible, regardless of ph}'$ical valua
tion. Inasmuch as government ownership is most likely 
to come at a time when the railroads are having difficul
,ties, it would, naturally be, urged that the government 
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should not pay for the properties more than they are 
worth. The price paid would be the result of bargaining. 

4. In determining proper capitaliz.ation in reorganiza
tion cases. Thus far the Commission's valuation of car
rier property has been given little weight in cases of this 
kind. In fact the only instance where it has been definitely 
used as a basis for determining capitalization was in the 
inconsequential KnoX'Ville and Carolina case in 1922. 
In some cases the capitalization approved was much be
low what the physical values showed, and in other cases 
it was considerably above.18 

5. In passing on loan.p by the Reconstruction Finance 
Corporation. In the hearings before the House Commit
tee on Interstate and Foreign Commerce, Commissioner 
Lewis testified that, in passing upon carriers' applications 
for loans from the Reconstruction Finance Corporation 
"those in charge of that work state that this value record 
is one of the most valuable things available to us to meas
ure the unencumbered equity in the property of a par
ticular carrier."" If primary importance is attached to the 
valuation data in this connection the Commission is using 
an unsound basis for judging the safety of loans--for all 
experience shows that the only sound basis for credit 
extension is earning power. The fact that a road maya 
decade ago have been given a valuation by the Commis
sion of $100,000,000 affords no basis for belief that a 
loan made now will be repaid; the fact that the physical 
valuation in 1922 of some unencumbered division was 
set at $10,000,000 does not indicate that a loan of, say, 
$2,500,000, would now be safe. If the earnings fail to 
materialize the value of the property declines propor-

.. See Chapter xv . 

., 71 Cong. I Seta., Hearings on H.R. 7116 and 7117, p. S44-
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tionally; and in any case it is seldom possible to sell a 
division of a railroad property. 

It goes without saying that in these various caseS valua
tion data, when available, will be submitted in evidence. 
But the mere fact that the valuation records are referred 
to does not mean that they ar,e actually used in arriving at 
a decision. Even assuming that they are used, it does not 
follow that the \lse is a wise one. In any event we must 
conclude from this brief survey that the use of the valua
tion data in these miscellaneous ways has been incidental 
rather than primary. 

This is a convenient place to point out that the Com
mission's valuation data have performed one very im
portant service, namely, in answering the question 
whether or not the railroads were overcapitalized. It 
will be recalled that the belief that the railroads were 
greatly overcapitalized was one of the reasons which 
led to the Valuation Act of 1913. The accompanying ta
ble shows the investment in: Class I railroads as revealed 
by the books of the companies, the capitalization as repre
sented by the par value of the stocks and bonds outstand
ing, and the Commission's valuation of the railroad 
property. 

I t will be seen that the roads as a whole are substan
tially undercapitalized and that the Commission's valua
tion figures vary but little from the railroads' o~n book 
values. While many roads were undoubtedly overcapital
ized in earlier days surplus earnings have been put back 
into the properties in sufficient amounts to absorb all of 
the water and to provide a substantial margin of invest
ment over and above the par value of outstanding se
curities. I t remains true, of course, that there are certain 
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roads whose capitalization is excessive in comparison with 
the fair value of their properties. 

IV. SHOULD VALUATION BE CONTINUED? 

It is clear from the preceding analysis that the valua
tion data have not served the primary purposes for which 
they were intended, namely, the determination of re
capture liability and the adjus~n~o(rates so as to give 

INVESTMENT, CAPITALIZATION, AND VALUATION or CLASS I RAlLI.OAD. 

(In thousands of dollars) 

Investment in Capitalization Commiuion'. 
Year Road and (Par value of Valuation of 

Equipment" stocks and bonds) Property" 

1923 ...... 20,673,220 17,591,135 20,464,000 
1924 ...... 21,484,888 18,177,399 21,168,000 
1925 ...... 22,058,034 18,098,164 21,645,000 
1926 ...... 22,375,334 18,256,527 22,176,000 
1927 ...... 22,873,060 18,297,036 22,593,000 
1928 ...... 23,248,298 18,607,051 22,926,000 
1929 ...... 23,835,519 18,822,429 23,448,000 
1930 ...... 24,393,164 19,006,276 23,734,000 

• This book value does DOt include working capital and good.wilL Inv .... 
ment and capitalization figures taken from Swill;,;s Dj RaiJ_7s i.,n. u. S. 
IlItentste Commerce Commission, 1930, p. 5.7. 

• Indud .. working capital For. more detailed e<p\anation, _ footllOte 
bto table 08 p. 379. Working capital accounts for from 2 to4 per cent of the 
total value. 

the roads as a whole a fair re~ It is clear _also that 
miscellaneous uses to which the valuengures have been 
devoted have been of negligible significance. The ques
tion whether it is desirable to complete thevaluation and 
to keep the figures thereafter up to date must therefore 
be squarely faced. It is estimated by the Commission that 
the valuation project upon which it has been engaged 
for so long, will be virtually completed by June 30, 
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1934-18 After that date the task would be one of keeping 
the existing records up to date. 

The first question to be considered is the nature of the 
unfinished work of valuation. To understand what is 
lacking it is necessary to recall briefly the history of the 
project. The first stage involved the making of physical 
inventories of all existing properties, and the field work 
on this task was practically completed by 192.0. After 
that it was necessary to evaluate these physical properties 
in accordance with the principles previously determined, 
and also to take account of the net changes in property 
account year by year thereafter. For all of the important 
roads this task has been completed up to 192.8. For the 
years since that time, however, the work of bringing the 
net changes in property accounts up to date is still un
finished--even for some of the more important roads. 
The unfinished work is therefore an integral part of the 
project as a whole. 

When the task is finished we shall have a virtually 
complete physical inventory of actual units of railroad 
property; and we shall also have for each road an ag
gregate valuation which represents, since 192.0, actual 
cost for all items except land, with reproduction cost play
ing a role in the valuation figures prior to 1914-'. 

What would be involved after 1934 is merely the com
pilation of net changes in inventories. It would,be neces
sary for the Commission to check the accuracy of the ac
counts of each railroad as submitted, and also to check 
from time to time the actual physical units of property . 

• It is nec:esa.ry to say <fIirhuJly because in lOme cases it may prove 
imposible to obtain promptly the _'1 records. 

• It is estimated that 66 per cent of the valuation figures now represent 
definitely established coot. 
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In keeping the physical inventory, allowance must of 
course be made for physical depreciation, which involves 
the use of appraisers of property if the depreciation ac
count is to be kept with a maximum of accuracy. This 
supervisory function is closely analogous to that per

. formed by the Comptroller of the Currency in connection 
with the national banks. Reports are required periodically 
from all banks and in addition the national bank examin
ers visit the banks and check over the loans and collateral. 

It would not be necessary, however, to revalue the 
property from year to year to take account of changes in 
the level of prices. All that is necessary in this connection 
is for the Commission to keep up to date its price index 
ofrrulway materials for the different sections of the coun
try-which is a routine matter. With such an index avail
able it is then a simple matter in case of need for the 
Commission to apply the index to its valuation figures in 
order to arrive at an estimate of the cost of reproduction 
of any given road, or, for that matter, of the railroads as 
a'whole. 
~nclusion is that it is important that the valuation 

work of the Commission be completed and that thereafter 
the inventories be kept up to date. We say this notwith
standing the fact that experience has shown that the re
capture provision should be repealed, that the general 
level of rates cannot be adjusted so as to yield a fair re-
turn from year to year, and that the Commission has not 
used its valuation data in regulating earnings over a pe-
riod of years. The primary reason for this conclusion is 
that in cases where the railroads contend that established 
rates are confiscatory the inventories of physical property 
and the Commission's cost data are of genuine impor-

tany 
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While few cases involving confiscation have come be
fore the courts except in connection with the recapture 
plan, which involved the actual taking away of property 
from given railroads, and while it is not likely that many 
confiscation cases will arise in the future, particularly if 
the roads are consolidated into a few large systeAls, there 
is always the possibility that some railroads might appeal 
to the courts on the ground that individual rates or rates 
in general are so low as to amount to confiscation. When
ever a confiscation case arose the railroads would present 
evidence before the courts to show that they were not re
ceiving a fair return. Although the court under its pro
cedure would presumably take into account various ele
ments entering into fair value, it would be important for 
them to have the Commission's data as to physical valua
tion and also its estimate as to reproduction cost as a 
check upon the data submitted by the roads. One does 
not need to adhere to the view that cost of production is 
a satisfactory single basis of value to recognize the im
portance of the Commission's data in arriving at a fair 
value. 

If we should eventually have government ownership, 
naturally no further confiscation cases would arise. Even 
so, it would be desirable for us to have an inventory of 
the units of railroad property. An accurate inventory of 
physical properties is essential to effective business ad
ministration, whether the business is run by private enter
prise or by the government. 

v. CONCLUSIONS 

The analysis of this division of our study shows how 
and why the attempt to regulate the general level of rates 
on the basis of valuation data as provided under the 
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Transportation Act of 1920 has failed. The Commission 
has not been able to make effective'Use of its valuation 
data either for the purpose of determining recapture 
liability or in adjusting the rate level so as to yield a £air 
return on railway property. We have found, moreover, 
that no single principle orvaluation, either original cost 
(prudent investment), or reproduction cost, or market 
valuations of securities, can be used as a definite perma
nent basis of rate adjustment. We live in a dynamic 
world and we must accordingly have a pragmatic theory 
of rates:.----: -

Such a theory of rates in fact underlies the suggestion, 
by the Interstate Commerce Commission for a new rule 
of rate making, and it is also embodied in the Rayburn; 
bill for the amendment of the Interstate Commerce! 
Act which was introduced in the House of Representa
tives on April 27, 1932. This bill reads: 

In the exercise of its power to presenCe just and reasonable 
rates the commission shall give due consideration, among other 
factors, to the effect of rates on the movement of traffic; to 
the need, in the public interest, of adequate and efficient railway 
transportation service at the lowest cost consistent with the fur
nishing of such service; and to the need of revenues sufficient 
to enable the carriers, under honest, economical, and efficient 
management, to provide such service. 

"The Commission's suggested rule is that "in regulat
ing the general level of rates, fares, and chargeS the 
Commission shall, among other things, be guided by the'
need for producing, so far as possible, revenues which 
will be sufficient for the maintenance of an adequate na
tional railway qansportation system; and also to recog
nize the principle that the railroads may justly earn a 
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surplus in times of prosperity as a safeguard against de
ficiencies in times of depression." 

Both of these suggested roles of rate making allow for 
f1enDility in administration, emphasize the duty of the 
carriers to provide the most efficient -possible transporta
tion service, and recognize the necessity of providing rev
enues sufficient to permit the roads to obtain the capital 
that is necessary for the efficient conduct of transpor
tation. 

We have discussed in previous chapters the problem 
presented by the unbalanced capital structure of certain 
railroad corporations, and we have also shown the obso
lete character of many railroad properties.'"" We shall 
discuss in a later chapter the problems involved in in
creasing railroad efficiency!' Given a railroad system 
without obsolete lines. with properly adjusted capital 
structure, and with increased efficiency of operation, this 
role of rate making will amply safeguard the public 
interest. 

• See 0Iapter vm and Part ID. 
~ See Chapter XXXVI. 



PART V 

WATER TRANSPORTATION 



INTRODUCTORY STATEMENT 

It is the purpose of this division of our study to de
termine the place of waterways, particularly inland 
canals and rivers, in our national transportation system. 
The analysis is divided into three parts. We give first 
a brief account of American waterway history and poli
cy, indicating the nature and extent of the country's 
waterway program at the present time; second, we com
pare in general terms the cost of water and rail trans
portation; and, third, we study certain specific projects 
with a view to determining the inclusive cost of trans
portation on these waterways. 

Before beginning this analysis of the relative cost of 
rail and water transportati(jn, it is necessary to make a 
differentiation between the various types of water trans
portation. 

The ocean and the Great Lakes are highways ready 
made by nature--the only construction costs involved 
pertaining to the provision of harbor. facilities. Such 
agencies, of course, stand in a c:lass apart so far as costs 
are concerned. In a second class of waterw'ays may be 
placed such short connecting channels as the Suez, the 
Panama, and the Soo canals. In the first and second cases 
the provision of a relatively short artificial channel saves 
an ocean journey of several thousand miles; in the case 
of the Soo a channel little more than a mile in length 
makes possible without transshipment a long uninter
rupted journey from the head of Lake Superior to the 
lower lakes. Such canals are obviously not analogous to 
railways or long inland water routes. In a third class 
are a few naturally navigable rivers which require little 
dredging or other improvement, the best example of 

427 
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which is perhaps the Rhine river of Europe. A fourth 
type consists of canalized rivers and canals, which,: like 
the railroads, involve large initial construction costs for 
the highway itself and also large annual maintenartce 
charges. Practically all of the American streams unfor
tunately require extensive canalization work to render 
them navigable for purposes of commerce. It is this 
fourth class alone which requires analysis here, for it is 
only where there are large construction costs that the 
economic feasibility of waterways has been called in 
question. 



CHAPTER XXI 

WATERWAY HISTORY AND POLICY 

Inland water transportation played a role of tremen
dous importance in the early development of this coun
try. Until almost the mid"<!J.~j)fth~_nineteC:!1~~ 
in fact, o~economic:~xpa!!§.ion was primarily dejermined 
DY theTocation of rivers and canals. In the third quarter 
6rtlie runeteenth cenrury, -however, river transporta
tion began to decline rapidly in importance, and before 
the end of the century a large part of the canal mileage 
had been abandoned. The result was that in the decade 
of the nineties a movement was inaugurated" fo~ the -re
ha!nr-tation-~f ~Ur_~ume:.0us i~nd w~t~a~~§ 
thj]t:a.d~IP of ~e ~-rronargover~ent. In thIS ~a~
ter we present a ne slfrvey ofthlSli1Sfory and mdi
cate the present status of the waterway development, 
thus preparing the way for the economic analysis of the 
following chapter. 

I. WATER TRANSPORTATION TO 1190 

Canal construction began in a small way in Virginia 
and the New England states shortly before 1800, but 
it was not until the second quarter of the nineteenth 
century that canal transportation became important. The 
completion of the Erie Canal in 1815 led to a period 
of very rapid canal development. The movement for 
the construction of caDaIs spread not only to those states 
which were in need of lines of communication with the 
West but it led to comprehensive water transportation 
plans within the Western states themselves. By 1838 
indebtedness had been incurred by eighteen states to the 

·P9 
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extent of $60,201,551 for canals, $42,871,084 for rail
ways, and $6,618,868 for public roads.' In a few states, 
notably New Jersey and Delaware, canals were con
structed by private enterprise. 

With all these early canals it was assumed, as had 
been the case with turnpike roads, that the full cost of 
transportation should be borne by the shipper. Accord
ingly, tolls were levied for the use of property con
structed and maintained by the state. Few, if any," of 
the canals, however, yielded returns sufficient to cover 
both capital charges and maintenance expenses. The 
panic of 1837 and the ensuing depression wrecked the 
hopes that had been entertained of deriving large finan
cial revenues from state canal (and railway) systems. 
The Pennsylvania canals proved a complete financial 
failure. Almost the entire system was sold to railroad 
companies in 1857 and 1858, the net loss to the state be
ing put at $59,440,078.' 

The New York system of canals, which included the 
Erie and numerous connecting channels, made a much 
better showing. However, even this system had to be 
supported in substantial part from general tax resources. 
This system was constructed in four stages: (a) 1817 
to 1836; (b) 1836 to 1862; (c)' 1862 to 1882; and (d) 
1894 to 1897. (The new barge system'was authorized in 

'E, L. Bogart, EctmO",ie Hislory of In. UniuJ SI"",, p. ,06 • 
• The Illinoi. ODd Michigan Canal it reported by the Illinoit Canal 

Commissionen as having paid for itself and yielded a profit to the state 
up to J871 of $97,74-Z.41 (Annual Report, 1872, p. 4), but included iu 
the revenue. were the proceed. of land grant sales. The total colt of the 
project wat $9,513,ou.50. Up to 188S the net rettipU from operatibn 
had been $2.,919,040.61, while receiptl from land grant salet amounted 
to $5,89>,707,96. (Prel;",jnary Retort of InlanJ w_, C_it
siMI 1908, p. 2.49). It wu the land subsidy, therefore, which made it 
possible for the canal Dominally to payout. 

• Tent" en"", Df ",. U"jleJ Stole" • 880, Vol. IV, pp. 7-8. 
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1903.) In no single period did th"'-revenues from the 
project cover all of the overteffec.and maintenance 
charges. Up to September 30, 18~~'taXpayers had con
tributed $27,272,538 net; and there remained a capi
tal debt of $6,259,661, the liquidation of which re
mained a permanent charge against the taxpayers. To 
September 30, 1902 the net cost of the canals to the 
taxpayers was $67,055,666.-

In generaJ. it may be said that the canal system reached 
its high point of development in the decade of the 
fifties, though in some cases the peak of traffic was 
reached much later; The New York canal system, for 
example, carried its greatest traffic in 1872, while I 882 
was the peak year on the Illinois and Michigan Canal. 
Abandonments began before the Civil War and as many 
as 314 miles had been given up as early as 1860. In 
summarizing the condition of the canals in 1880 the 
Tenth Census states that "1956.56 miles are now aban
doned and a large portion of the remaining 2515.04 
miles is not paying expenses.'" 

The deepening and improving of river channels did 
not become important until after the advent of the steam
boat. So long as commerce was handled by canoes, keel
boats, and barks, river obstructions were of no great im
portance. Fulton and Livingston established a regular 
steamboat service on the Mississippi in 1817. Three 
years later Congress called for a survey of the Ohio and 
Mississippi rivers with a view to determining the most 
practical method of improving these streams for navi
gation purposes. The first federal appropriation for 

• These figura .... taken from 4......u Ret.rl .f 1M C_p"ou... .f 
1M S"".f N.." Yori,,,_ -;"If Set'. 30, '909 . . T_" C""'" of 1M U,,;,.J S,., .. , p. 7]'. 
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river improvements-::froounting to $75,000 was made in 
1824. Until aft5!r (;86~" however, the expenditures on 
river improvem~nt~~re comparatively small. Down to 
1879 expenditures for all purposes on the lower Missis
sippi and its tributaries did not exceed $5,000,000, 
while those on the upper Mississippi approximated 
$11,500,000.8 

River transportation reached its peak about the same 
time as did canal transportation. On the Ohio and Mis
sissippi there was virtually no competition until 1850. 
New Orleans was the great entrepot of traffic for the 
interior of the country, while Cincinnati and St. Louis 
were the primary assembling points for traffic moving 
out. In 1840 New Orleans was the fourth port in the 
world, while as late as 1850 the population of Cincinnati 
was nearly four times, and that of St. Louis nearly three 
times, greater than that of Chicago. 

After the Civil War the railroads became active com
petitors for the traffic handled by the rivers. Within the 
next 20 years most of the high grade traffic was lost to 
the river carriers, though low grade commodities con
tinued to move in large quantities for a longer period. 
Before the end of the century, however, canal and river 
transportation in general had come t-o be relatively in
significant-the one important exception being coal 
traffic on the Monongahela and Ohio rivers. Trans
portation on the Great Lakes is, of course, another story. 

It is commonly contended by advocates of waterway 
development that the sole explanation of the decline of 
water transportation in the period following the Civil 
War was the unfair competition offered by the railways. 
As a matter of fact, the railroads did commonly cut their 

• EIewnIIo Cmnn ./ .114 U"iuJ SIaIII, 1890. 



WATERWAY HISTORY AND POLICY 433 

rates where water competition existed, raising them later 
when the competition had been effectively suppressed. 
They also refused to co-operate where traffic might move 
by a combined rail and water route; and in other cases 
they secured control of boat lines as a means of eliminat
ing competition. 

In fairness, however, it must be noted that the tolls 
on waterways charged by the state to cover interest and 
annual maintenance charge&--inadequate at best-were 
steadily reduced and were shortly abolished altogether. 
In 1883 the State of New York abolished tolls on its 

. state canal system, and in 1884 Congress abolished tolls 
on all federal rivers and canals, with the exception of 
the Panama.' The plain purpose of abandoning tolls, 
thereby shifting all of the capital costs and maintenance 
charges from the shipper to the general taxpayer, was 
to make it possible for the waterways to retain traffic 
in competition with .railways w4ich shouldered their 
own capital and maintenance charges. 

During this first era of our waterway history--end
ing about 189o-the role of the federal government in 
connection with river and canal transportation was .sec
ondary to that of the states. The aggregate federal ex
penditures for waterway development to 1890 were ap
proximately as shown on the next page.· 

In presenting the amount of state government ex
penditures on waterways up to 1890 allowance must be 
made for the fact that in some cases the gross outlays 
were materially reduced by the receipt of tolls. Precise 
figures are not available, but after studying the relevant 

• See p. 4-
• Table from Bureau of the Census, TrllllS#orlllliort by w ...... '906, 

P·4-7· 
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data, we estimate that the net outlays of state govern
ments amounted to approximately $200,000,000." This 
figure compares with about $100,000,000, expended by 
the federal government on rivers and canals. 

FEDERAL EXPENDITURES FOR WATERWAY 

DEVELOPMENT TO 1890 
Mississippi system [including all tributaries] 
Seacoast harbors, rivers, and channels , , 
Great Lakes harbors and connecting channels ' 
Lake Champlain 
Unallocated ",.,.,""'" 

$ 84,211,783 
87,763,503 
37,522,937 

1,133,660 
3,408,903 

Total " , , , ,$214,040,786 

II. THE PROGRAM OF WATERWAY REHABILITATION 

~ great decline of water transportation after the 
coming of the railways was not accepted by the public 
as evidence that rail transportation was inherently su
p~ri.Qr. It was believed that all that was necessary to 
revive canal and river'traffic was to rehabilitate the water
ways-make them deeper and provide them with bet
terequipm~. !!!.~recent years it has also been urged 
that they need to be articulated into a comprehensive 
national transportation system. 

The main arguments in sUpport of the rehabilitation 
?f inland water transportation were as follows: First, 

J it was believed that water transportation is inherently 
much cheaper than transportation by rail,..lt was con
tended that on the new barge canal traffic could be car-

• This estimate has been obtained by analyzing the financial ....,1 .. 
of aU the important state canal projects for which data are uadily 
available. Some of the funds used by the states were obtained from the 
national government. In 18]6 and 1817, the federal treasury distributed 
to the states a little over ,$%8,000,000 of INrplus revenue derived from 
the pro=ds of public land sal ... A collJid.rabl. part of this mODey .... 
used by the states in promoting canal projectJ. 
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ried at a rate of .52 mills per ton mile as compared with 
7.5 mills per ton mile received by the railr~!ti9J. 
indica~Lrail_ transportation was something like 
EQU;teen times as ~ostiijS~that_by_~. ~f the 
nloSt common statements was that a dOllar would carry L.
a ton of traffic 127 miles on the railways, 333 miles on 
the old Erie Canal, 1,250 miles on the Great Lakes, 
and 2,000 miles on the improved Erie Barge Canaly 

The benefits to accrue to all ~ Qf.J;ociety as a re
sult of this cheaper transportation were repeatedly set 
forth in language such as the following: 

~our entire business interests it means cheapeto freigbt 
rates. To the manufacturer it means direct touch with the great l-
markets by a cheap, dependable, competing, and at all times 
freight-reguIating route for their finished output and the cheaper 
assembling of their raw materials-_ 
T~~e wholesaler and jobber it means opportunity for the 

extension of trade. It means that the great markets of com- V 
merce will be open to them to make of such opportunity what 
they will. 

To ~ retailer it means increased population. increased 0p

portunity and an expansion in business beyond any limit now V 
p.,..ibley . 

To the wage-earner it means dwelling in a prosperous dis-
trict under most advantageous conditions; an.Jncrease of 0p

portunity and lower cost of living. To the man who owns a V· 
little home would come a rise in value that would make him 
more independent, and, with greater security of steady and re
munerative employment, he could further improve his sur
roundings. 

To the landowner and real-estate dealer there will come a 
greater demand, and with greater demand greater valuation V 
and greater sales. It will mean that your city will be a greater 
and more prosperous city, a better one 10 live in. 

Much as it will mean to all other classes the farming inter-
ests will be the greatest beneficiary. Indeed, as agriculture is the \--
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foundation of all industrial and commercial growth, it is first 
affected. It will mean increased markets and better and surer 
prices; it will mean greater earning capacity; greater social and 

• ...,..-educational advantages, through increased wealth. The growth 
V of the cities will ever assure a home market for home produce 

and elimination of freight charges now deducted from receipts 
for long hauls over the railr~ds," 

The second purpose of the reh~bili • ..tatio_IL~~i1J,g; 
ways was to provIde effe~~~on of railway rate~. 
It was pointed out that wherever railways were subjected 

,to water competition the rates were substantially lower 
V than elsewhere,. To quote from 'president ~ 

a Memphis aadresS in 1907: ''WEGfever t navi~ble 
river ~iae r~1roa~"]hepro em .. o..Egylating. 
~tes ...<>ru.h~<>.ads )~CQ!!lesJ<!L.easie4because 
river regulation1s rate regulation.'~ It appeared to fol
low that wnetneftnewaterways enjoyed any commerce 
or not the potential competition would force the rail
roads to carry traffic at lower rates, to the benefit of 
American shippers. 

The third maiQr argl!1ll.e~t was that the railways 
needed re~ef fl"OI.n._~ex~olum~ _of triflic,·far
tipilarly In the form of 10w.gracleli\iIkf commodIties. 
TliinrgUfuent was1i~t adv~nced stronglfiri 1906 and 
19°7 when, for a brief period, there was a shortage of 
railroad cars. In 1920 this argument was again advanced 
as a major reason why the St. Lawrence waterway should 
be constructed. 

The second and third of these arguments do not 
merit'consideratioiLlflS econorrucally indefensible to 

• P,ocuJingl 0/ 1M F;ftutrtIJ A ...... C~ o/IM Ollio Y.uq 
,."..,...- A"oa.""", Ciucinnati, Ohio. Oct. '4 and,s. '909. p. 9. 

a A....u ./ 1M Awreriulo ACIIJem" ./ P.liliul ...J Soc_ Scinta. 
VoL 3'. p. 3· 
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~d millions of dollars for the purpose of pr~~~!t 
"potential" competition when we ~ve available an .!!l
finitely leSs COStly meansorregiihtiO.LIn the early days 
wlien it was tiiiCettiin how dfectIve the Interstate Com
merce Commission might be in the regulation of rail
road rates, there may have been some point to the ar
gument that waterways wcri: needed for the purpose of 
preventing the railways from charging acessive rates; 
but this argument cannot be seriously advanced under 
present conditions. 

With reference to congestion of railway traffic it may 
merely be noted that there has been none since the ab
normal conditions which prevailed immediately after the 
war. Since 1924 there have been continuously large car 
surpluses, and railway facilities are adequate to take care 
of any probable growth of traffic over the next decade. U 

Even if a deficiency of railroad facilities existed it would 
n<i-nea=uily follow that· the deficiency shOuld be 
made goOd by tUrning to an alternativefol!!l9f tnns
port. There are no serioos-pli:Ysi~ ~es to the in
definite eipansion oE railway tr.lckS and equipment. The 
pi2Ctical-questionfromthe stan<!point of the -railroads 
is-always whether ~~ is sufficieni-tr.iffiCto justify _all 
increase. in facilities. And if pen:hanre the additional fa
cilities rcquii-ea -;ere not provided by private enterprise 
and it became necessary for the government to supply 
the deficiency, the guiding principle as to what fonn the 
additional facilities should take -sfiouldOe determined • 
bY-CofLq~~ of romp3Tabve cost. .. ---
""'The UItlinate ~0m.C1~ tolie"'ij)plied to any par:
tiruI~ (ann-of ~f!."7m ':5 ~:iliilitLto "=!!iI.erj!!e 

• For a detaikd amIysis ..., H. G. Moal_ C. S. M_ .... A. 
L I-. T. St.. '---N..i' ...... .-P-I'rD;od, pp. 159'"67. 
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service reg!lite~t1:!!ore c~~l'!L!~n it can __ b: ~~~er=d 
by other agencies. If waterways can carry many ClaSses 
of freight traffic more economically than can railways, 
highways, or pipe lines they should obviously play an 
important role in a national transportation system. All 
other considerations are beside the llOint. ---

Before turning to a conSideration of the relative costs 
of transportation by water and by rail under modern 
conditions it will be of interest to set forth the extent 
of our expenditures under the new inland waterway 
program since 1890. The trend of traffic growth is shown 
on page 471. Between 1890 and 1931 the total ex
penditures, federal and state, upon inland waterways 
were as shown in the table below. The figures cover 
maintenance as well as construction costs. They do not 
include any expenditures for flood control, for hydro
electric projects, or for the Panama Canal.u 

FEDERAL EXPENDITURES ON WATERWAYS, 1890-1931 

Mississippi system. . . . ............ $ 472,98.,507 
Intra-coastal canals and other waterways. 10.,903,915 
Operation and care of canals. . 1O.,.S7,905 
Examinations and surveys. . 8,221,3H 
Seacoast harbors and channels. . . 515,9H,S72 
Great Lakes harbors and channels 163,303,IS9 

$1,369,S55,762 

" The primuy lOUr« of these data i •• he A"""," Re,o,' 01 ,''' eltUl 
,01 Eng;fIU1'l, U, S. Arm" 1911. Since the engineers' figures, however, 

include exp<ndil1Uel frum the very beginning of federal .pprupriatio .... 
i. baa been necessary to deduct tho .. made prior to .190. For .hit purpote 
we have used the census of 1890 u adjulted in Bureau of the CeDlUtt 
TratlJ'PtJrlIlIion "" W aU'r, '906. The COltS of maintenance and operation 
of the Soo Canal and of the works on the 51. Clair River have been Ita .... 
ferred from "Operation and care of canals," to "Great Lake. harbon and 
channels." For method of obtaining navigation expeDJel on the lower 
Mi5liu.ippi, tee below, pp. 491-5°3. 
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The item "Operation and care of canals" does not 
cover all the operation and maintenance charges for 
canals, for a figure of $26,052,456 is included for main
tenance under "Intra-coastalcanals and other water
ways." The explanation of the separate operation item 
is apparently the method of making appropriations. 
The item "Seacoast harbors and channels" includes such 
inland canals as the Houston Ship Channel, and appar
ently all coastal rivers connecting with improved har
bors. Without making a detailed analysis of every harbor 
project it is impossible to separate the expenditures on 
harbors proper from connecting channels. Accordingly, 
we are not able to present a precise figure as to the total 
expenditures of the federal government on inland water
ways, exclusive of seacoast harbors and Great Lakes har
bors and channels. 

The first four items in the table above; however, give 
a total of $690,597,701, to which should be added per
haps $100,000,000 for expenditures on seacoast rivers 
and channels, making a total of something like 
$790,000,000 for inland waterway development, ex
clusive of ocean harbors and the Great Lakes. 

Since these expenditures are xnade out of annual ap
propriations rather than from the proceeds of bond issues 
the federal government has had to meet no out-of-pocket 
interest charges in this connection. On the other hand, 
the government has received no interest on its invest
ment. 

Certain state governments have also xnade large ex
penditures for waterway development since 1890. The 
State of New. York expended $9,000,000 on new con
struction on the old Erie Canal system between 1894 
and 1897, and something like $25,000,000 on main-
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tenance and interest between 1890 and 1905. Construc
tion costs on the new state barge canal system between 
1903 and 1931 aggregated $176,747,841, and main
tenance and interest charges aggregated well over 
$ 100,000,000." 

The State of Illinois has expended on the Illinois 
River project $16,000,000 up to June 30, 1931." In 
addition $ 1 8,000,000 out of the total construction costs 
on the Chicago Sanitary Ship Canal is ascribed to navi
gation." Other states have also expended small sums 
on canal and river improvements. On the basis of these 
incomplete data we estimate the total state ex
penditures since 1890 at something approximating 
$33°,000,000. 

In addition to these expenditures on navigation chan
nels, substantial outlays have also had to be made for the 
provision of terminals. In some cases terminal facilities 
are provided by municipalities or by private industries 
making use of waterways. In New York, however, the 
state has constructed terminals for the barge canal sys
tem. In connection with the Mississippi River the fed
eral government has loaned a part of the money required 
by cities in providing terminal facilities. In all these 
cases a charge is made for the use of the terminals; but 
the revenues thus derived have defrayed but a small 
portion of the cost. 

The data are not available to give an accurate figure 
for total expenditures upon terminal facilities. The 66 
terminals and grain elevators provided by the State of 
New York cost over $26,000,000. Since this figure has 

"For detailed figures, _ below, pp. 47l·76. 
"Retort of lire Chief of ElJgwers. '93'. p ... 69. 
"Report of lire Deep W""""",, Com"';/I" .f 1M Cloic.go Com_· c_ "uocMhMlJ 1906, p. 10. 
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already been included in the cost of the Barge Canal 
system, it should not be counted again; but it is useful 
here in indicating the magnitude of the terminal prob
lem. On the Mississippi River, there are at least 48 
points where some sort of terminal facilities have been 
provided, but no inclusive cost estimates are available. 
A special study that has been made indicates, however, 
that in I I of the larger cities approximately $6,000,000 
has been expended during the last ten years for terminal 
facilities." Expenditures on terminals for .the entire 
Mississippi River since 1890 must have run several 
times this amount: 

No data are available as to the amount of expendi
tures for terminal facilities on the Ohio River system, 
most of which have been provided by private enterprise. 
There are as many as 255 terminals on the Ohio proper, 
only ten of which have been provided by municipalities, 
the remainder being owned and operated by private 
companies.'· Since the traffic is composed largely of 
bulky, heavy commodities, very expensive mechanical 
appliances are required, such as electrically operated 
gentry and hoisting cranes, overhead steel barge un
loaders, mechanical yard loaders, elevators with chute 
dumps, etc. Inasmuch as the traffic on the Ohio is about 
six times that on the Erie, the terminal facilities un
doubtedly represent an investment of a good many mil
lions of dollars. 

There are no available data with ref~rence to terminal 
facilities on other rivers and canals, nor is there any in-

.. F. J. Lisman. A""l~sis ., IIu InlMul W~, C.,.,.,,.,; ... ·{ , 
AmtJUJl Rotorl ,., '931. p. '7. . . 

.. T'lI1Uf>orla';.., in IIu Mis,;s,;ppi onJ O"i. Volley,. Cotp. of Engi. 
neen, U. S. Army. and U. S. Shipping Board. '9'9. pp. 113-]8. The 
list above excludes terminals owned by railroad companies. 
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formation as to the value of land sites which have been 
contributed by localities. For the entire country, exclu
sive of the New York Barge Canal system, it would seem 
that an estimate of $60,000,000 would be conservative. 

Mention should also be made here of the fact that 
lighting facilities on inland waterways are provided at 
public expense by the Bureau of Lighthouses of the 
United States Department of Commerce. Capital cost 
data are not available, but the annual outlay for the fiscal 
year ending June 30, 1932, for rivers was $407,762.'" 

Summarizing the foregoing data, we find that th~ 
has been spent upon_ i!J!:ernal waterway development 
since 1890 rOllghIY$I,I77,oooJooo. This is exclusive of 
expenditures ~'!the G!"eat LaJces a~d seacoast harbors. 

III. THE FUTURE PROGRAM OF WATERWAY DEVELOPMENT 

The program of waterway development, begun a gen
eration ago, is still far from complet~!!l fact, the present 
program of development, if carried out, will apparently 
involve expenditures over the next five or ten years ex
ceeding the total outlays by the federal government for 
navigation for the entire period from .1590 to 1931, 
namely, about $790,000,000. The program calls for 
canalization not only of so-called "frUnk line waterways, 
sudlaS-illeOhlo and MISSissippi -;Y;t~~ but ;JsE_ oIihe 
branches and sub-branches thereof and of a large number 
of other sJ:parate proj~. Without an exhaustive study 
of die United States Army Engineers' reports it would 
not be possible to give a complete list of waterway im
provements now being made by the federal government. 
The following list gives authorized projects for which 
_allotments were made for the fiscal year 1931-32 and an 

• Data fumiJb<d by the BUmlu of Lighthowea. 
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incomplete list of allotments for the year 1932-33. In 
order to present a complete picture we include ocean and 
lake harbors. The amounts given indicate the extent and 
character of expenditures rather than direct outlays, since 
a certain number of allotments made each year are sub
sequently transferred to other projects. 

Allotmentl Allotmmtl 

New York Bay and Harbor: 
SIlpert'ilOr. New York Harbor ••••••••..••••.• $ 
New Yon: Harl>or ••••••••••••••••.••.•••••• 
Bay Ridrc and R.c:d Hook ChaDDd ••••••••••••• 
B ........... 1k ChODDd ••••••••.••.•••••••••.•• 
Ealt River ••••..••••••.•••.......•.••••••. 
Harlem Riva- ••••••••••••..•••••.•..•••••• 
NC'WlOWD Creek ••••••••••.•••.•••••••••.•.. 
Hu_n Ili.er Chmnd ..................... . 
W ... Ch ...... C ............................. . 
EDt Ch ...... Crcdt •••••••••••••••••••.•••••• 
Collec:tioD and removal of drift •..•••••.•..•. 

PorU.ad. Maine •.••••••.••.••••..•.•••••••.• 
Ba.tOD •••••••••••••••••••••••••••••••••••••• 
Pbiladelphia: 

Delaware Ri.er at Camdm ••••.•.•.•.••.•.•• 
Delaware River to .ea •.••••.•.•.•..•.•.•••• 

Baltimore ••••••••••••••••.•••.••.•.••.••.••• 
Norfolk •••••••••••..•.•.•••••.••••..•••.•.. 
Charleston •.•••••••••.•.•••..•••..••••••.•.. 
Sa"mnab ••••••••••••••••••••.••.•••••••.••• 
Jacboa"ille: 

St. John'. R,i'Ver' to Ka •••••••••••••••••••••• 

Mobile •••••••••••••••.•••.•••.•••.•.•...•.. 
New Orlean .. Louisian.: 

SouthwClt Pa.-Miuiaippi ••••.••••.•••.•••• 
Cal ......................................... . 
Loo Ansel" •.....•......•..................• 
SaD. Diep ••.•.•••••••.••••.•••..••••••.•.•• 
SaD. FrancillCO •••••••••••••••••••••••••••••••• 
Portland, Oreroa: 

Columbi. River at lDiOuth •.••••••••••••.••.•. 
Columbia R,i"CI' ad Lower Willamctte R.iver •••• - ..................................... . 

1931-32 1932-33 

193,500 
415,000 
492,200 
45,000 

11,135,800 
80,000 

130,000 
386,000 

122,000 

32,500 

267,410 
2,452,960 
1,378,360 

917,400 
8,000 

905,300 

449,000 
612,000 

290,000 
126,000 
401,500 
395,000 
368,000 

610,000 
975,000 

95,000 

320,000 
120,000 
561,200 

9,100 
_,000 

9,000 
103,000 
330,000 

33,600 
150,000 

38,000 
65,000 
34,000 

34,910 
3,381,000 

917,200 

49,205 
300,000 

543,550 
228,500 

100,000 
23,000 

700,000 
154,000 
f!l,.~OO 

'110,000 
675,200 

22,000 

2. GIlEAT LAKES HAIlBORS AND TRIBUTARY STR.EAM8 

Suney Morthel'D and Northwestern Laka: ......•. 197,300 141,2S0 
Grud Marai .. MiDllaota •..•••••••.•.•.•..•••• 10.000 47,000 
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Allotment. Allotmentl 

Duluth·Superior, MinDeaota, WilCon,in ••• •••••• 1.$ 
Aabland, WiKont.in ••••••••••••••...••.•••.•. 
Ontona!,oD Harbor, Michigan .....•..•••..•.•.. 
Keweenaw Waterway, Michigan •.••..••..••..•• 
Marquette, Michigan ••..••..•.•...••..••..•.• 
Wa~o~d Har~r ,and River. Minnesota •••.••..•• 
Manl.tlque, Michigan ••••••••••••••••••••.•.•• 
Meuominee Harbor and R.iver, Michigan ..••••..• 
Oconto, Witcon.in ••..•••••.••..•••••••••••.• 
Green Bay, Wisconain •••.••.•..•.....•..•....• 
Fo ... River, WiKonun .•.•••..••..•....••...•.• 
Sturgeon Bay, Wil(oDlin •.••..•...•.•.•••..•.• 
Alroma, WilCoD.in ••••••••••••••••••••••.••.• 
Kewaunee. Witcon,in ••••••..••..••...••..••.• 
Two Riven, WiKon.in ••...•......•• 0 0 0 ••• 0 •• 

Manitowoc:, WiKOnlin •••••.••. 0 ••• 0 •• 0 • 0 0 • 0 0 • 

Sheboygan, WilCOnlin •••••.•• 0 0 •••••••••• 0 • 0 0 0 

Port WalbinKlon, WilConlin 000.00 •• 0 •••• 0 ••••• 

Milwaukee ••••••••••••••••...••••••.••.•••.• 
R.ac:ine, WilConlin .•.•..•.....••..•.•.• 0 0 ••••• 

1C.c:n0lha, WilConlin .•.. 0 ••••••••••••••••••••• 

SE. JOleph, Michigm .••••......••• 0 • • • • • • • •• • 

South HavCD, Michigan •.••••.•••.•••..•••.... 
Saqatuck and Kalamazoo River, Michigan •••••.. 
Hollmd, Michirm ............ 0 0 •• 0 •••••••••••• 

Grand HaYed and Grand River .•....••..•.••..• 
MulkqOll, Michigan •••••••••••.•...••..••..•• 
White Lake, Michigan •.••.•.••••.•••.•••••••.. 
Eagle, Michirm •••.••••..•• 0 0 ••••••••••••••• 

Ludiarton. MidUran •••.••..••..•.•.••..•...• 
Ma:n.i.tee, Mithiran ••.••.....•...••••.••••••• 
CharleYcU%, MichiS'lUl •.•..••.••..•.•••.••••••• 
Porta,e Lake, Michiran ••••••..•••••••••• • ••• 
Frankfort, Michiran •••.•.•.•..•.• 0 0 •••• 0 ••••• 

Monroe, Michigan • 0 ••••• 0 •• 0 •••••• 0 •••• 0 ••• 0 • 

Waukee,an, DliDoi. ..0.· ••• 000 ••• 0 ••••••••••• 

Chia,o ...••••••. 0.0. 0 •• 0 •••••• 0 •••• 0 •• 0 •••• 

Chicago RiYer. Illinoi •.•••.••...• 0 ••••••• 0 •••• 

Calumet Harbor and River, Illinoi •• · •.••.••• 00 •• 

I1tdiana Harbor ••••••••••••••••. 00 •••••••••• 0 

Michi,rm City. Indiana •••.•..•••.••• 0 ••• 0 •• 0 •• 

St. M.". )liver, Michi,.aa •• 0 ••••••• 0 •••••••••• 

St. Clair )livu, Michipa •.•.•••.••...•. 0 ••••• 0 

Clwmdl in Lake St. Clair, Midti,21Q 0 ••••• 0 •••••• 

Detroit :River, Michipa ••••••••••...• 00 ••••••• 

Harbor of Ilefure. Harbor Beach. Michigan •• 0 ••• 

Black lliver, MichipD •••••••••••••••••.• 0 •• 0 • 

1931-32 1932-33 

284,241 
230,000 

SS,OOO 
60,000 
14,300 
Il,SOO 
4,SOO 

29,000 

37,000 
ISI,OOO 
100,000 

S,SOO 
10,000 
4S,OOO 

7,000 
18,000 
6,000 

48S,OOO 
12,SOO 
4,000 

127,000 
7,000 

4,000 
9S,OOO 

679,100 
4,000 
6,000. 

42,000 
11,000 

4,000 
39S,OOO 
20,7SS 

306,000 
34,SSO 
61,SII 

394,246 
286,000 
IIl,OOO 

2,009,338 
11,000 

196,000 
18,000 
22,SOO 
24,000 

49,000 
62,SOO 

1,28S,OOO 
26,000 
12,000 
6,000 

10,000 
8,000 

12,000 
16S,OOO 

I,SOO 
96,000 
2,000 
1,000 
4,000 
9,000 

SO,SOO 
4,000 

S,OOO 

20,000 
192,SOO 
80,6S0 

1l9,I00 
3,500 

6,000 
16,700 
3,000 
S,OOO 

142,900 
617,000 

149,000 
16,748 
4,000 

63,000 

1,879,338 
230,000 
12S,OOO 

1,334,S34 
2,000 
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Allotmenb Allotment. 
1931. .. 32 1932-33 

Saginaw River, Michigan •...•..•........••.•... $ 
R.ope River, Micbi,an •.••.••...•.••.•.....•• 

Toledo, Ohio ••••..•...•.....................• 
Alpena, Michigan .....•....•..•........••.... 
Sandutky, Ohio •.••.....••...••••..•....•..•• 
Huron, Obio •••..•••......•.•.•..•...••..... 
Vermillion, Ohio ..•...•.•.•••••.•....••...•.. 
Lorain, Ohio ••••••........••••....•..•.•.••• 
Cleveland, Ohio ....... ", ..•..••......•.•..•.. 
Fairport, Ohio ••.•.....••.•....••••.......•.. 
Alhtuula, Ohio •••...•..............•.•.•.••• 
Conneaut, Ohio •.•.......•.......•........... 
Erie, Pcnoqlvania ••.•......•.•.• ' ••......•.••. 
Dunkirk, PCDDaylvania ••••••••••• '" ••••••••••• 
BuBalo ••••••.••.....•••..•.......•....•..•.. 
Olcott, New York. ..........•••••.•.•••...•.• 
Rochcatcr (Charlotte) New york ••...•.••.•.••.• 
Great SodUI Bay, New york •••.•.........•..•.• 
Little Sodul Bay, New york ................... . 
OlWego, New York ••..•••.•.......•.........• 

33,000 

15,000 
18,300 
14,500 
69,500 

227,900 
300,000 

10,000 
60,000 
42,500 
60,000 

1,104,998 

16,000 
31,000 
7,000 

1,316,000 

3. INTRACOASTAL WATERWAY 

Cape Cod Canal •............••••••.•...•..•.. 
Raritu'!liver •••••••.•.•.•..•••.••.•......•. 
Wawn,ton Canal and South !liver, N.J •••...• ' •••• 
Delaware River 10 Che.apeake Bay •••........... 
Chinc:oteaque Bay, Vir,inia ••••••.•..•.••••••... 
Norfolk. to Beaufort Inlet, North Carolina •.•...•. 
Beaufort, N.C. to Cape Fear River, N.C ••••••.•.•• 
Cape Fear R.iver, N.C. to Winyah Bay, S.C ........ . 
Winyah Bay, S.C. to Cbarlelton, S.C. • •••.•••.... 
Char1eaton to Beaufort, South Carolina •.....•.•.• 
Beaufort, S.c. to SI. Johnl R.iver ••..••..•.••.••. 
Jack.onville. Florida to Miami, Florida •••••••.•• 
Pen.aeola Bay, Florida to Mobile Bay •.•..•...... 
Mobile. Alabama to New Orlean ••..•...••.•.•.• 
New Orleanl to Sabine R.iver ••••....•.••.•.... 
Sabine River to CorpUI Chrilti ••....•....••••••• 

4. ALL OTHERb 

Kennebunk R.iver, Maine ....•.•••..•.•.•..•.•• 
Lynn Harbor, Ma .. achueette •....•....••..•..... 
Salem Harbor, Ma"lchusettt. .••.•••.••....••••• 
Nantucket Sound, Mallachulette ••........•.•...• 
New Bedford and Fairhaven Harbor, Massachusetts •• 
Taunton River, Mas.achulette •••....•.•.••••.•. 
FaU River Harbor, Mallathulettl •.....••••...... 
Connecticut River ...•.•..••••••.••••......••• 

140,481 
329,359 
90,218 

490,000 
500 

284,000 
186,000 
996,000 
21,850 
11,000 

106,000 
1,642,210 

275,000 
15,432 

246,900 
90,000 

150,000 
36,587 
27,000 

357,931 
110,000 
125,492 

19,500 

362,000 
20,000 

74,000 
30,000 
19,600 

95,000 
146,000 
446,000 

52,724 
10,000 

46,500 
14,000 

712,000 

52,000 
94,069 

177,400 

105,000 
7,100 

16,000 
447,000 
1S0,OOO 
52,844 

1,023,000 
485,000 

32,000 
302,000 

150,931 
.152,624 

81,000 
18,700 
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Allotments Allotments 

Bridgeport Harhor, Connecticut .................. $ 
Tbamel River, Connecticut •...•..•..•..•••...•. 
Stamford Harbor, Connecticut .....••••.....•.... 
Greenwich Harbor, Connecticut •...•.•.••....... 
Harbor Refuge, Block I.land, R.I. . .....•.••..... 

Flushing Bay Harbor, N.Y ..................... . 
Hay (Wett) Harbor, N.Y •...•••....••...•..... 
Jamaica Bay, N.Y. •••.. . .....•...•..••••.... 
Tarrytown Harbor, N.Y. . ..•.•.........•...... 
Woodbridge Creek, N.Y •••.•...•....•....•.... 
Hud'OD R.iver, N.Y •.........•........•••..... 
R.ondout Harbor, N.Y •••......•............... 
Mamaroneck Harhor, N.Y ••......•..........••• 
Narrow. of Lake Champlain, N.Y ••••..•.......• 
New York to New Jersey Channell .•..•••.....•. 
Newark Bay, Hacken.ack and Patlaic Riven, N.J ... 
Shoat Harbor and Compton Creek, N.J .•.......•. 
Shrewabury River, New Jerlq •...•.•••....•.•• 
Mi.pillioD River., New Jenq .................. . 
Manasquan River, New Jute, .........••.••...• 
Cold Spring Inlet, New Jersey ................ . 
Raccoon Creek, New Jettey •••••••.•..••.. ,. •• 
Delaware River, Philadelphia to Trenton •••..• , •. 
Schuylkin River, Penn.,lvaaia •...•...• , ••..... 
Little Machipongo River, Delaware ., ....••.•••• 
St. John. River, Delaware •• , .••...•.• , •••..• ,. 
Wilmington Harbor, Delaware ••..•.....••.•••• 
MarderJc.iU River, Delaware ., .•..••••• , •••• , •• 
Potomac River at Wa.hinKton .••...• ,' •••••••.• 
Thlmble ,Shoal ~h~n?el, Vir6inia •••••..• ' .•.•••• 
James River, Virginia •.••..• , .•.• " .•.••••. , .• 
Pa,.an River, Vir';'aia •••.•.••••.••• , ••.•.••.• 
Oaancoc:k River, Vir,inia ••..• , .. , •••• , ....... . 
Blackwater River, Vir.inia ..•. : •••.••••..•• , ••• 
Monroe Ba, and Creek, Vir,inia ..• ,', •• ,..... • 
Smith Creek, Maryland ••••••••••••••••.••.•.. 

::::~-:~t.e~;,~;,r.:::i~:~ • '. '. : " '. : : " : '. '.: : '.: : : : 
Pamunkq River, Vir,uua ., •••••••.•••.••. , .•• 
Nandua Creek, Vir';'nia ••• ,., .•••••• ' ••••..•••• 
OccohanDock. Creek, Vir,inia .................. . 
NanteDlOOd Creek.., Virrinia •..•••••• '.' ••••....• 
Urbanna Creek., Vir,inia ••... ~ ................ . 
Willou,hbp Channel, Vir,.inia .•..•••••••••..••. 
Claiborne Harbor. Ma.ryland •••••..••••.•...•••• 
ChoptanJr. River, Maryland ••...•.••..•..•..• ,. 
W'lCQmic:o .River, Maryland •..•.....••••••.....• 
Switch Cowe, Marylud ••••.••.•••...•...•..••• 
Herriog Sq. Maryland ••.•..•••....•.••.•..•. 

1931-32 1932-33 

138,000 
23,000 
34,500 
16,000 
7,000 

8,401 
566,158 

11,341 
30,000 

IH,800 
1,000 

500 
66,800 

382,500 
1J,500 
11,007 
15,000 

202,000 

1,025,230 
1,038,500 

1J,500 

100,000 
1J,500 
5,000' 

65,113, 
687,179 

37,000 
8,000 
3,000 

12,450 
5,250 

19,000 

42,000 
86,300 
10,000 

8,500 
B,IOO 
5,300 

7l,OOO 
9,500 
6,300 

45,000 
152,000 
29,000 

20,000 

384,329 
15,000 

21,600 
500 

240,000 

10,000 

79,460 
52,000 
26,500 

H5,OOO 
220,000 

25,200 
150,000 

237,911 
15,158 

894,500 

8,000 

2,1S0 
2S0 

1,520 
300 
40G 

2,000 

JJ,4S' 
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Allotmenta A11otmea.tI 
·1931-32 1932-33 

Broad Creel; Maryland ......................... $ 6,000 
6,000 Elk aDd Little Elk R.iver, Maryland •.••.•.••••••. 

Meherrin lliver, North Carolina .....••...•.••••• 
Eclcaton Harbor, North Carolina ..•..••......••. 
ltoanHe River, North Carolina ...•••.•.•....•.• 
Mackay Creek, North Carolina ................ . 
Far Creek. N Qrt& Carolina •••.•••••••...••.•••. 
Morehead City Harbor, North Carolina ..•••••..•. 
Pamlico and Tar Riyerl, North Carolina •....•.... 
Knobba Creek, North Carolina •••••••.•.•....••• 
Belhavell Harbor, North Carolina ...•..•...•..•. 
Ncule R.iver, North Carolina ••.••••.•..•••...•. 
Silver Lake Creek, North Carolina ..•••••........ 
Contco.tnea Creek. North Carolina •••••••••••••• 
Shipyard Creek, North Carolina .••••.•••..•••.•• 
Trent lliver, North Carolina •..••.•••••..•...•• 
Beaufort Inlet, North Carolina •••••••••••••.••• 
Waterway between Cove Sound and Beaufort, N.C ••• 
Cape Fear River, N.C., below Wilmington •.••....• 
Cape Fear River, N.C., above Wilmington •••.••••. 
Nortbealt (Cape Fear) R.iver, North Carolina .•..•. 
Black River, North Carolina .... 0 0 0 ... o. 0 0 0 0 0 ••• 

Waccamaw R.iver. NoC. and S.c. •• 0.0 •••••• 0 •••• 

Winyah Bay, South Carolina ....... 0 0 0 •••• 0 •••• 0 

Great Pcdee River, South Carolina 0 ••• 00 ••• 0 ••••• 

Savannah River below Augulta, Georgia •••••••••. 
Altamaha, Oconee, and Ocmulgee Riven, Georgia •• 
BrulllWick Harbor, Georgia •• 0 ... 0 0 0 •••••• 0 •••• 

Fancy Bid Creek. Georgia •• , 0 ••• 0 •••••••• 0 ••• 

SatiUa R.iver, Georgia. 0 0 0 ••••••••••••• 0 ••••••• 

Fline RiVCl", Georgia ••••.••••••••• 0 •••••• 0 •••• 

SL Mary'. River, Georgia and Florida •••• 0 ••••••• 

Fernandina Harbor, Florida 0" 0 ............... . 

SL John. RiVCl', Palatka to Lake Harney .... 0 ••••• 

Hol1rwood Harbor, Florida 0 •• 0 .... 0 ••• 0 ...... 0 • 

Oklawaba River. Florida ••••••••••••••••••••••• 
Miami RiVet, Florida ••.•••••..•••• 0 ••••• 0 ••• '. 

Miami Harbor (BilCafDe Bay) ••••••••••••••..• 
Calooubatcbce kivu and Lake Okeechobee •••• 0 ••• 

Key Welt Harbor ••••••.••.••••••••••••.•.••• 
Charlotte Harbor, Florida ••• 0 • 0 •••• 0 ••• 0 0 • 0 0 • 0 • 

Tampa Harbor, Florida ••••. 0 •••••••• 0 •••••••• 

Cedar Keyt Harbor, Florida ••••••••••.•••••.••• 
Carn1teI1e Bar and Harbor. Florida •••••••••••••• 
Apalachicola Bay, Florida ...................... . 
Channel, Apalachicola River to SL Andrewt ••••• 0 • 

Apl:lacb!cola ~ver. Lee Sloqh and,:'--ower 
Chlpola River ••••.•••.••.••.•••••• 0 0 ••••• 

t:pper Chipola River •••••• 0 ••• 0 ••••••••••••••• 

St. Anclrewt Bar, Florida •••••••...•..• o. . .•• 

24,000 
1,100 

34,500 
36,500 

241,000 
80,500 
53,500 

11,000 
1,000 

20,000 
2,000 

71,350 
3,700 

270,000 
627,500 

1,500 
16,000 
27,000 
4,500 

$1,900 
39,000 

653,000 

48,500 

H,OOD 
27,000 
44,000 
13,500 

100,000 
742,545 

25,000 
29,000 

181,440 
59,500 
44,797 
22,500 

5,000 

12,000 
45,OOU 

1,600 
3,000 

10,000 
26,400 

21,500 
4,000 
2,500 
3,500 

1,000 

1,000 
30,500 

431,900 
8,000 
2,700 
1,200 
3,000 

50,000 
4,700 

170,500 
9,000 

73,000 
3,500 
8,000 

8,450 

10,000 
686,000 
150,000 

2,140,146 

266,550 

11,000 
35,000 

'<-

10,000 

25,000 
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Allotmmtl AlIotmeDtI 

S1. Mara R.iver, Florida ....................... $ 
Narrow. in Santa R.ota SoUDd, Florida .•......... 
Penneol. Harbor, Florida . .................... . 
Removal of water hyaciuth., Florida ............. . 
Choctawhatchee Iliver, Florida and Georgia ...... . 

Eatt Pall Channel Gulf of Mezico to Choctawhatchee 
lliver, Alabama ......................... . 

Alabama Rivcr, Alabama ..................... . 
Black Warrior River, Warrior and Tombigec 

Rivers, Alabama .•....................... , 
Tombigec River, Demopoli., Alabama to Walken 

Bridge, Milli .. ippi •..•••.......•.......••• 
Bayou La Batre, Alabama ...•................•. 
Eat Pearl R.i'9'er, Miuiuippi ................... . 
PaKagoula Harbor, Milliuippi ................. . 
Bilozi Harbor, Mi .. iuippi .................. . .. 
Channel Mobile Bay and Mississippi Sound ....... . 
Gulfport Harbor and Ship It. Pa .. .............. . 
Miuissippi R.iver, Baton R.ou,e to New Orleana ... . 
Bayou Terrebonne, Lonitima ...•......•.••..... 
Bayou Gro.ectete, Loni.iana •................... 
Bayou Teche, Loni.iana •.•..................... 
JohnlOnl Bayou. Loui.iana .................... . 
Bayou Boniouca. Louiaiana •............ . ..... . 
Tidtf.aw and other riven. Loui.iana ............. . 
Amite River, Loui.iana •.......•............... 
Barataria Bay, Louiliana .............. . ...... . 
Mermentau River, Loui.iana ................... . 
Bayou .Pla~ mine B~e, Louitiana ............. . 
CalcallCU River, Lowllana .................... . 
Tangipahoa River, Louitiana •.................. 
Pall Manchac, Loui.iana •...................... 
RemoviDK water hyacinth .. LoW.iana ........... . 
Sabine--Necbes Waterw., .................... . 
Dickinson Bayou, Te.za • ........................ 
Galveston Channel, Tau ............... ..... . 
Galveston Harbor-Tau City--Channel ........ . 
Port Olivar Channel, Tau .... ............... . 
Double Bayou ..•...•.•....•...•..........••.. 
Freeport Harbor, Texu ....................... . 
Anahuac Channel. Texas ........•........... .. 
Cedar Bayou, Te.J:2I •......•.•................. 
Clear C ...... T ............................... . 
ArkanIu p...........corpul Christi Chanacl. Tau . ... . 
Channel from Paa ea.a110 to Port Lavaca. Texu .. 
Port ArItaD ..... Tau . ............. , ...... " .. . 
Brazos It. Harbor, Tau . ..................... . 
HoulloD Ship Channel, Tau •.................. 
ked River below Fulton, Arkmus .............. . 
Ouachita .nd Blad:. Jli ... ~ Arbnsat and La. ..... . 

1931·32 I 932·ll 

11,000 
3,500 

36,000 
6,000 

11,000 

8,6S7 
H4,OOO 

SI,OOO 

2,SOO 
10,000 

2,SOO 
52,000 
S2,700 

123,000 
20,000 
60,000 

6,000 
7S,98l 
7,000 

10,000 
3,000 
4,000 

21,SOO 
4,000 
2,000 

20,_' 
2,_ 
1,000 

32,000 
496,300 

19,000 
200,000 

1,1S5,s25 
24,000 
9,000 

130,000 
11,000 
17,200 
7,000 

lSO,_ 

190,000 
9,000 

894,000 
160,300 
445,200 

9,500 
12,800 

121,2S7 

84,000 

1,037 
20,000 

40,000 

31,908 

29,000 
496,.300 

171,000 
8,000 

6S,OOO 

IIS,_ 
10,000 
50,000 

321,000 
H,OOO 

102,500 
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AJlotmenti A110tmCDtI 

Tenl. River and Bayou Macon, Louisiana •••••••• $ 
Boeuf River, Louisiana •••••••.•••••••....•.•.• 
Bayou d'ArbonnC' and Carney, Loui.iana ••...••••• 
Tallahatchcc and Colwater Rivers, Miss. ••••..•••• 
Bil' SuD1lower River, Mi8linippi ••••••••.••.•••. 
Ya&OO River, Loui.iana •••••••••••••••••••••••• 
Mouth of Yazoo Jliver, Mihi •• illpi .•••••••••••..• 
Arlwlau River, Ark. and Olda •••..••••.•..•••.• 
White River, ArbnUI ••••••••••••..••......•.. 
Black River, Ark. and Mo •••••••••.•••.•....•.. 
Curreat River, Art. ad Mo. • ..•...••••••..•••. 
5t. Francis and L'AuguiUe River and Blac:kli.b 

Bayou, Arkanla. • ••••.•..•.••••••.•.••••• 
Ohio .llivcr: 

OpeD. channel _ •••• _ ••••• _ ••••••••••••• _ •••• 
Lock and dam construction •••.•.•.••.•.•••••• 

Monon,.hela River •••••••.•••.••.•...•••••••. 
Allegheny lliver, Penn.,lvania: 

Open channel work ••••••••••.•••••••••••••. 
Lock and dam coaltrucbon •••••••••••••••••.. 

Yourhiorhm, River, Pennsylvania •.•..•••.••... 
Greco and Barre:n, Kentucky •••••.•..•••••...•.• 
K.anawha River, West Virginia ••••••.•...•••.... 
Cumberland River, Tenn. and Ky •....•.••.•.•.. 
Teone81ee Iliver: 

Above Riverlon •••••••••••••••••••.•••••••. 
Below Iliverton ••••••...•••••.•.•..•••••••• 

Tradewater lliver, Ky. • ••••••.•.••.•.•••••..•. 
Mi"iuippi )liver: 

Mouth of Illinoil to Minneapolil •••.•••.••.••. 
Mouth of lllinoil to mouth of Ohio .••••....••• 

Millouri kivu: 
Kanlal City to mouth ••••••••••.•••••••••••• 
Siou City to Kanlll Cit)' •••••.•••••••••••••• 

Jllinoi. Riyer: 
Mouth to Utica •••••••••• , ••••••••••••••••• 
Uuca to Lockport •••••.•••••..•.•..•••....•• 

MiDDeiota River ••.•••••••.•.•••.••••.••••••. 
St. Croix kinr, WiKonlin and Minnaota •.•••••.. 
Ordenlburg Harbor, N.Y ••••••••.••••....•.•••• 
kithmood Harbor, Califomia ••••.••••.•.•..•... 
Petaluma Creek, California ••.••...••••.•••••• 
Redwood Creek, California .................... . 
Oakland Harbor, California ..•••..••••...••..•• 
Noyo Iliver, Californ.ia •••• II." •••••••••••••••••• 
San Pablo Ba, and Mare I .. Strait .•••........•.. 
SuilUn Bay Channel •••••••••••• 'S.~ ••••••••••••• 
San Rafael Creek, California ................... . 
Humboldt Bay and Harbor, California ...••..•.••• 
Monterey Harbor, California ••••••••.••..•.••••. 

1931-32 1932-33 

5,000 
5,000 
2,500 
2,500 

15,000 
40,000 

615 
51,750 
66,750 
32,500 
2,750 

9,750 

3,037,858 
321,500 

1,670,000 

2,500 
154,000 

17,000 
5,000 

2,050,000 
6,000 

387,000 
126,600 

2,500 

5,093,193 
4,466,000 

15,896,139 
1,930,000 

3,390,000 

5,500 

44,400 
26,000 

220,000 
190,000 
100,000 
76,000 
13,000 

260,000 
200,000 

7,791 

2,000 
6,000 
3,000 
3,110 

43,500 
1,500 
3,500 

10,964 

1,678,360 
1,494,133 

398,000 

2,500 
4,626,442 

4,500 

3,427,000 
19,000 

275,000 
1,629,000 

7,605,000 
4,761,579 

8,908,576 
5,893,000 

450,000 
4,560,000 

8,000 
10,000 
60,500 

.. 28,246 
t§6,.500 

<45,000 
15,000 

--...50,000 
22,500 
30,000 

185,506 
245,000 
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Allotment. Allotment. 
1931-32 1932-33 

Stockton and Mormon Channels, California ....... $ 
• Mokelume River, California ................... . 

Yuba R.iver, California .................. . ... . 
Sao Joaquin River, California . ................. . 
Feather River, California . ..................... . 
Middle River and Empire Cut, California .. . .... . 
Coquille River, California ..................... . 
Coo. Bay, Oregon ........................... . 
Umpqua River, Oregon ....................... . 
Yaquima Bay and Harbor, Oregon .............. . 
Yaquima River, Oregon .... ................... . 
Suitaw lliver, Oregon ........... . ........... . 
Tillamook Bay and Bar, Oregon ................ . 
Skipanon Channel, Ore.roD •.......•............ 
Willamettc RivC'r above Portland ...... . ....... . 

Snake River, Idaho, Oregon, Walhington ........ . 
Lake River, Walh.inglon ...................... . 
Skamokawa Creek, Walbington ................ . 
Lewis River, Wathington ...... . ............. . 
Cowlitz River, Wamington .................... . 
Willap. River and Harbor, Wa.hington ......... . 
Skagit R.iver, Walbington ..................... . 
Hoquiam R.iver, Washington ............. . .... . 
Gray. Harbor and Bar, W3Ihin,ton ............. . 
Ora,. Harbor, inner and Chmalil RJver ......... . 
QuillaYllte RiVCl', WalhiogtoD .................. . 
Paget Suund and tributarie. ................... . 
Koutcn::J.i RivCl', Idaho, Montana " ............ . 
Bellingham Harbor, Washington ............... . 
Everett Harbor, Walhington ................... . 
Lake Willhio,ton Ship Canal, Walbiogton ....... . 
Olympia Harbor, Walbin6foD ................. . 
Tacoma Harbor, Walhingtoo ........ . ........ . 
Swinomiah Slough .. Walhin,ton ................ . 

3,700 
1l,500 

250,000 
1,500 
1,600 

63,000 
75,000 

110,000 
100,000 

9,500 
1,000 

~58,OOO 
124,000 
85,000 

6,000 
3,700 

1,000 
18,000 
60,000 

3,000 
3,500 

180,000 
50,000 
72,000 
20,000 

3,500 
28,484 

1l2,OOO 
11,000 
46,000 

161,000 
8,000 

5,000 
2,000 

15,000 
691,000 

1,500 
800 

92,000 
450,000 
100,000 

110,000 

224,000 

2,000 

125,000 

49,500 
56,000 

35,000 
.,000 

• Fiprel ior 1911-32 indude allotments from the War Dept. .ppropriation 
act of Feb. 21. 193" the emergenq CODIb'uc:tion act of Dec. 20. 19301 .JUt the 
unallottcd balanCe' from the War Dept. appropriation ad of May 28, 1930 p1U1 
reaUotments. See Rep." _11M CIU4 _I E-,uuHl, 1931, pp. 11·24. 

Figure. for 1932-33 include aUotmcots from the War Dept. appropriation ad 
of Jul, 14, 1932, at n:leued in mimeol"ph Jul, IS, 1932. the Emergency Con· 
.truction Act of 1932 (mimeo«raph release of SepL 13, 1932) J ammuJts 'aD

allotted and reallotmcnts from the War Dept. appropriatioD act of Felt. 23,1931. 
and reallotment. from the emcrgaaq act of 1931. Sec R,,.,, _/IN CM#! _/ 
E.ri""', 1932, pp, 17-22. 

It Ezdude. allotme:ntl lor waterwa,. ill DoncoDu(UOUII territoria.. 
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Inasmuch as the surveys on some of these projects 
have not yet been completed, and since in many cases 
the necessary depth of channel has not been determined, 
it is impossible to give precise estimates of the cost of' 
completing this program. In hearings before Congress in 
connection with the appropriation bill for 1932, Briga
dier General G. B. Pillsbury, Assistant Chief of En
gineers, made the following statement: 

The total <Stimated cost of completing an projedS, including 
new authorizations, is $307,000,000. In addition to this there 
will be required approximately $200,000,000 to comp1eu: cer
tain work on the upper Mississippi, the Tennessee, and the 
Missouri Rivers for which p3!tial authorizations only bave been 
granted. This makes a gross total of $507,000,000 to complete 
an authorized projeas. -

In addition to these authorized projects surveys are 
being made on many other riven. The latest annual re
port of the Chief of Engineers states: 

The comprehensive surveys of nearly 200 rivers with a Yiew 
to the formulation of general plans for the most effettive Un
prmement of such streams for the purposes of navigation, in 
combination with the most efficient development of potential 
water power, the control of floods, and the needs of irrigation, 
bave been continued. During the year reports on 47 of these 
men have been completed and transmitted to Congress, malc
ing " total of 110 such investigations that bave been completed." 

In addressing the Ohio Valley Improvement As5o
ciation in October 1929, President Hoover estimated 
that we should complete the entire Mississippi $}'Stem 
within the next five years and the intra-<aasta.l canals in 
the next ten year.;. A: to the -probable cost he stated: 

-71 Coag. J .... HoariDp befo", the Sub-Commi .... ~f H ...... 
Commi ..... oa Appropriatioao in chuge of War Departmeot app~ria.
tiaa ""1 for '93" p. 1 S4-

• tut- of 1M CJ.ief of E_giaun, '9J', p. 6. 
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At the present time we are expending approximately 
$85,000,000 per annum on new construction and maintenance 
of these works. To complete these programs within the periods 
I have mentioned will require an increase in the government 
ouday by about $10,000,000 per annum, not including the St. 
Lawrence. 

The estimate of $85,000,000 given above includes 
flood control. The actual appropriations, exclusive of 
flood control, since 1929 have been as follows: 

1930-31 
1931-32 .. 
1932-33 

. . . . . . . . .. . .. $75,386,906 
90,913,227 

. .... 98,64-9,187 

It is clear from this analysis that, apart from the St. 
Lawrence project, the program of internal waterway 
development calJs for expenditures by the federal 
government during the next ten years of at least 
$800,000,000. 

This does not, of course, measure the full cost of 
waterway development to the country. With many proj
ects the federal government requires state and local 
government agencies to participate in the development 
of the enterprise. For example, in the project for pro
viding a 12-foot channel between Beaufort, North Caro
lina, and the Cape Fear River, a distance of 93.5 miles, 
the Rivers and Harbors Act of 1927 "imposes the con
ditions that local interests furnish, without cost to the 
United States, a right of way 1000 feet wide, and give 
assurances that they will take over the highway bridge 
on its completion and maintain and operate it in per
petuity."" 

• Ret."./ 1M Chief./ Engi"""I, '9]2, p. 556. 
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It is also required in some instances that terminal fa
cilities and rail way connections shall be provided at local 
expense. In any event, whether specifically required or 
not adequate terminal facilities must obviously be pro
vided if the waterways are to be used. 



CHAPTER XXII 

COMPARATIVE COST OF WATER AND RAIL 
TRANSPORTATION 

The usual method of ~omparing the costs of transpor
tation by rail and water is to cite the relative rates paid 
by shippers. Since the freight rates paid by waterway 
shippers are commonly lower than those by rail, it is 
not unnaturally assumed that water transportation costs 
less than rail. Prior to 1884 when tolls were paid by 
waterway shippers for the purpose of meeting capital and 
maintenance charges borne by the government, a com
parison of rates was a proper means of measuring the 
relative costs of water and rail transportation. But since _ 
the abolition of tolls, the costs __ J?le .to_ capifa~ 
~tl!l . c arges are paid by the gell
eraLtaxpayers. These costs are fcii1ceaIed from public 
view, being a~Q!"1:>e<!_i!i"":the-generailiudget figures gf 
th~~nt. The rates paid by shippersare there
fore obviously olllya portion of the story. 

I. ANALYSIS OF GENERAL COST ELEMENTS 

The shortcomings of the method of comparing rates 
as a measure of cost may be illustrated as follows. 

Railway rates must provide the means of meeting: 
I. Interest and dividends on investment in railway 

properties and rolling stock. 
2. Maintenance of roadbed, track, and terminals. 
3. Maintenance of equipment. 
4. Taxes on real estate properties, and equipment. 
5. Corporation income taxes. 
6. The out-of-pocket costs of transporting goods. 

454 
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Water rates must provide the means of meeting: 
I .. Interest and dividends on investment in boats only. 
2. Maintenance of boats 'only. 
3. Taxes on boats and on boat company income, if any. 
4- Out-of-pocket costs of transporting goods. 
In other words, in the one case the rates must cover 

all of the ~ed overhead costs of the trans.portatiOQ 
~_aJl9_also provide..t~x revenues for the govern
ment>-lVhereas in ~e other ~ all of th.s..gyeffieaci~Q...st§.. 
~ftributahle. to...tIie.highway itself, are borne by the goy
ernment-which.m~..o£...awrse, by the taxpayers. 

It may be useful in this connection to see what would 
be involved if the situation were exactly reversed. Sup
pose the New York: State Barge Canal, for example, were 
constructed at private expense and that the rates charged 
to shippers had to cover interest and divide/lds on the 
capital investment in the waterway, annual maintenance 
charges, taxes for the support of the state, and the direct 
cost of moving goods over the canal. Suppose, second, 
that the State of New York: constructed a parallel rail
road and maintained it in first class operating condition, 
enabling a New York: Central Railroad Operating Com
pany to make rates merely sufficient to cover the out
of-pocket costs of transportation and interest and divi
dends on the investment in rolling stock. Would a com
parison of rates that the railroad charged with those 
that would have to be charged by the canal prove any
thing as to the inclusive cost of transportation by pil and 
water respectively? 

It is an elementary principle of transportation that the 
costs which are of overwhelming importance are the so
ca!1ed-overhead or mdirect costs. Accordillgly, to eXclude 
such costs when estimating the cost of transportation by 
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water and to include them when estimating the cost by 
rail is to invalidate the comparison completely. All items 
of cost must be included on both sides of the equation 
if we are to arrive at a true measure of the relative costs 
of transportation by rail and by water. 

To determine the relative cost of transportation by 
rail and by water one must give consideration to four 
factors: (I) the original cost of construction, (2) capa
city, (3) maintenance expenses, and (4) direct transport 
costs. While no thoroughgoing comparison of these fac
tors has ever been made on a theoretical basis, much 
pertinent evidence is fortunately available on each as
pect of the problem. 

I. Original costs. The original cost of construction of 
canals naturally varies materially with the character of 
the project. The New York State Barge Canal will, how~ 
ever, serve as a fair illustration of the cost of a long in
land canal and the Ohio River for a canalized stream. 

The enlargement and improvement of the New York 
canal system, authorized in 1903, cost the state 
$192,803,467, exclusive of outlays on the old Erie Canal 
system, and of accumulating interest and maintenance 
charges since the new canal was opened for traffic in 
1918.' The cost per mile has been nearly $370,000. This 
figure may be compared with an investment in all rail
roads of the Eastern district of $188,000 per mile of 
road. This figure includes investment in second, third, 
and fourth tracks, the expensive terminal properties in 
metropolitan areas, and rolling stock and equipment of 
every kind. Of the total investment in railroads more 
than 25 per cent is, moreover, assigned to passenger traf-

'See below, pp. 473-76. 



WATER COSTS AND RAILWAY COSTS 457 

fie. For the United States as a whole the investment per 
mile of road is $108,000. The physical valuation data 
of the Interstate Commerce Commission show almost 
the same figure. 

Since 1890 federal expenditures for new work on the 
Ohio River have aggregated about $120,000,000 for a 
distance of 9.81 miles. This is equal to about $122,000 
a mile. Since the railroad distance between Pittsburgh 
and the mouth of the Ohio River is, however, only 648 
miles, the cost per ~e, for purposes of comparison with 
the railroad, is really about $2.00,000. This may be com
pared with about $189,000 per mile of investment on 
the Chesapeake and Ohio Railroad, and $2.05,000 on 
the Norfolk and Western.' 

S~, far as ca~ cost is concerned. it is clear that the...
~g~YfIiiVw~eat ad~a~t~~e.13§~ol!lE.~!!Jyith. 
the New York State B~ gnal. The capital charges 
per ffii1~the~ew York canal system are more than 
d~ble those Q!l.a railroad~even with douOJ.eand quad- -
ruple tracks an~ger terminals included. Similarly, 
taxes on capital invested in the canal would-if levied
be more than double those on a similar railroad mileage. 
The disadvantage is less marked in the case of the Ohio 
River. 

2.. Ca"ying captIC;ties. While the original cost of a 
waterway may be greater than that of a railroad, is not 
its carrying capacity so much greater as to more than 
offset this disadvantage? The answer to this question is in 
the negative. In the case of a canal or canalized river 
requiring locks there is a neck of the bottle which greatly 
reduces the volume of goods that can be moved in a given 

-Investment per mile of road based OD mileage owned by company 
plu. investment in noDo.Operating 8ubsidiaries. 
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time. The number of boats of a given size that can pass 
through a lock in a. day determines the rate of movement 
and, in effect, the distance apart at which the boats must 
travel. That is to say, if it takes fifteen minutes for a lock
age, the boats may as well be fifteen minutes apart. The 
limiting factor in the case of a railroad is the space re
quired between trains in the interests of safety. The an
swer is that I soc-ton freight trains can move much more 
quickly past a given point than Isoo-ton barges can 
move through canal locks. Moreover, the right of way on 
the railway is not closed by ice for several months each 
season. 

·It has been shown elsewhere that the potential ca
pacitfOf a railroad IS in fact several ti~ 
thafOfnvaterwayrequ1ring loCkS,8 Moreover,-i:heactUal 
mQveinenOlfJIaffi£over someOfour ;a,.rroack has-aau'" . 
a.lly exse.eded--the. theoretiCal maximum capacity ·ofclie
Erie Canal and of the Ohio River. The estimated maxi
mum capacity of the Erie Canal is 100,000 tons a. day: 
and of the Ohio River 320,000 tons.' These figures as
sume a. continuous stream of traffic in one direction and 
the utilization of the locks to maximum capacity. This 
theoretical possible movement may be compared with an 
actual freight movement over the Pennsylvania Rail
road through the city of Altoona on two tracks-with 
two other tracks accommodating forty passenger trains 
the same day--a.mounting to nearly 500,000 tons. This 

aH. G. Moulton, Water'Way, Versul R4ibway1, PP. 43%-'411 for Erie 
Canal, and H. G. Moulton, C. S. Morgan, and A. L. Lee. Till St. 
lAwrmce HaWg.,ion and p".".,. Project, pp. 17]·80, for SL Lawrenoe 
waterway • 

• John A. Fairlie, "The New York Canau," Q_1110f1nN1l 0' 
Economics, '900, p. 2-34· 

• "Examination of the Ohio River," ReI"" of S1ecial Boartl 0/ U. S. 
Army Engineers, J908, p. 112. 
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is at the rate of a So-ar freight train every five miriutes." 
The theoretical maximum capacity of the St. Lawrence 
waterway with its gigantic locks is only 216,000 tons per 
day: 

3. MMnIImimCe durges. It is often assumed that in 
the case of a waterway maintenance charges are of neg
ligible importance since, unlike a railway road bed, a 
waterway does not wear out. The truth is, however, that 
both canals and riven, if they are to be kept in good 
navigable mndition, require !!rge maintenance outlays _ 
~. The pet:;: sourre (;fQjBjculty is the Silt 
which aaumUJat.eS el'eI'Lseason both in Cl!i!iilS~ I 
CODStaiit ~ required if channels are to be kept : 
~vigable! and ~ addition. there are large ~ o~ys , 
In amnexDon with the mamtenance of tenninal facilities 
and the repair and operation of locks. 

We may mmpare the maintenance charges on the New 
Y cd Barge Canal system with those on the Erie Rail
road. which is located in the same section of the muntry 
and. like the cana.l, carries mainly bulky traffic. The 
maintenance charges on the canal system in 1930 
amounted to $3,300,363, or $6,286 per mile of canal. 
Expenses on maintenance of way and structures on the 
Erie Railroad amounted in the same year to $6P97 per 
mile of road operated. This figure of murse includes 
maintenance charges attributable to passenger traffic, 
which contributed 18 per rent of the revenues. The ton 
mileage of traffic per mile of canal was only 2,586,000 as 
mmparcd witit SPss,ooo ton miles of freight traffic per 
mile of line on the Erie Railroad. 
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A similar comparison may be made between the Ohio 
River, where the bulk of the traffic is mineral products, 
with that on the Norfolk and Western and the Chesa
peake. and Ohio, where a large part of the traffic also con
sists of products of the mines. On the Ohio River main
tenance charges amounted in 1929-30 to $6,559,305: or 
$6,800'per mile of river. This does not include main
tenance costs of terminals, but is for the river proper. 
Expenses for maintenance of way and structures on the 
Norfolk and Western Railway, including terminals, 
amounted to $5,282 per mile of road operated. The pas
senger revenues on this road amounted to about 6 per 
cent of the total. The traffic on the Ohio River amounted 
to 1,500,000 ton miles per mile of river. The Norfolk 
and Western in 1929 carried 7,973,000 ton miles of 
freight per mile of line. Maintenance charges on the 
Chesapeake and Ohio average $5,644 per mile, pas
senger traffic accounting for 6 per cent of the revenue. 
The ton mileage of freight per mile of line on the Chesa
peake and Ohio was 7,540,000. 

4. Direct transpart costs. In this respect, also, it is 
almost universally believed that a waterway has a tre
mendous advantage over a railroad. Will a boat not glide 
through the water with infinitely less friction than is en
countered by a car moving over steel rails? Certain ex
periments have recently been made which throw very in
teresting light upon this problem. It appears to have been. 
definitely established by dynamomere£1cs:ts_th~ 
three or fOUr!lllles per hour a given number oftoris~~ 
be moved in a: boat through the water with fewer foot 
pounds of effort than the same number of tons _ca!1be.
moved over a smooth steel track~ut that for any speed 

• For method of computatioD, tee pages 482.-85. 
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~or four 11}i1es ~ur th~vantage is 
with th~ SteeItiack._The reason IS at the speed 
reSiStiiru:e in th~cre3ses rapidly, while on the 
rails it increases but gradually. It is therefore only in the 
case of traffic where speed is a matter of no consequence 
thatthe waterway has an advantage even in direct haul
age~ --
~er evidence that the direct cost of moving traffic 

by water is high relativdy to that by rail is found in the 
fact that the railways manage to compete even though 
their rates have to cover other than out-of-pocket costs. 
The fact is that waterway rates, although they contribute, /' 
nothing toward overhead, maintenance, or taxes, are V 
typically only about 20 per cent below rail rates. While 
rates charged by the railways on competitive traffic may 
not, typically speaking, cover a proportionate share of 
overhead expenses, they do undoubtedly more than cover 
out-of-pocket costs. 

Attention should also be called to the fact that wages 
on waterways are substantially lower than those on rail
ways. The average yearly compensation per employee 
during the years 1923-30 was $893 on water carriers 
(Mississippi River and tributaries) and $1,685 on Class 
I railroads; wages having accounted for 46.7 per cent of 
operating costs on the railways compared with 41.9 pet 
cent on the waterways. In spite of low wages th.e operat
ing ratio of the water carriers on the Mississippi River 
and tributaries was much less favorable than on the rail
ways. The average operating ratio for the years 1923-30. 
inclusive on the Mississippi River and tributaries was 
100.5, as compared with 74-3 on Class I railways. The 
dividends declared during this period by the carriers on 
the Mississippi River and tributaries amounted to only 
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$187,000, or about one-fourth of one per cent annually 
on the average capital investment." 

There are two other factors bearing upon the relative 
cost of transportation by rail and water which should be 
mentiqned here. The first is that the distance by water 
between given points is commonly much greater than 
that by rail. For example, the distance from Chicago to 
New Orleans via the Illinois and Mississippi rivers is 
1,534 miles, as compared with 911 miles by the Illinois 
Central Railroad. The distance from St. Louis to Kansas 
City by the Missouri River is 398 miles, while by rail the 
distance is only 178 miles. 

The second factor is that of transshipment. !n some 
instan~<...s~es-alransshipmentj butmui:h 
more-trequently an extra handling of the goods is re
quired. This is particularly the case in Connection with 
the assembling of traffic from producing areas, particu
larly from agricultural and mining regions. As the Na
tional Waterways Commission pointed out many years 
ago, "Whe!lgt"llin _began to be produced away from the 

, waterways, it had to be loaded first into railroad cars, 
and; once in the cars, it remained there until it reached its 
market."'· The same consideration is frequently of de-

'asive importance in the movement of raw materials and 
industrial products. Wherever the traffic does not origi
nate directly on a water route the cost of transshipment 
to water commonly proves a serious handicap to its move
ment that way. The experience of other countries, as 
well as the United States, demonstrates that in the main 

• Compiled from annual SlIJlwics 0/ Raibt»tlys ;" IhI U"iuJ Suzus. 
For the operating resulu of the Inland Wat~rwayt Corporation, .ee 
below, pp. 491-5 0 1 . 

• Repot'l of Nllliolllll W"tnura"ys Com",;ls",,,, '9'°, Docummt II, 

p.41• 
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water traffic is confined to traffic having its origin and 
destination on the water route--although there are some 
exceptions to this rule. 

TheJaq_!!tat. rivers anA..canals lack the abili~ of the 
railways to permeate11le areas where traffic is assembled, 
and also, by means of spur tracks and sidings, to lay it 
down near the place of use in terminal centers is a serious 
handicap. ~ack the flexibility of the railways 
in this reg:frd, even as the latter lack the flexibility of 
truck transportation. As we show elsewhere, the one im
portant competitive advantage of the truck is its ability 
to pick up traffic anywhere and to lay it down precisely 
where needed.ll 

Whether we look at the problem of relative costs from 
the standpoint of construction costs, maintenance charges, 
or direct transport costs, the advantage is with the rail
ways as compared with canals or canalized rivers. On a 
combined basis, including all elements of costs, the ad
vantage of the railway is decisive. The alleged relative 
cheapness of canal and river transportation is attained, 
as was already indicated, only by omitting, in the case of 
a waterway, all overhead and maintenance costs from 
the computation while including them in the case of a 
railway. 

II. MISSISSIPPI VALLEY ASSOCIATION'S COST COMPUTATION· 

An attempt has recently been made by the Mississippi 
Valley Association to prove that transportation bJ( rivers 
and canals is cheaper than railroad transportation when.: 
capital investment is taken into account." The methOd 
employed is as follows: An estimate is first made of the 

.. See Chapt." XXVIII and XXIX. 
DID atatemenl of the Mississippi Valley Association before the Na

tional Transportation Committee, Dec. " 1932. 
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investment in rivers, canals, and connecting channels, as 
compared with the investment in railroads that is allo
cated to freight transport. Annual interest is then figured 
on these investments, and compared with the tons of 
freight carried. The figures, in condensed form (for 
1930) are as follows: 

Investment 
Tons freight originated 
In vestment per ton 

Railroads 
(for freight only) 

$19,133,502,22613 

1,153,196,636 
$16.59 

Rivers, Canals, 
and Connecting 

Channels 
$804,989,618 

226,760,000 
$3.55 

The conclusion is reached from this analysis that water 
transportation, even when overhead expenses are in
cluded, is only about one-fifth as costly as that by rail. 

The method here employed in showing that water 
transportation is cheaper than that by rail is, however, 
unsound. In the first place transportation service is 
measured, not simply by tons of freight originated, but 
by the distance that the freight is carried. The average 
length of haul on the railways is about eight times 
that on the waterways. The railway ton mileage 
in 1930 was 383,449,588,491, the waterway ton mileage 
9,087,513,000. On a ton-mileage basis the investment 
works out at 5 cents by railroad and 14 cents by water. 
Moreover, the ton-mileage' figure on the waterway is 
materially increased by virtue of the fact that the water 

U The method of computing thit figure "'"lUi to add to the book value 
of the investment of aa. I roads an item of 91 S million dollars for 
land grants and other subsidies from fedenl, Jtatc, and local govern
ments; then reduce the total by a percentage based on the ratio of pa,s.. 
senger expenses to total expeJUet, 10 as to get the inverunent for freight 
purposes. Since the land and other property donated to the railroads, and 
the aaets purchased with the proceeds of ules of lOch property, ace in
cluded in carriers' investment accounts, there is extm.ive duplication. 
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distance between given points, as already indicated, is 
typically much greater than the distance by rail. 

Several other shortcomings of this analysis may also 
be noted: First, the cost of rivers, canals, and connecting 
channels includes only federal expenditures; but the ton
nage figures include traffic on waterways constructed by 
states as well. This omission would increase the invest
ment figure by over $300,000,000. Second, the water
way tonnage includes traffic through the 500 and other 
connecting channels on the Great Lakes. The 500, as we 
have seen elsewhere, is in a special class by itself; and the 
traffic through the 51. Clair fi~ts is really a part of the 
Great Lakes traffic proper. The traffic through the 500 

alone amounted to approximately one-third of the total 
waterway tonnage. Third, non-revenue traffic, amount
ing to about 10 per cent of the total, is excluded from the 
railway tonnage figure, but such tonnage is included in 
the case bf waterways. In many cases where large con
struction operations are now under way, nearly all the 
water traffic is non-commercial.1< Finally, the waterway 
tonnage consists primarily of heavy, bulky commodities, 
the package freight amounting to only 12,747,000 tons. 
The railroad traffic, on the other hand, consists in sub
stantial part of high grade traffic requiring rapid service 
and costly terminal facilities. Whereas in terms of ton
nage the water traffic is equal to 19.7 per cent of the rail
way traffic, in terms of value it is equal to only 6. I per 

,cent. '" , . 
. In so far, therefore, as investment may be used ~ ~ 

basis for measurin~ relative costs it shows conclusively 
that railway freight transportation is very much cheaper 
than inland canal and river transportation. This method 

.. See below, pp. 48t, 489. 
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of measurement does not, however, include the direct 
costs of transportation. In the following chapter we shall 
compare the inclusive costs on particular water routes 
with the cost by rail for comparable service. 

III. RAILWAV SUBSIDIES 

In the foregoing analysis we have pointed out that 
waterways are subsidized by federal and state govern
ments. Attention must now be called to the fact that the 
railroads have also received since the beginning of their 
development substantial subsidies from federal, state, 
and local governments. There has been so much contro
versy over this subject that it is desirable here to present 
as accurate a statement as possible as to the character and 
extent of these aids. 

In the decade of the thirties, as has already been 
pointed out, state governments, with some assistance 
from the national government, promoted and gave fi
nancial assistance to comprehensive transportation devel
opment plans, involving turnpikes, canals, and railroads. 
The subsidies consisted chielly of stock and bond subscrip
tions, cash contributions, and land grants. The period of 
extensive land grants by the federal government to the 
railroads, however, was in the period from 1850 to 1871. 
These land grants consisted both of right-of-way and of 
adjoining lands, and it was understood that the latter 
would shortly be sold by the railroads to settlers. The 
land grants were made principally to Middle Western 
and Western roads as a means of promoting the more 
rapid settlement of the country. 

Data compiled by the Bureau of Valuation of the 
Interstate Commerce Commission, as of December 31. 
1930. show that the total land grants to the railways by 
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federal and state governments aggregated 176,030,259 
acres. Of this total the records show that 148,579,360 
acres were sold, yielding a return of $376,314.484--= 
average price of $2.54 an acre. Lands were forfeited or 
otherwise disposed of to the extent of 8,999,542 acres. 
The donated lands still owned by the railroads amount 
to 18.470,003 acres. At an average price of $2.54-the 
price at which the other land was sold-the value of 
this land near the time of its acquisition was about 
$46,000,000. The total value of the land received was 

. thus approximately $422,000,000. 
There are no precise data as to the value of the con

tributions made by federal and state governments 
through stock and bond subscriptions, cash donations, and 
in miscellaneous ways. The Mississippi Valley Associa
tion has, however, compiled an estimate from Interstate 
Commerce Commission reports showing a total of 
$194.oo2,53I--inciuding an item of $7,253,631 for tax 
aids." 

Total contributions by the federal and state govern
ments thus approximate roughly $616,000,000. As an 
offset to this we find that the Interstate Commerce 
Commission has given the railways credits for trans

portation services to the government amounting to 
$41,447,248, leaving the government's net contribution 
at $573,000,000. In every land grant there was a clause 
which provided that the railroads should perpetually 
transport mail, troops, and government supplieS at re
duced rates. The railroads contend that the value of these 
services already exceeds the value of the land grants . 

• For want of other data thia figure may be tentatively accepted. See 
statement of Mi.i.ippi Valley Association to the National Transporta
tion Committee. 
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It remain~ to call attention to th~ present value of the 
land which the railroads received as grants and which re
main undisposed of. The Bun:al.l u£ Valuation of the 
Interstate Commerce Commission carries railway land 
at the current market price of adjact:nt pruperty. The Bu
reau's figures show the ccmmurcial value of lands ac
quired by all Class I carriers "thruugh aids, gifts, grants, 
or donations from federal, state, and local governments, 
corporations, and individuals" tu Lt: $500,234.389, as of 
December J], 1930.'" As a result of the shrinkage in 
real estate values since I930 this figurt: would of course 
now be materially reduced. Taking the figure as of 1930, 
however, we find that the total vall.l~ of the aids received 
by the Cla33 I railways was $3i6,ooo,000 (lands sold) 
plus $ I 94,000,000 (other ailb) plus $500,000,000 

(lands on hand) or $ 1,070,000,000. 

The subsidies to the railway~ thus represent about 4 
per cent of the investment in tjle Class I railways as a 
whole. This may be romparea with a subsidy of at least 
8 S per cent in the case of waterways. The only private 
investment in w~7erway properti(;;:; is that which (in 
some cases) is put into terminal facilities, and the in
vestment in boat~. The railway~ pay taxes 011 their sub
sidized invcstmer.t, while the waterways do not. 

til!. All the foreg-oing data art fur Cl~~ I J·allroads. The fi;urc3 are 
llul pea.tiy modi£.ed by the incLus:on of the minor carriers. The hod 
valu~ 5gure it!, however, rai;ed to '$.;r6,16S,19S-



CHAPTER XXIII 

ANALYSIS OF SPECIFIC PRO JEcrs 

Thus far Qur analysis of the r.om of transportation by 
rail and water has been in general terms. WI: shall now 
study certain ~pccific projects, adopting the method of 
converting overhead, c:l.pita~, and maintell<lu'ce charges, 
borne by the govcr:1ment, into a ton-mile cost and add
ing thi~ figure to the rate paid by shippers ir. order to 
obtain tile inclusive cost. 11' figuring the cost of thcse 
projects we shall omit from consideration all c,,"pital costs 
incurred prior to 1890, and, in the case of the Ncw 
York State Barge C~.nal system, all prior to 190 S. ·We 
make this elimination becau:,e the modern en of water 
transportation, a~ we have already ir.dicated, begins 
ahout 1890, and it is hardly fair to charge against pres
ent waterway~ the cost of earlier improvel1';'ell'~, the 
value of which has been largely lost. 

I. THE !-lEw YORK STATE BARGE CANAL SYSTEM 

Since this project has already been discussed to some 
extent for illustrative purposes, only a very brief sum
mary of its h;story and prest:nt status is here requin:d. In 
1903 the state appropriated $ 101,000,000 for deepening 
and improving the old canal system, ut~ng a new route 
for a considerable part of the 2istance. The new route 
wa.s opened for navigation in May 1918, though the con
struction was still far from lXlrnplete. Up to June 30, 
193 I the total r.onstruction costs have been $Ij6, 74 7,841, 

of which $26,610,988 was for terminals not provided for 
, under the original appropriation. In addition, the cost 

of carrying the bonds is~ued ill connection with the proj-

469 
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ect had aggregated $63,210,572; and maintenance 
charges from 1915 to 1931 amounted to $46,755,215. 
Even yet, however, the construction costs are not com
plete and every year there are substantial outlays for new 
works. In recent years there has been a movement to get 
the federal government to spend large sums in deepen
ing and widening the route in order to accommodate 
larger boats. The federal government has, moreover, al
ready expended approximately $10,000,000 for the de
velopment of barge canal facilities at Troy, at Oswego, 
and at Tonawanda and Black Rock channel.' 

r. Traffic dtroclopment. The traffic development on 
the Barge Canal system has been disappointing. As the 
chart on the following page indicates, the traffic on the 
canal since it was opened to operation in 191 S has aver
aged less than half the volUme that was carried during 
the seventies and eighties. In fact, the traffic during the 
last six years prior to the abolition of tolls on the old 
canal-IS77 to ISS2--averaged 5.434>474 tons as com
pared with an average of 3,040,SI4 tons from 1925 to 
1931 inclusive. The volume of traffic annually since 
1922 has been as follows: 

To. MILES or TLune. NEW YoaE. BAROE CAlfA,LSYSTBII, 1922-1931 

1922 .•...•....•. 
1923 ........... . 
1924 ........•... 
1925 ........... . 
1926 ........... . 

362.442,277 
405,925,906 
448,399,607 
543,860,257 
552,208,134 

1927 ..••...... 
1928 ......... . 
1929 ....•..... 
1930 ..•....••. 
1931. .•....... 

581,832,903 
741,878,620 
715,551,472 
922,933,819 

1,358,048,539 

The traffic consists primarily of bulky, low grade com
modities. The most important items are grain moving 
east; petroleum and other oils, sugar, su~phur, and ferti
lizers moving west from the port of New York; and 

• Compiled fJOm AmIII4l Relort ./ 1M Chi" ./ E"gmurl. U. S. 
A,..",. 'u', 
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WATER-BORNE TRAFFIC ON SELECTED ROUTES' 
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• The 1Oun:es of the data used are as follows: 

Ohio River: Tramp.rl4l;rm ;" IIu Mississitti .... 1. Olri. Volley" 
Corps of Engin<crs, U, S. Army, aDd U. S. ShippiDg Board, 19'9. 

For COrrectiOD of Ohio River data, lee below. pp .. 411-lz .. 
Ne .. York Canals: 4..-.l Retor" .f IIu Sutmmmllml .f Public 

Woris. 
Receipt> and shipmeDts at St. Louis: 4..-.l S_ .f 1M Tnuk 

_ COBmWU.f s •. LMsis, Merchants Exchange of St. Louis (for yean 
1871-19'3) I Retor" .f IIu Clrief .f Eng;". .... (19'3-193'). 

sand, stone and gravel, which are mainly local traffic. 
The distribution of tonnage by commodities in 1931 was· 
as follows:' 

• 4-..1 Retort .f IIu S-t<rinllrfllnd .j Public W.r.b, N..., Yori, 
19]1. 
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Percentage Percentage 
of Total of Total 

Grain, except flaxseed 32.5 Sulphur 3.37 
Petroleum and other Chemicals, drugs 3.29 

oils 23.9 Fertilizers 2.25 
Sugar 8.17 Pig iron and billets 1.95 
Sand, stone, and gravel 6.9 Lumber 1.88 
Iron and steel articles 5.38 All other 10.41 

The sharp increases in ton mileage for 1930 and 1931 
are, curiously enough, primarily attributable to the in
fluence of the depression. The report of the State Super
intendent of Public Works for 1930 says, with reference 
to the traffic for that year: 

The unexpectedly heavy movement of wheat via the New 
York State canal appears largely the result of the world-wide 
business depression existing throughout the year. European and 
British buyers have. purchased mostly in comparatively small 
quantities, the rapid fluctuation of prices deterring them from 
large commitments. This has resulted in comparatively few 
cargo lot shipments, the greater portion being what is commonly 
called "berth tonnage.''' 

The result has been to divert much grain traffic from 
Montreal cargo boats to liners out of New York. The 
grain traffic over the St. Lawrence to Montreal shows a 
decline of over 40 per cent between 1928 and 1931. 

Cut rates on coastal and inter-coastal traffic, and also 
on the barge canal, have diverted some traffic destined 
for inland distributing centers of the East to the New 
York City-barge route. This rate cutting is, however, of 
a ruinous character and both the Canal Lines' Executives' 
Committee and the Intercoastal Conference are now in 
favor of the regulation of minimum rates by the govern
ment. At the hearing before the National Transportation 

I The same, 1930, p. 38. 
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Committee the Canal Executives expressed themsdves as 
favoring "constructive water line regulation, which 
shoUld from the beginning be comprehensive, complete, 
and carefully planned.'" 

Another. factor responsible for stimulating the water 
traffic is discrimination against the rail ways in the use of 
state elevators at Oswego. Grain destined to move by rail 
is charged more than when moving by water. 

2. The ;ndUJ;v8 cost of transportation. Since a number 
of boat companies operate on the canal, and since· they 
are not officially required to publ!sh rates, no precise 
figure is available as to the average rates paid by the 
shippers on canal traffic. The federal barge line on the 
Mississippi, however, reports an average of 4.91 mills 
per ton mile in 1929 and 5.05 mills in 1930. An average 
rate of 4-5 mills per ton mills for the New York canal 
system would seem to be a conservative figure." To this 
freight rate must be added the costs borne by the tax
payers in the form of overhead and maintenance expendi
tures. 

The State of New York had outstanding bonds 
against this project at the end of 1931 amounting to 
$151,440,000 which bear interest on the average at 
slightly more than 4 per cent. The actual out-of-pocket 
e'xpenditures by the state treasury in connection with this 
project in 1931 for interest on bonds outstanding was 
$6,057,600." This figure, however, does not in<;hide in-

• Brief in behalf of Canal Lines' Executives' Committee befo .... the 
National Transportation Committee, New York, December 193:1, p. 4 . 

• See below, p. 50a. \ 
·Since J927 the interest figure i. not given aeparalely in the Annual 

Reporll of the Comptroller. but i. lumped with other charges for public 
worka. For the 1931 ngure we have taken a aat 4 per cent on the bonds 
ouutanding. 
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terest on the full construction cost. At the least we should 
figure interest on the full $176,747,841 of construction 
cost, and it is also proper to include with capital costs in
terest charges during the period of construction.' While 
about $25,000,000 has been expended upon additional 
construction since the canal was nominally completed in 
1918, we will include in capital cost-in order to be con
servative--only the interest accumulation on the invest
ment up to 1918, namely, $16,055,626. The interest at 
4 per cent on this total of $192,803,467 gives an annual 
interest cost of $7,712,183. (This does not include in
terest on improvements made by the federal government, 
noted above.) 

Maintenance charges by the state government 
amounted in 1931 to $2,794,832" net.' In addit:on, the 
maintenance charges allocable to the IY .. rge canal in con
nection with federal improvements at Troy, Oswego, 
and Black Rock Channel amounted to approximately 
$140,000.' This makes total maintenance charges of 
$2,934,832. 

The minimum annual overhead cost for interest 
and maintenance, borne by the taxpayers, aggregates 
$10,646,970. Inasmuch as the total traffic carried over 
the canals amounted in 1931 to 3,722,012 tons, the con
tribution of the taxpayers amounted to approximately 

'This i, in accordanre with commercial practice and is followed by 
the federal government in connection with the Panama Canal . 

• The ltate receives lOme income from terminals, wareboutet, and 
water power teaselS this amount has been IUbtracted from the gtoll 
maintenance. In 1930 the state expended a110 '191,°7:& on new co .... 
atructiOD, and $133,106 in 1931 . 

• This figure .... been computed by taking 60 per cent of main
teuance cost> for Black Rock Channel and for Oswego Harbor (barge 
canal traffic accounting for 60 per cent of the totals attributable to 
these improvements) plus the total mainteuance colt for Troy Harbor. 
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$2.88 per tOil. In terms of a rate per ton mile the tax
payers' subsidy to the shippers amounted to about 7.84 
mills per ton mile. Adding 4.50 mills, the shippers' rate, 
gives 12.34 mills per ton mile. For purposes of compari-. 
son with railway charges this figure has to be increased 
by virtue of the fact that the distance between Buffalo 
and Albany by water is 363 miles as compared with 303 
miles by rail. The water rate in terms of the rail mileage 
is equal to approximately 14-81 mills. This cost figure 
does not, it should be observed, include any provision for 
taxes on the capital invested in the canal improvements 
or make any allowance for depreciation of canal prop
erty. 

We may now COl1lpare this figure with the actual rates 
charged by the railways. The average freight rate per 
ton mile on the New York Central Railroad in 1931 was 
9.87 mills; on the Erie Railroad 9.7'1. mills, and in the 
Central Eastern region as a. whole 10.3'1. mills. These 
rates represent the average on all classes of freight, high 
as well as low grade traffic. Rates on grain, petroleum, 
sand, stone, and gravel, and other bulky products are 
naturally very much lower than those on high grade 
freight. It will serve to clarify the problem, therefore, if 
we cite rates on certain railroads, the traffic of which is 
primarily bulk tonnage. The a.verage rate per ton mile 
on the Chesapeake and Ohio in 1931 was 5.97 and on 
the Norfolk and Western 6.84 mills. The bulk of the 
traffic on these roads is mineral products. The road which 
has the highest percentage of its traffic in products of 
agriculture is the Canadian Pacific Lines in Maine. l,Q. 
1931 agricultural traffic comprised 50 per cent of the 
total. The average rate per ton mile was 8. 7~ !Ilills. 



The,'railtates:must provide sufficient revenuolo cover 
-ilo@j' ~dte(anl;Hederal taxes;: If the railroads were, r~ 
,1ievecl'ohMse: taxes theic'.rates coUId ,of' course be: some
-whllt'l"edueed,; Fot the purpose of computirtg the amount 
lof taxes; inipUtabli: to freight service, and henee to 'the 
<freight rate, per', t{in ' mile, ,we take 19i 8, rather than 
:thi: peak traffic year, '1929,' or the depressed years which 
(have,followed. The tax was equivalent to '.79 rnills per 
otonini1e,~o~:, -' ,,':', "!, '", ' 

'r "ItJ1s deJU: ftom 'these'figutes that the lntlusive l:0SI: of 
'ftan&pattllllOA blf theN tw:¥ ark' Barge (;anal system is 
1\Mrl1do'Ubio thai::on Iililways'for simi.tartypes of traffic. 
The taxpayers of the State of New York contribute over 

210 lriilkper,tothrtile in order to ,make possible"a slight 
't'edllctil>li~bgnting' to: I .o()1' Z ,Mills atthe-' most-in 
ireignf'i'atti.'t0rSbipperi;'[f the analwete:abindoned 
calid the taifrOads. 'Were permitted ta handle the' traffic 
-the 'increased :tonnage woukl make possible & :reduction 
jjnraildiai'~es,:ind/ot increased tax: conttibutiO'tJS to the 
,govetl'lmemv;: Anhe same 'time the abandonineni: of the 
:tanahvoold sa~e'the taxpayers the amiual maintenance 
;Chatg~;;.;,i n " :', ", ," ' " 

, ',J,' 'II. THE OHIO lUVEIt 

':TJie'Ohio':"rutet<and itdtiliutaries have always coli
!1Iti'tuted iPlll6st Imp()rtant~in many ways die most im
'I'0rtailt=+linldn our inland' water transportatiiHI system. 
,The Ohio, River, never suffered any severe -decline in 
'traffic duriR{fdufperiod' of waterWay decadence, though 
:thetew~ 3. marked shift itHhecharacter ol traffic. In 
rthe early days-the commerce'ort die Chit, 'River 'con
sisted of Ii wide variety of comttibdities, inCluding giain, 

... Taxei apPortioned to freight Jervice on the basil of the tatio of 
freight expeDICI to total operating expenses. 
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lumber, fruit, and general merchandise, as well as prod
ucts of the mines. In the decade of the eighties, however, 
Ohio River steamers carrying miscellaneous packet 
freight largely disappeared.from the river and were re
placed by barges carrying "mainly coal and lumber. By 
1887 only one regular steamboat line remained in opera
tion between Cincinnati and New Orlearis. 

The federal government..had expended on improve
ments and maintenance of the Ohio River up to 1890 
about $8.4-82,000, while from 1890to 1910expendirures 
for new construction and-maintenance aggregated some
thing over $20,ooo,OOO.u In 1908 a special board of 
Army engineers made an examination of the -i-iver and 
recommended its improvement by a system of1ocks and 
movable dams, 54 in numDei-j-which would give the river 
a limiting depth of nine feet.The~ted;: {ost was 
$63,731.4-85 for river imprevements and $ 5 ,000,000 for 
the necessary dredging plant. U The completion of this 
project was formally celebrated in 192?-. The cost, ex
cluding maintenance charges, and terminal facilities 
which were provided by private interests and munici
palities, had amounted to a little less than $ 100;000,000. 
From 1890 to June 30, 1930 total expenditures by the 
federal government for construction and maintenance 
upon the Ohio; River aggregated $15°,2°5,927. Ex
penditures upon tributaries of the Ohio during the same 
period amounted to $88,141,524-makinga total for the 
Ohio River system of $238,347.4-51." 

• The pubfubed r<pons of the UDil<d _ Army Engineen for 
dais ~ do DOt emble 0'" to gi"" p...a.. figmes. 

"Exzminatioa 01 0Ib0 Rj""r," R.,..., 01 1M S,.a.l B...-J '0, 
U. S. A,..,y E_,mun. '901, pp. -]S, 3' . 

• Compilal &om A • ...." R.,..,., 01 1M Cilie/ .J p,Poun, and the 
£~ C_ "I 1M ll";uJ SI4Ur, 18,0. 



Commodity 

Coal and coke ........... 
Sand. Ilone. and gravel . .. 
Iron and sted •...••...•• 
Petroleum •.•.•....••... 
AU other ••.•.•.•.•••.•• 

Tot.I. ...•.•....••. 

1927 

Toni 

8,518 
9,574 

982 
206 
847 

OHIO RIvEa T .... rFlc. 1927-1931" 
(000 omitted) 

1928 1929 

Per Tons Per To .. Per 
Cent Cent Cent 

44.1 9,161 43.7 9,7S1 44.4 
47.5 9,177 43.8 9,074 41.3 
4.9 • - 1,595 7.3 
1.0 323 1.5 590 2.7 
2.5 2,270 11.0 944 4.3 

2O,i27 ---2Q.9j! ---
100.0 100.0 21,954 100.0 

1930 1931 

TOni 
Per Tons Per 

Cent c.nt 
-

9,769 43.7 8,519 47.1 
9,526 41.3 7,083 39.2 
1,630 7.3 902 5.0 

449 2.0 !416 2.3 
964 5.7 1,151 6.4 

22,338 100.0 18,071 100.0 

" Compiled {rom Annu.1 R<POffl qf 1M CAit/ qf En,i",,,,. Traffic on th.Ohio River i. divided into three cl .... ., loco! 
ttalfic:, "hich movea up and down the river between ciries located on the riv~r. traffic which originatel at rivet' points and is 
ahlpped out of thf" river oyer tributaries or the Mississippi; and traffic which originatts Oil other streams and moves inbound 
to Ohio River points. These figures should not be oompared with traffic moving over other streama ul'lless allowances are made 
lOr duplications. .• 
. • NotohoWD aeparatdy. ' 
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r. CharllCter of traffic. Traflic moving over the Ohio 
River at the present time consists chiefly of coal and coke 
received from tributaries, and sand, gravel, and stone 
originating along its banks. As is shown in the table op
posite, these two classes of commodities comprise more 
than 8S per cent of Ohio River traflic. 

The coal and coke trade originates in mines adjacent 
to the Monongahela and Allegheny Rivers in Pennsyl
vania and in the middle Appalachian coal fields of West 
VlI"ginia. The mines of Pennsylvania are so close to the 
Monongahela and Allegheny Rivers that transshipment 

, to the river is not required. About two-thirds of the coal 
traflic from the middle Appalachian field moves by rail 
to Huntington, West Virginia, and about one-third by 
the Kanawha River. 

Prior to 1900 a substantial part of the coal moving 
over the Ohio was shipped to Mississippi River points. 
In recent years, however, only a small percentage of the 
Ohio River coal moved to Mississippi points. About one
half of the Monongahela and Allegheny coal and 'coke 
which passes down the Ohio is destined for Woodlawn, 
Pennsylvania, oilly 18 miles below Pittsburgh, while the 
other half is distributed between Pittsburgh and Follans
bee, West Virginia, 71 miles below Pittsburgh. Some 80 
per cent of the coal and coke tonnage originating in the 
upper Ka~wha is shipped as far as Cincinnati. 

The sand, stone, and gravel trade is almost entirely 
local traflic, and comprises the bulk of all traflic which 
originates on the Ohio. This traflic, in fact, originates in 
the river and moves short distances to wharves where it 
is transshipped to truck or railway car. This traflic in 
1930 comprised 77 per cent of the upstream tonnage 
originating on the river and S9 per cent of that moving 
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downstream. Moreover, of the traffic passing from the 
Ohio into the Mississippi or into the tributaries of the. 
Ohio 77 per cent consisted of sand, gravel, and stone. I 
The average lerigth of haul for sand and gravel moving 
on the Ohio in 1930 was only 14.9 miles. 

The iron and steel traffic on the river consists of two. 
principal movements. The first is the down-bound move
ment of partially fabricated materials from steel plants: 
located above Pittsburgh to their subsidiaries just below: 
Pittsburgh. The second important movement, amounting' 
to about 20 per cent of the total, is outbound traffic to: 
Mississippi River points. The priricipal movement is to' 
Memphis, Tennessee, but a small amount moves as far as 
Vicksburg and New Orleans. This traffic, however, has' 
shown a decrease in recent years. The traffic in petroleum; 
products is largely local-an upstream movement from 
Parkersburg, West Virginia, to Wheeling, and a down 
stream movement from Catlettsburg, Kentucky (mouth 
of Big Sandy River) to Louisville. 

The traffic situation on the tributaries may be very' 
briefly summarized. Water~borne commerce has declined 
steadily since 1890 on all the tributaries except those 
which are adjacent to the coal mines and on the Tennes
see and Little Kanawha rivers, which have a growing' 
volume of local traffic in sand and gravel. AS we have
already seen, it is the coal traffic originating on these' 
tributaries which accounts for the largest volume of the 
Ohio River traffic. The following data show the traffic' 
trends on the above mentioned group of tributaries where' 
traffic is increasing and upon all other tributaries by 
decades since 1 890:" ,i 

M Compiled from Annual Retortl. o/Ilu Chiel 01 Eng;neef'l, and" th~ 
Ele1fJmJA CetUUS of Jlle U"iuJ SIIdel, J 190. . , 
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, .• , >:: .I~9~ 1900-1911l 
TnDatuiel .ith .. ~, 

I~O 1930 

. ........... ..... ··1';13&:170. 9,i79,939 .liS,006j2tt 32,169,717_, 3&,667.7~9 

i"=:"wi!s. . i,3'ro,\j6~ 2,609,711 .: :p7i,lo~ sit,l7S I:SS~.464 

The chart on page 471 gives the impreSsion that com~ 
mercia1 traffic on the Ohio River has been increasing very 
rapidly in recent ym. The data there given are the offi
cial figures presented by the United States Army Engi
~eers:. The increase 1~ liowever, priniiruy attriootaofe 
ro the £act that the method of compiling statistics of sand 
and gravel shipments was changed in 1925. Prior to th~ 

~: ::~do= ~~r:o::~:d~~=:~ 
~ince 1925 they are included as tonnage,·eveA- though 

~
tir may not be shiP.ped.Oilt of the·.pOoI in W.hich tho et 
e dredged. The inclusion.oE. this-non-wmmereial !t1~' 
c~ during a peri()(t~wn:~=!he_-~!iditures: upon tm, 
rcwements of oW" .waterways have been increasing ~ 

rapidly, has served greatly tQ-incriase -the nominal ton 

r~e chart on. pa~ 482 sho~ the changes in ~~~ 
bge on the OhIO River for vanous classes of mig 

~ 
1905 to 1930. It will be seen that the bulk of. th 

ncrease in recent years is attributable to the inclusion of 
. . illegitimate sand and gravel traffic. With this traffi~ 
diIninated, the traffic fln the river, in 1930 was not ap
preciably greater than in 1905. . . 

Very little of the commercial traffic, moreover, is com.
JIlon carrier business. Abo~ 9S per cent of the terminals 
.are owned by private enterprise and the ~ulk of-tbe b:af:
.fic is moved by private industries in their own boats 1Uld 
barges. The route is mainly. of advantage to iron and 
!lted industries of the Pittsburgh region. The advantage 
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of subsidi~d cheap transportation on the Ohio River 
system goes not to the ultimate consumers of iron and 
steel products but, mainly at least, to the particular iron 
and steel companies which are so situated as to take ad
vantage of these low water costs. 

FREIGHT TONNAGE ON THE OHIO RIVER 

190 5-1930 ' 

~.'L-"""IIIr. ILQIIS-W/'IBER 
IRON-STEEL. :;. STONE-SOND-llUVEL mI.~~;.,r.~~I~"'~" 
MIOC£U.ION£OU5 u""-ASSlFlED 
l'At"ET FRT. COAL-COKE 

• Chart taken from J. E. Switzer, "The Completed Ohio River 
Project," Procu4;"gS./ InJ;""" "='_, ./ leima, Vol. "', '93', p •. 
3 .. 6• 

2. The incluswe cosl of transportation. Inasmuch as 
the traffic is so largely handled by private companies it is 
difficult to ascertain the direct transport costs on the river. 
We are informed that the rate on coal for the short hauls 
in the Pittsburgh district is 25 cents a short ton, which 
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gives an average ton-mile rate of about 8 mills. Sand and 
gravel rates are similar. Allowing for lower rates on the 
traffic which moves longer distances, we might have an 
average rate as low as 6 mills. To this rate must be added 
the cost borne by the taxpayers. 

Of the $150,000,000 expended upon the Ohio River, 
approximately $120,000,000 was for new construction 
costs and about $30,000,000 was for maintenance and 
operation. These outlays for maintenance and operation 
are continuous in character. There are more than 50 locks 
on the river which require constant repairs and frequent 
rebuilding. Reporting on the condition of locks and dams 
for 1931, the United States Army Engineers state that 
"[Locks] Numbers 4 and 5 are so deteriorated as to re
quire excessive maintenance and repair. Investigation is 
in progress with a view to replacing these structures and 
Number 6 with one new fixed dam located at Montgom
ery Island. »10 Likewise, it is necessary to dredge the river 
continuously in order to maintain the necessary channel 
depth. 

The sums expended for the maintenance and operation 
of the Ohio River and its system of locks and dams for 
the years 1930-31 and 1931-32 were as follows. The 
figures are taken from the annual reports of the Chief of 
Engineers: 

Operation of locks and dams 
Repairs and betterments of locks 

and dams 
Operating snag boats 
Open channel-dredging 
Open channel-new work 

1930-31 1931-32 
$2,733,368 $3,041,666-

681,976 
49,362 

278,861 
1,962,276 

985,161 
50,000 

970,922 
1,161,226 

$5,705,843 $6,208,975 
• R.,ort.I"" CAUI.I E",irIun, 191', p. Ill9. 



484 AMERICAN'TRANSPORTATION PROBLEM 

"The; ,'average: -expenditure for- the two. years i~ 
$5,957,409; and the expenditilre for the year 1932-33 
will probably exceed this amount. Appropriations for the 
current year, exclusive of those for operation and care of 
locks and dams which are met from permanent, indefinite 
appropriations, amount to $4,408,838. With the opera
tion of locks and dams included the total will approach 
$7,000,000. It appears, .. therefore, that although the 
earial was formally-completed inI929 expenditures are 

, ccintinuing at much· the same rate.as in preceding years. 
In fact, the. expenditures for the last three years exceed 
the average for -the whole period from 19 I d to 1929. , 

A portion of the tost<is.allocated to "cipen chanru:.t-.:. 
new worlt'l-'""Which raises th~ question .as to whether. the 
improvements :were really.. completed in ~929--On .this 
point the engineerS haVe stated, thatf'.owing.to the fact 
that a part of thewcirk to De done is the reinoval of d~ 
posits_that fonD annually. and that ·rea!nf stiri'eys of all 
Man: ~ot yet available; no reliable estimate can be 
made as to what proportion of the work is completed.'''' 
1£ these bars form annually jtwoulci lieem clear that taeir 
removal is a proper Charge againSt maintenance. 1£ there 
are any bars that have not; been-dredged at all these 
should..obVi<iusly be· regarded as a plirt of the original 
cost; but it is ~Dt delJr that there are any such., Since the 
history of river canalization in general indicates that new 
bars are always forming it seems reasonable to regard all 
these dredging- charges as allocable to the continued 
maintenance ~of the Ohio River in a proper condition 
for naVigation; - - -. ) 

The foregOing figUres relate only fomaiirtcnaitce eX.! 
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-penditures incurred by the Army engineers. Navigation 
aids in the form of fixed lights, buoys, and channel mark
rrs an: provided by the United States Bureau of Lighr,. 
:houses. The total outlay for such aids on the Ohio 
River system in the fiscal year 1931-32. was $I18,766. 
We do not have figures for the Ohio proper but $80,000 
may be taken as a rough approximation. 

Unlike the State of New York, in ronnection with the 
Barge Canal system, the United States government has 
not issued bonds for the improvement of rivers but has 
financed the projects out of annual appropriations. The 
$12.0,000,000 referred to above nevertheless represents 
an investment by the federal government in the Ohio 
River. Since this money might be invested elsewhere in a 
profitable way, we must include the interest on this 
amount as an element in the cost of transportation on the 
Ohio. At 4 per cent, the annual interest charge would 
-amount to $4,800,000. The total subsidy to shippers on 
the Ohio River, in 1931-32., was $6,208,97S (rivermain~ 
_ tenance), $80,000 (navigation aids) and $4,800,000 (in
terest on investment)-a total of $11,o88,97S. 

In terms of a rate per ton mile the taxpayers' subsidy 
to the shippers on the Ohio River proper amounted to 
'7.4-6 mills. This figure is computed on the basis of the 
:total traffic, including the non-commercial sand and 
gravel tonnage. The addition of, say, 6 mills for the cost 
. of moving traffic gives a total of 13.46 -mills. The eli£
.tance between river points is typically from 40 to· SO per 
cent greater than the distance by rail.between the same 
.points. Between Pittsburgh and Cairo, Illinois, the water 
distance is 981 miles and the rail distance 648; betwee~ 
.Pittsburgh and Bellaire, Ohio, where the traffic is heavi
-est, the water distance is 94 miles and the rail distance 69 
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miles. The ton-mile rate by water must, therefore, be in
creased by 40 per cent for purposes of comparison with 
rail rates, making a rate of 18.84 mills as the inclusive 
cost of transporting bulky commodities consisting almost 
entirely of the lowest grade of traffic. This cost may be 
compared with rates per ton mile on the Chesapeake and 
Ohio Railroad for the same year of S.97 mills, on the 
Norfolk and Western of 6.84 mills, and on the railroads 
of the Central Eastern region 10.32 mills. 

III. THE MISSOURI RIVER IMPROVEMENT 

In 1906 the Missouri River Improvement Association 
was organized for the purpose of "educating the public" 
as to the possibilities of commerce on the river, particu
larly between Kansas City and St. Louis, and for securing 
federal appropriations for the improvement of the chan
nel. In ·1908 the Board of Engineers, United States 
Army, after a two years' examination and survey, esti
mated that a permanent navigable channel of 6 feet 
depth and a minimum width of 200 feet between Kansas 
City and St. Louis could be procured at a cost of 
$3,Soo,000. A re-examination of the problem in 1912 

led the Engineers to a revised estimate of $20,000,000 

and the project was then launched in a systematic way. 
In 191 S the District Engineer in charge of the Mis

souri River recommended that further development of 
the project be abandqned on the ground that the expense 
was disproportionate to any possible gains that might be 
realized. The publication of this report, which threatened 
a serious setback to the waterway movement in general, 
led to a great conference of waterway interests in Kansas 
City in August 1915 which was attended by over 200 

delegates representing 10 states and 48 cities. The Board 
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of Engineers finally yielded to the pressure of public 
opinion and recommended the completion of the proj-
ect.u -

The total expenditures upon the Missouri River sys
tem prior to 1890 were $5,692,310. From 1890 to 1932 
inclusive the expenditures upon the Missouri River sys
tem aggregated, including maintenance, $76,193.49f> of 
which $1,364,020 was spent on four tributaries, the 
Yellowstone, Kansas, Osage, and Gasconade rive=. 

The construction costs, excluding maintenance, on the 
St. Louis-Kansas City division, which the Board of Engi
neers estimated at $20,000,000, had amounted, up to 
June 30, 1932, to $47,945,328. On June 30, 1932 the 
Board said: "At ordinary stages there exists a depth of 
6 feet from Kansas City to the mouth. Some additional 
construction is necessary to stabilize and maintain the 
channel"" The amount estimated for completing the 
project is $7,720,000, inclusive of available appropriated 
balances on hand amounting to $ 5,5 58,522, part of which 
would perhaps be used for maintenance.'" (Including 
construction costs prior to 1910, the total figure for capi
tal outlay is approximately $62,000,000.) In addition to 
these federal expenditures, local interests in the Missouri 
Valley have contributed from 1912 to 1932 as much as 
$2,090,682 toward general improvements on the Mis
souri. 

Maintenance charges on the Missouri River have in
creased similarly with the capital cost. J"he Engineers 

.. For a full analysis of the "",DOIDiC significauce of the project .. it 
appoarod at that time tbe =dcr may be n:ferr<d to all article by H. G. 
Moulton in the JOIInUJ of PoUtical E-" Dca:mber "'5. Pp. 
961-70 • 

• Ret"".f IIu Cmq of E"gmun, '932. p. "52 • 
• The ....... p. "57. 
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:estimated: in 1908 an annual maintenance charge of 
-~147,500;20 in 1912, $500,000," in 1928 they reported 
that "it was impracticable to estimate the cost of annual 
-maintenance"; 22 in 1931 the estimated outlay was put at 
$I,OOO,ooo;'~in 1932 it rose to $2,876,204.66;" and the 
-estimate lor the fiscal year ending June 30, 1934 is 
,$2,330,000." 

The difficiilty-of providing satisfactory navigating con
ditions on the river is indicated by the following state
ment: 

- The stream is- notorious for instability of channel, shifting 
<sand bars and shore accretions, and extensive erosion of its al
luvial banks by swift, 'undercutting currents. Low-water stages 
'occur in the late f~ and winter, succeeded by a secondary flood 
,;n April and the annual June high water. Navigation is halted 
:or seriously in.'peded from three to five months by ice and low 
stages.16 

_ 

I. Traffic. The traffic moveq on the river declined 
somewhat between 1911 and 1922. Since 1924 the com-
'merce has increased, as shown by the table on the fol-
10wing page. 
- The figures of total tonnage have commonly been 
:cited as evidence of the beneficial results of the improve
ments made on the river.'" Practically the entire tonnage, 
'however,.is an incident of the construction work itseU. 
-The large increases in tonnage in recent years is due sole-

• 60th (.::ong., House doe. J lZO, p. 37 .. 
:II Reporl 0/4M Chief of Engineers, .917, p. 1110. 

-The tame, 19z8, p. 1146. 
-The same, .911, po. ~z44. 
~The same, p. 1241-51. 
"The same, I91z, p. ItS?· 
• T"lnS'PDrlalwn ;" the Missislipti "nil 011;0 Y lilley" Corps of Engi

neers, U. S. Army, and U. S_ Shipping Board, '9'9, p. )S • 
• Among other places in testimony before Congretl when .,liciting 

appropriatioDL 
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Iy to the enlarged scope of the CQnstruction and liredging; 
work which was being undertaken on the riv!=!, during 
those y~ Private mmmerce has almost. ~ppeared. 

Year 
1924-
1925' 
1926: 
1927-
'928. 
1929 
1930" 
1931-

TRAFFIC OJ( THE MIssoUJU RIvElt 

Commercial 
Traffic 

Government All 
Materials Traffic 

181,813 165,511. 3'7',324-
249,899 161,000 ,410;899 

-343,815' ,- i71f,60c}' '514,424-
196,9n' - 354,310' ~ ,'. ~St;28t' 

3,484_ 809,117]: 813,201: 
7J9 l,lS7,~S.~ '- : l,IS8,331. 

~, ", 1.828,439'. 
'-:",~ ,'IJ77.86II ... - .... ... . 

. ' • VoIm. ol.......;.Js.-l in go_ ""!it,, shown oopaa&elr-
.. "A Iaq:e , . of the arafiic rq>Druil, .... 'toirivei imp.o-

...... _rk.Jl ~ ClWf.f E..p.un~ ~9i" lit: II> Po ~~. • 
._ ... 

- The'tnfIic-mOvc:$ cmly a fi:w JDil~ Seventy-eighCper: 
cent of tb.c. total is 1iaJl.d, $t01lt\ lJDd gravel ~I per:cent. 
is "wood and paper," CC)nSilIbnglacgelY.:.~f pilings, lo~ 
anq'other Iumber;cNearly all of thit~_traffic 
rqxrtcd fOl'-they.:an .~';'21 m~~of ,SI!lds ~e; 
and gravel. In view of _th!! Jat;t lhat,ll~ ~n:ial t:J:a1Ik 
in sand &lid Yl'vel has been reported Si.nce:li28 ope may 
presume this trade Wl!S not really "co~"jn t;aCli!=!' 

years. The-779 tQnS of-commen:ial toIfIic in Im-mn .. 
sisted of 750 toilS' of IGgll;' J 0 tens of hQq;e9 and mules,: 
6 tons of cattle and hOgs;; 6 rOIl$ ~ COf"!l, 4 toilll of 'rna, 
ehin!=l'y, and 3 to.DSof"o!ll·()thc!:r.~ ',( ,-:- <e. , .':- .. 

z, Tlu inelflSivtt~" 01 "Ms,orl,'A:~c$ttment 
will suffice to show the mntributions of the taxpayers, for 
transportatiOn on this sectiQ~ of .the MiSsoUri. RiVer. In 
the year 1932 the interest on the capital investment.at ~ 
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per cent, amounted to, roughly, $4,000,000. Main
tenance charges amounted to $2,090,293.'1 This makes a 
total of $6,090,294. Estimating that the genuine com
mercial traffic is as large as it was in 1928, the transporta
tion cost borne by the taxpayer amounted to $ 1 720 a ton. 
On the basis of 1929 commercial traffic the subsidy is 
$7900 a ton. 

3. Contemplated improvements on the upper Mis
sOUtri. The program of Missouri River development also 
calls for 'the provision of a depth of 6 feet from Kansas 
City to Sioux City, a distance of 417 miles, and the im
provement of 'the river by the removal of snags and 
dredging operations from Sioux City to Fort Benton, 
Montana, a distance of 807 miles. There was expended 
on the Kansas City-Sioux City stretch up to 1927 for new 
work $2,987,000. Revised estimates in 1932 called for 
an additional expenditure of $77,000,000. Twenty-seven 
million dollars has been appropriated under acts of J anu
ary I, 1927 and July 30, 1930; Maintenance costs for 
the year 1933-34 are estimated at $250,000. 

The traffic on this stretch of the river amounted, in 
1929, to 208,800 tons, of which only 489 tons was com
mercial traffic. The traffic on the river above Sioux City 
amounts to only a few thousand tons annually. 

In concluding this account of the Missouri River de
velopment mention may be made of the fact that local 
interests in the valley are becoming disillusioned about 
the benefits that were to be conferred on agricultural 
traffic. The Board of Trade of Kansas City has recently 
passed a resolution against' government operation of 

• Lights have not u yet been provided, but & large item on tbi., 
account was incl.ded in the '9]]-]4 b.dget of the B .... u of Light-
00_ 
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barge lines. "Reports dated November 30, 1929 and 
February 10, 1930, by the district engineer, and DeCem
ber 26,1929 and February 20, 1930 by the division engi
neer, on preliminary examination and survey [of a 9-foot 
project in the lower Missouri] are held in abeyance in
definitely by the Board of Engineers for Rivers and Har
bors at the request of local interests."" The railway rate 
on grain from Kansas City to the Gulf (Port Arthur) is 
4-76 mills per ,ton mile (II cents a bushel). Since'the 
water distance from Kansas City to New Orleans is ISS6 
miles as compared with 789 miles from Kansas City to 
Port Arthur by rail, the waterway has no possibility of 
competing for the only important type of potential water 
traffic originating in territory tributary to the Missouri 
valley. 

IV. THE MISSISSIPPI RIVER 

The golden era of transportation on the Mississippi, 
romantically depicted bl Mark Twain, came to an end 
before the close of the last century. Shortly after the 
Civil War passenger and general merchandise traffic de
clined rapidly, leaving in the main only lumber products 
on the upper river and cotton, grain, and coal on the 
lower stretches. The maximum traffic was probably 
reached in 1889. Traffic on the upper river declined from 
3,947,000 tons in 1889 to 1,836,000 in 1910, and to 
630,951 in 1920. On the lower Mississippi the traffic 
for all sections, including duplications, declined from 
6,701,000 in 1890 to 3,742,000 in 1910r and then in
creased, during the war period, reaching $,364,000 in, 
1920. No data are available which show traffic on any 
one section of the Mississippi (or the rl,ver as a whole) 
over a long period of years. Receipts .and 5hipments at 

• R.,." .f 1M e,,", .f E~g;",,,,,, '93-, p. 1I7i; 
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St. Loui_thc best measurc' of river traffic we hav~re 
shown in the chart on p. 471. 

During the World War the United Statcs Railroad. 
Administration commandeered all privately owned fioat~ 
ing equipment on the Mississippi and. Warrior Rivers" 
alloted $12,000,000 ·fOT new fioatingequipment, and 
took over the operation oj the boats. Under authorization: 
of the Transportation Act of J920 which 'lImong othcr 
things was intended l'to promote, encourage, and develop. 
water transportation; service; and &cilities and to foster 
and preserve in full vigor both rail and water transporta., 
cion," this .. Mississippi service ~.'transferred to th~ 
jurisdictiOJ:lof the War Department; 
" The :officcts in charge in due com:se contended that the:! 
operating losses were the resUlt of hampering regulationt 
and restrictions,: and that if the service, were set up on a 
satisfactory business basis it would be possiblt bt.dcmon
Stratc:the inherent ,adtantages'of Water tranSpOi1:ation.l 
ACcordingly,Ci:mgrcss in :1924::x:reated 'the ilAIand: 
Waterways Corporation to be operated.as a separatc'ume:: 
under the War Departmcnt~ III reporting thc bill favor .. ; 
ably to thc House.of Representatives; therCommittcc Olli 

InterStatc and FDrcign Cominerce stated that: 

The C~mitt~~ kli~v"~.' : ~. that' if th~\>ii1 ~oi~ a law 
the GoverJlment can' and will Within the neXt five years demon~ 
sUate 'not'.,nly tJui praCncabiIitf .,f water . transportation, but 
the great advantage ana economy to ihipperi, .... d the profitable. 
re&lIlts that· will reward private capital invested in transportation 
facilities on -our ,riven. And whe., .that pme.comes, it is .the, 
judin!ent of. 'the. Committee that .the Government can. dis~ 
of its properties to priva~e cap~ to an advantage and'1!fithdraw 
entirely fiom SuCh aCriyjtieS.' . C 

Aftu tJui enic:tment Of this.biIl the SeCretary of War-cam 
opera~ the barg~1i",es ill; ¥corwce with the same business 
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-principles that would be followed by a private transponatioD 
.£OIDpany. And it is the opiniOD of the Committee that if they 
_cannot thea opente it successfully aod at a fair profit, private 
~capital cOuld not do SO; that further expenditure of govern
ment funds for the improvement of our inland waterways would 
-be useless aod should be stopped." 

_ . A new national poliey was thus launched. Although 
the water carriers were provided with a toll-fTee high
~way, on which maintenance costs were met by the govern
ment, private capital had not evinced any considerable 
interest in developing river transport. The remedy ap
peared to be to have the government demonstrate the 
~short-sightedness of private enterprise in not taking ad
vantage of the profit-making opportunities which the 
river afforded. Before analyzing the results of this ex
periment we must consider brieHy the costs that have 
-been incurred by the government in the construction and 
maintenance of the navigation channel itself. 
_ I. E1tpenJitfM"es on 1M riwr. Since 1879 expenditures 
for all purposes on the lower Mississippi River-'-that is, 
from St. Louis to Head of Passes at New Orleans-have 
been met out of special appropriations and administered 
.by a permanent Mississippi River Commission. On the 
~upper Mississippi, however. as well as on the Ohio and 
~the Missouri River systems, they ace handled by the 
United States Army Engineers. The expenditures made 
_by the Mississippi River Commission include those. for 
_llood control as well as for navigation; bqt unfortunately 
_neither the Mississippi River Commission nor the United 
States Army Engineers, who report outlays on the Mis,
sissippi, . attempt to separate the expenditures for Hood 
-control from those assignable to navigation. The accounts 

." Ceag. I __ H.R. 375. 
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of the Commission are classified according to the char
acter of the work, while the United States Army Engi
neers, in their summary statement" simply list all ex
penditures under the one heading "Flood Contro!." It 
is therefore necessary for us to make the best allocation 
possible from the data available. 

The Commission reports the following sub-classes: 
levees, revetments, dredging and miscellaneous, and 
gaging waters. The levees are clearly flood control 
works, but it would seem that expenditures for dredging 
and snagging primarily benefit navigation, as do also 
those for revetments and contractions. After discussing 
the flood control aspects of the project the Annual Report 

. of the Mississippi River Commission for 1932 goes on to 
say: "rhe adopted project also provides for revetting to 
stabilize the river channel and prevent excessive caving 
of banks; this supplemented by contraction works and 
dredging will insure a navigabl~ channel 300 feet wide 
and 9 feet· deep."" While these navigation improve
ments may contribute somewhat to flood control, it is 
probably equally true that navigation also benefits from 
flood control works. 

Out of the total federal expenditures on the lower 
Mississippi system, amounting to $268,000,000, the ex
penditures assignable to navigation on this basis of allo
cation would be $137,454,000; those assignable to flood 
control $131,000,000.'1 In addition to these federal ex
penditures local interests along the river have contrib
uted $3,491,283" assignable to navigation purposes. L0-

a See, for example, Retort of 1M Chief of Engine.,." '93', p. ". 
-The lame, 1932., p. 19,,8. 
-It is DeceIIUJ' to use a figure including lOme allocated fundt be-

caue DO other total give. • tati.sfutory cl .. i6catioD of expenditure&. 
Amount token from Retort 0' 1M Chi., 0' Eng;"""" '930, p. 0101 • 

.. RI10rl 0/ ,h, Chief 0/ Engineers, 1930, p. 2101. 
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cal contributions for the purposes of flood control since 
1882 amount to $202,258,496." The expenditures on 
the tributaries of the l,?wer Mississippi are handled by 
the United States Army Engineers and involve no flood 
control outlays. Prior to 1890 these expenditures 
amounted to $4,830,000; between 1890 and 1930 they 
aggregated $18,676,000." 

Federal expenditures, including maintenance, on the 
upper Mississippi River System, that is above the mouth 
of the Ohio River, amounted between 1890 and 1930 to 
$78,993,937 and on the tributaries to $13,263,994-
These expenditures were incident to the provision of a 
6-foot channel. Under authority of the Rivers and Har
bors Act of 1927 a special board of engineers made a n~w 
survey of the upper Mississippi with a view to se;curing a 
channel depth of 9 feet at low water between the mouth 
of. the Missouri and Minneapolis in order to provide a 
uniform depth with that on the lower Mississippi and 
the Ohio. The Rivers and Harbors Act of 1930 author
ized the new project for a 9-foot channel between the 
mouth of the Illinois River and Minneapolis, the re
quired depth to be secured by means of locks and dams, 
such locks to be "of not less than Ohio River standard 
dimensions." The estimated cost of the new work is put 
at $124,000,000, while maintenance charges for a 9-foot 
channel are estimated at $ 1,000,000 annually." 

2. T,..fIic. During the post-war period, traffic on the 
Mississippi River from the Twin Cities to New Orleans 
has increased from 5,994.972 tons in 1920 to 13,969.537 
tons in 1930. The figure for 1930 includes materials Used 

- The ....... P. 2071. 
-Compiled &om ,,-' RIfOrlS of 1M C/IUf 0/ E.' .......... the 
E~ c_ of'M VfOiId S-. 

• RItorl 01 1M cloiq 01 E.,;.-r. '932, p. lin. 
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',in government construction work, brush for river im.
provements, rafted logs, and the Baton Rouge coastwise 
'and foreign petroleum trade, which is not considered by 
,the United States Engineers as a part of Mississippi 
,River traflic. With these items eliminated we have for 
'J930 a total of 9,245,031 tons which benefits from Mis
sissippi River improvements. The detailed figures are as 
follows:·· 

Total' "" 
, Less 

Material used in government 
work , , , , , , , '. 1,042,552 

Brush (river work) ., 83,658 
Rafted logs ............ , .. 226,576 
.Baton Rouge coastwise and for-

Short Tons 
13,969,537 

eign petroleum trade 3,371,720 4,724,506 
'Net traffic interested in Mississippi 

River improvements ., .,',., , , , , , , , . , .' 9,245,031 

• Net tonnage, all known duplications having beeD eliminated. 

About 43 per cent of the traffic is a local petroleum 
movement between Vicksburg and NeW Orleans, and 17 
per cent is sand, stone, and gravel. The following table 
-shows the principal traffic classified by commodities and 
"direction of movement: ' 

Principal northbound traffic: 
Sugar , 
Sulphur 
.Burlap and bagging 
Coffee 
Sisal 

352,059 
85,886 
31,730 
21,927 

~ 

Tons 

509,135 

• Compiled from R't,".f 1M eni" of E~giMwl. '9J', Pt. II. 
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Principal SouthbOund tnffic: 
Heavy iron and steel 
Wheat 
Cotton 
Tobacco 

457,472 
174,802 
109,201 

. l7,226 
758,701 

Petroleum products 
Vicksburg-New OrleaJ 4,027;«9 

Sand, stone, and gran} . ' ,l,63S;3~ 
Barged logs,' "~S~,41~ 
Coal. and .coke_ ' ,226,979 
AlI other. , '1,629,906 

"'.'N~ il~1a ~~,~{';~~'~ DO .. /~;-1}:; 
J. ;g_~fihe'lfJ,sitJYirn; mm-';;"Pw~'!rq 

reducing;tjle,taxp.l'~: ~nJribution lor ;river; inipr()v~ 
ment toAnte per t~JI milC;:it,will be desirable to ~er; 
the UppeI'.and lower river- separately. The to~qq 
costs on the, uppc:r _Mississjppi ;from.the 'beginAin&~vq 
amounte4:w, about .$.']0,000,000,'.' Total expenditure!! 
prior to ,t. 8~amo~tedto $ J,6,642,ooo, of whic!J. per
haps $~o,ooo,ooo ma)' be assjgnedto capital.;rh~Plpi~ 
outlays ~ce'J890 may: therefore be put atrougbly 
$60,000,000, The interest-,qn:$60,ooo,ooo at 4'per'~nt 
equals $2,400,000 ~ually.. M~~;Pw"ges iq. 
1930 amounted tO$2,648,7S9;" IJ1aIcing ':& total outlay 
of $5.048.759. ",fhC; traffic ,an. the upper.Mi$sissippi in 
1930 amounted to ISJ,639,IS2 ton miles. This amoontt 
to a'pp~xirnately 33 mills Per ton mile con~ribU~ed ~thlf 
taxpayersfoa:-overhea4c:xpenses. I . ."' . 

. , -IUtert-ef·. C/iiIJJ'ol B.,---.. '9Jo; P. ....... F~ ..... of:_ 
......... I ___ P. •• D7' ': ',:',' 

-la' :'91' _.-eIIaq:eo ................... Jm7,o1~''''ol iII.lna iii '_';"'40',' .. ,. . . 
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On the lower Mississippi capital costs since 1890, com
puted on the basis indicated above, have been approxi
mately $72,000,000. Interest on this sum at 4 per cent is 
$2,880,000. Maintenance charges for navigation pur
poses amounted in 1930 to $2,394.380.01 In addition, 
new 'Work for navigation purposes, which is difficult to 
distinguish from maintenance because of its recurrent 
character, amounted to $7,436,793." The annual costs 
for capital, maintenance, and continuous construction 
thus aggregate something like $12,700,000 annually. 

The traffic on the lower Mississippi amounted in 1930 
to approximately 1,570,000,000 ton miles." The over
head contributions of the taxpayers, therefore, amounts 
to roughly 8 mills per ton mile. If the recurrent con
struction for new work be eliminated from the annual 
costs, the ton mile contribution of the taxpayers amounts 
to approximately 3 mills. Since the distance by water on 
the lower Mississippi is about 60 per cent greater than 
by rail this is the equivalent of 4-8 mills by rail. 

4- Extent of subsidy to Inland Waterways Corporll
lion. We turn now to a consideration of the Inland 
Waterways Corporation which operates barges on the 
subsidized Mississippi and Warrior Rivers. On June I, 

1924 the War Department transferred to the Corpora
tion assets in the form of barges and other floating equip-

.. Expenoe for aavigatioll aid. incurred by the Bureau of Ligh~_ 
for the ri ...... a whole was $189,996 for the year eucliDg J- ,0, ''',. 
. .. Th_ clata han been compiled from the aaGUDIi of the MiaiJoippi 
Ri_ ComrniJoioll .. reported by the Chief of Eugineen, U. S. Army • 

• This figure is computed by elimi.aatiDg from the o".....U toll mile
age figure gi_ by the eagiDeen the IeaCDaIt tra1Iic and that iD ga_ 
meD' implO ........ II as IhOWD OD p. 496 abow. Iu compDtiDg toll mileage 
for Batoll Rouge tra1Iic we aoed the diota_ &mr- Bato .. RoIIge ..... 
New Orleaut for the ga_ a.taial .... a-.I that it mOftd 
the average toll mile diItaJIce for the gi_ divisioJl of the riftS' OD 
which it .... traIIIpOrted. . 
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ment appraised at $10,2,36,684, and Congress appro
priated $5,000,000 for additional capital. In 192,8 Con
gress authorized the appropriation of an additional' 
$10,000,000 as necessary-$4,ooo,OOO of which was 
actually contributed in 192,9 and $3,000,000 in 1930. 
The growth of traffic has been as follows: 

Tons 
1924 (7 months) 591,815 
1925 ......... 1,152,794 
1926 ......... 1,342,556 
1927 ......... 1,650,207 

Tons 
1928 ......... 1,872,597 
1929 .. _ ...... 1,653,381 
1930 ......... 1,490,624 
1931 ......... 1,533,915 

The slow rate of development of traffic was ascribed in 
part to the failure of the railroads to co-operate in the 
matter of through. rates. Accordingly, in 192,8 Congress 
passed the Denison Act which provides that the rail
roads must join with inland waterway carriers in through 
routes and joint rates with reasonable division of reve
nue between the rail and water carriers. 

As was indicated above, it was the intention to demon
strate the commercial feasibility of water transportation 
on the Mississippi River-given a toll-free route con
structed, maintained, and lighted at the expense of the 
government. The operating corporation gave the govern
ment stock for the cash advanced-though not for the 
$10,2,36,684 of property which was donated---«nd it was 
expected that dividends would be paid to the government 
on this stock. . 

The President of the Corporation states that for the 
period June 1, 192,4 to September 30, 1932, the Cor
poration had a "net income" of $92,2,,871.34-" Analysis 
of the Corporation's accounts, however, shows t,hat this 

.. Statement bofo", the National Transportation Committee and eJoe.. 
.. here. 
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statement-is quite misleading; This figl1re of $9%2,871.34-
it liSted as being "net income of operating subsidiaries!' 
'But under ~debits" we -find :an item called ~'losses as
'SUrIledon equipment retired" amounting to $809.427-
,The official explanation (If the failUre to provide ade
quate depreciation on this equipment is that much of the 
equipment received from the War Department was al
ready obsolete and unfit for use at the time it was taken 
bVe1'-jmd that it was greatly overvalued. We find, how
ever, that the year before these properties were taken 
~ver the present head of the 'Inland Waterways Cor
poration, who was then in charge of the barge fleet-for 
the War Department, said "It was fortunate indeed that 
the demands of war brought into being the present mag
nifiCent fleetS operated by this service~ - ·In 1925, in 
~ointing out what a good bargain had been made, he 
stated that -"the totalapptaised" value' of the physical 
assets of this Corporation, as a going concern '(exclusive 
tifany valUe-for gbod'will, which' uSually Iii Valued at 
'to -per cent) is almOst $10,000,000: Thisvahiation was 
made :by the -American A~sat -Company ~f Mil-
Waukee.'''' - ,-
. -Aside from the operationol boats the Corporation'. 
~tement shows one-important item of ' expense imdone 
lmptirtanr-item of income: The cost -of operating the 
Washington office was- $45~339.56. On the income side 
there was interest on Corporation funds, deposited in 
'banks 'amounting to $310.495 and interest on long-term 
-loanslo l~ communities 'for the purpose of developing 

.. .1 __ Re,.,. of 1M CIJUj oj I,""," nJ C~ w~, 
Snvice, J92], p. I. 
_ .. Brig. Gcu. T. Q. Aobbum, w-.....,., nJ I,""," S-,.,., (iloued 
by the Wu Dept.). '9'5. p, '5· 
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barge line terminals,amounting to $69,363. This large) 
inOOlIle from bank deposits has evidently been mad!! pos,;., 
sible largely by the fact that the government advanq:d 
to the Corporation in 192.9 and 1930'$7,000,000 of neW~ 
capital .. much of which was not immediately required for! 
the purchase of new equipment. This is evident from the; 
cash balance on.hand at the end of successive years. bt
eluding this income i:ontributed.by'thegovernment and; 
colinting the losses'on equipment retired, the Corpora-; 
tion's statement shows' a: net incoine from the whole; 
period to September 30,1932 of $j8,962.84-

As a government agency the .CorporatiOn has'certain.l 
cost advantages that would not be enjoyed by'a private-; 
company, such as free postage and wireless service, free:, 
legal services, and' government rateS, on. telegra1Iis.l 
There is also free office space to the extent of 2200 square; 
feet.· Nor does the Corporation pay 'taxes on its propertyj 
assets value,rat' $24;ooo,ooo,.eicept $8,490'(1931 r tOT 
the State of'Alabama for propertY iii that 'state; A~ thCl 
low ,rate. of $2.00 per hundred taxes woUld amount' ~ 
$480,000 per year • .- '. "~ 

. Since the PreSideutof the Corporation claims that in 
effect it pays subStantial taxes, t1ie iSsue involved must 'be. 
briefly considered. The so-<aI.led taxes lire iii reality fundSo 
paid by the Corporation to municipalierminals for the; 
use of theidacilitlcS • .-"We paid the municipalities last' 
year $228,952 which 'waravaiIalili:. to' them to pay; 
taxes..'''' Of couise this is nothing bui: rent; it is 'no more~ 
t(1 be called a tax 'than is the rent which anindividuall 
paYs for his apartment or a business corporation payS fo~ 
its office space or warehouse. These terminals are, morei 

• Brig, Ceo. T. Q. Ashburn. Add,.,. before Mi"i"ippi V.lI~' A.:J 
lOeiatiem, St. Louie, Nov. SI .. 2:1, 193*. ' , 
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over, operated by the municipalities at a substantial 
deficit, and this represents another subsidy to river traffic. 

It is impossible to determine from the Corporation's 
accounts whether with the Warrior River operations eli
minated the Corporation would have earned a return on 
the capital investment. 

Although the original purpose of the Corporation was 
to demonstrate to private enterprise that money could 
be made from water transportation, the president of the 
Corporation now insists that it is unnecessary to earn 
any return on capital in order to demonstrate the value 
of the enterprise. He points to the savings to the ship
pers as being far more significant than any dividends on 
capital invested. He regards the entire population of 

'this country as being in a sense stockholders in this enter
prise, receiving their dividends in the form of low trans-
portation charges. Unfortunately private enterprise 
which was to be shown how to make real di'lJidends can
not operate on this basis. Interest at 4 per cent on 
$24,000,000 of property and cash furnished by the gov
ernment would be $960,000 a year. 

The transportation charges averaged approximately 
5 mills per ton mile in the year 1931, having increased 
about I mill since 1928. A differential of from 10 to 20 
per cent below rail rates is regarded as necessary in order 
to induce traffic to move by water. There is thus little, 
if any, real saving, if the convenience and time factor in 
transportation be allowed for. A rate of 5 mills per ton 
mile on the Mississippi is not a low transportation rate 
for low grade traffic. Because of the extra distance by 
river it is the equivalent of about 8 mills per ton mile 
by rail. 

The Committee on Interstate and Foreign Com-
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mera; as was noted above, stated in 1924 that if the War 
Department cannot in five years "operate it [the barge 
line] sw:a:s5fully aud at a fair profit, private capital 
could not do SO; aud that further apendit:lln:S of gov
ernment funds for the improvement of our inland water
ways would be useless and should be dropped!' The 
experience of .the last eight years does not appear to have 
proved the enterprise an economic sua:ess. 

In appraising this Mississippi River traosportation 
experiment, it will be useful to the reader to contrast our 
policy on the Mississippi with that in connection with the 
Panama Canal. In the administration of the Panama 
Canal it is not assumed that the taxpayers should sub
sidW: the shippeIS. :Both the original cost of the project, 
including interest throughout the period of construction, 
aud the annual costs of maiotenanrr, are regarded as 
transportation charges assessable against the shippers, 
aud tolls are levied for the purpose of covering these 
overhead costs. During the five-year period 192.8-32. the 
earnings amounted to slighdy more than 3 per cent. The 
aa:ounting principles followed by the War Department 
in connection with its administration of the Panama 
Canal project may well serve as a model for use in con
nection with our internal waterways generally. 

v. THE INTllACOASTAL WATERWAY 

The character aud economic signifiCUll:e of the intra
coastal waterway may be very briefly summarized. This 
waterway is planned to extend along the coast from B0s
ton to Corpus Christi, Tens. It is being surveyed aud 
constructed in a haphazard manner. The Cape Cod Canal 
has a controlling depth of 2.3 feet. A 2.5-fool: channel is 
under survey by the United States Engineers to connect 
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up open water at New York harbor with the Delaware, 
River. A a-foot canal, 19 miles long,is being provided 
between the Delaware River and Chesapeake Bay. From 
Norfolk, Virginia, to Beaufort, South Carolina, the route, 
involves 424 miles of tortuous inland navigation, with, 
depths. varying from 4 to i 2 feet. South of Beaufort 
there is it ,-foot route following tidal channels to J ack~ 
sonville, Florida; ·and an 8-foot channel is proposed; 
froin Jacksonville to Miami via rivers and .canals. Be
tween Miami and Corpus Christi 'di~onnected sections 
are now under improvement. . 

, The' character of much of the route may be. indicated 
by the following description of the 94-mile section from 
the Cape Fear River, North Carolina, to Winyah Bay. 
South Carolina: ' 

'The waterway' begins at Southport, N.C., and follows iii 
genetaI' a Touic! fron. the Cape Fear River up Elizabeth River 
6.7 miles to a point near its headwaters; thence througn high 
ground .2.6 miles to the headwaters of Davis Creek; thence, 
down Davis Creek to the sounds and salt marshes [having a 
clePth of about .I y. feet at high wate.] and. through the latter 
to Little,River, .s,C., a distance of 24.2, miles; thence up Little. 
River 5.7 inileoto its headwaters; thence through high ground 
2 r.8 miles to ·the head of Socastee Creek; thence down Socastee 
Creek 6.5 ",iles to the Waceamaw River (which i. maintained 
at 12 feet depth) and down the latter 27 miles'to Winyah Bay." 

Over $40,000,000 has already been expended upon 
the various divisions of this project for new work~ Con
templated improvements on other sections will involve 
the expenditure of vast additional sums. For example, 
the Chief Engi.neer now recommends the dewening and 
widening'of the Cape Cod Canal at an estimated cost o~ 
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-$2"3isOO,OOOJ The apprepriationS.loF~t-93i~33,:fonht 
,.anous divisiOtl&of th~ project; a:ggrC!gating$M~~:l63, 
:a.reshoWn:!lIi'pa:g6«S> _ :':,,'",:;J ,":::~-: .. ~-:-- ,':, 

Tlie only,imporrlUinetVtd: :whitiHlu'k cilia! 'now ren
<ders-ist~provide a sheltered yacht route from the north
'erR' states to Florida and Gulf waters. This class of traffic 
,has declined materially sirtce 1919. There is no tlii-ough 
~QJnmetrialtraffit 'on the FciU~ and: very 'littli:: loCil 
,traffic except inOAe or two sectioRs;· It:has as tompetit~ts 
-tberailwa:ys along"the-1\t\antie ooast'affd also; the roaSt
~seshipping 'routes. Thelong:distaOces, hi:Volved'-ana 
-the. :slow; inlivement:'witl':,ruways-=- :fuGke:succ~ful 
tthi-ough-route 'tOmp,eb~invitlt coast>iviSc'vesSeisiinl'o&o 
:liible. It is, moreovet"of'no1 '9':ilue,fr6ni a: naval point:oI 
'.yiew... . 1 : I.' • ;,; • -. . • 

,. VI. THE.IiT. LAWRENCE P)tOJECT' • :: , 

: . Thls'projecfwas'coneeivi:d, at th~',close'of the war 
~when there' 'IlII'lisl( tempJruy shottageof railroiia £a:cili
;ties. The rnain:~g\lIjll;ntSa:dv~n~e(ntrits -suppOrt·were 
;that (I) it was, necessary to relievetra:ffic -rongtiStioft; 
; (1) inqould greatly' reduce ti"aRsp6rtation 1:'osts,-f>rlrig
-ing much 'needed "relief to' the: intenorof 'tlie "couiltry; 
iIlid (:I) ii:'lvould lead to the development of'v:isf ..vater 
'po.wer resourees; Inasmuch:isthis pi"oJ~ct ~:is·thoi'iiugiiL 
-Iy analyzed in a separate stUdy' published Hi I'cht;" it 
is necessary here tnerelyto summarlze'the issues and Call 
-attention to.certain tecent deVelopments; 'Sinctwe:-are 
-here concerned only with' transportation, .th~' ,powei-iis:. 
-pert of the problem will be omitted Hom cofisidetatimi. 
-, 'The projecteaUs for the tonstruction of a 17-foot 
,channel in the St. Lawrence River. The WeIland Canal, 

-Moulton, Morgan; and Lee, rM $1. r.-_. N"';g.';"" ...J 
PO'Wn Proj"" The Brookings lnatitution, 19:&9. 
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recently completed by Canada, would be used for pass
ing Niagara Falls. A 27-foot depth would have to be 
provided for other connecting lake channels, and the lake 
harbors would have to be proportionally deepened. 

The public mind has been greatly confuijed as to 
the cost of this project mainly because the cost figures 
which have been presented usually relate only to cer
tain phases of the project. The Joint Board of Engi
neers was under instructions to report only on the cost 
of the improvements in the St. Lawrence River and in
ter-connecting lake channels; the costs of constructing 
the WeIland Canal and of providing suitable lake har
bors and the requisite port facilities did not come within 
their field of inquiry. The cost of improving the Great 
Lakes harbors must, however, be assigned to this seaway 
project because a greater depth than now exists is not 
necessary for efficient lake boat transportation. Whether 
or not these expe\lditures are borne exclusively by the 
Federal government is immaterial, in any case the costs 
will have to be paid by the taxpayers of the United States 
and Canada. The WeIland Canal must be included as 
a part of the project as a whole, even though it was al
ready under construction, for the reason that it is an in
dispensable link in the route. It is, moreover, generally 
agreed that Canada is entitled' to credit for the costs in
curred in connection with this part of the seaway. 

The engineers' tentative estimates of the cost of con
structing the St. Lawrence channel (for the two coun
tries) assignable to navigation is $184,659,000," exclu
sive of interest during construction. Interest at 4 per 

• nu. is for a single Rage improvement and ..ameli • fifty-fifty 
allocation OD ... orb joiudy for navigatiOD and powu~ The lime, p. '7. 
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cent would add about $30,000,000 to the cost of the 
project. The engineers estimate the cost of inter-con
necting lake channels at $6$,100,000, which must be 
raised to $7$,000,000 to include interest during con
struction. The fact is that although tho St. Lawrence 
project has not been approved large additional appro
priations have already been made for the inter-connect
ing channels in anticipation of the deepening of the St. 
Lawrence. 

The cost of deepening outer and inner harbors on the 
lakes and developing the necessary port facilities we 
have estimated at $2.$0,000,000 for ten harbors. As the 
table on pp. 443-4$ indicates, there are a large number of 
lake harbors, all of which would undoubtedly ask for 
deeper water in order to give them the advantages of 
the seaway. The cost of the WeIland Canal was original
ly estimated at $$0,000,000. After the war the estimate 
was raised to $II$,ooo,ooo. But the cost has proved to 
be $12.8,000,000, not counting interest during the period 
of construction w1!ich would amount to at least 
$2. $,000,000. 

In our computation of the inclusive cost of this project, 
assignable to navigation, of slightly more than 
$600,000,000 (nearly a billion including the power de
velopment) we made only one modification of the en
gineers' cost figures. We assumed that the cost might 
exceed the tentative estimate of the Board by as much 
as 2.0 per cent. In view of the fact that the costs of water
way projects in this country have usually run from fifty 
to several hundred per cent above the estimates" we 
increased the· Board's tentatjve figure by 2.0 per cent, or 
about $$8,000,000. 
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The basic argument for the St. Lawrence seaway is 
that it would greatly reduce the cost of transportation 
between the interior and tidewater, particularly on grain. 
The project was, in fact, commended to the interior of 
the country largely on the ground that the savings on 
grain shipments would amount to from 8 cents to IZ 

cents a bushel and that this would be reflected in 
the price of the entire product of the farmer, whether 
exported or not. Savings on the grain trade alone 
were variously estimated at from $240,000,000 to 
$366,000,000 annually. 

Inasmuch as the entire cost of moving grain from the 
head of the lakes to Montreal, including transshipping 
charges, is considerably less than 8 cents for the season's 
average, a reduction of from 8 to 12 cents a bushel is 
obviously impossible. In our study of the project we 
arrived at the conclusion that the maximum reduction 
that might be effected, on the basis of rates existing in 
1928, was 4 cents a bushel; and that this would be ac
complished not by bringing ocean vessels into the lakes 
but by extending the trip of lake vessels as far as 
Montreal. Recent evidence submitted by lake carriers 
indicates that lake boats carrying 72 S,ooo bushels could 
navigate a 27-foot channel to Montreal and that there 
might be a "theoretical" saving of as much as 2.49 cents 
a bushel as compared with present costs for smaller boats. 
It is pointed out, however, that these savings might be 
materially reduced by delays resulting from bad weather 
and by accidents or trade conditions such as waiting to 
load or unload." It appears also that there is doubt in 
the minds of some lake navigators as to whether the 
lake vessels would go to Montreal, owing to the heavy 

• William H. eo ... rclale, Praidcut, Canada Suamsbip I.iDes, Ltd. 



ANALYSIS OF SPECIFIC PROJECTS 509 

insurance charges that would be involved on lake vessels 
navigating difficult channels.·· 

Our analysis indicated that ocean vessels were much 
less efficient carriers than the specially constructed shal
low-draft lake boats, and we concluded that the only 
vessels which might enter the lakes for the grain trade 
would be trampers at the peak of the season when the. 
rates were at the highest point. Recent evidence sub
mitted by lake carriers indicates that the cost of ship
ping grain in large lake vessels, carrying 572,000 
bushels, would be one-third less than the cost of mov
ing grain in ocean tramp steamships carrying 280,000 
bushels, the largest vessel which could operate over 
the route on a satisfactory time schedule. After con
sidering the problem with the leading shipping com
panies of the world, we also reached the conclusion that 
ocean shipping companies would not establish on this 
route regular cargo service for miscellaneous freight. 

Traffic estimates made by the Bureau of Foreign and 
Domestic Commerce in support of this project indicated 
potential traffic of from 18,600,000 tons to 23,700,000 
tons annually." Although this figure makes no. allow
ance for the steady decline in American grain exports, 
forecast by the Department of Agriculture, let us 
nevertheless accept-for the moment--a total of 
20,000,000 tons as. a basis for computing the burden 
which the St. Lawrence seaway would impose upon the 
taxpayer. The annual interest and maintenance charges 

• Capt. J",""h s. Wood, an experienced naviptor OD the Iabo, 10 

_lied hefore the National Transponation Committee • 
• CDr 0..., analy .... based UPOD a detailed Itudy of every importaDt 

commodity which might possibly use the St. Lawrence route, indic:atccl 
IDIaI tnJIic poosibiliti<& of roughly half.thia amollDt. For eritiw... of the 
method ... d by the Dopa_eDt of Commerce, lee TM SI. u-rmu 
N.mgIllUnt .u pOVJW Project, pp. 215-9°. 
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incident to the St. Lawrence navigation project as a 
whole, when figured on the most conservative basis, 
would amount to roughly $40,000,000 annually. This 
is equivalent to $2.00 a ton on the above greatly exag-" 
gerated traffic estimate. Taking the grain traffic as fairly 
typical of the tonnage that might use the route, we find 
that the taxpayers would be contributing $2.00 a ton in 
order that the shipper might save (at 2.50 cents a 
bushel) 83 cents a ton. 

This project raises a fundamental question of national 
policy for both Canada and the United States. In neither 
country are present transportation facilities in any sense 
inadequate. In fact, the great need, even in normal 
times, and particularly in Canada, is for an increase in 
traffic on existing rail lines to the end that costs and rates 
may be reduced. To divert by means of heavy subsidy 
a portion of this traffic to a waterway route which is 
closed for several months each year means inevitably an 
increase in the difficulty of maintaining railroad financial 
stability. Since the water route is typically closed by ice 
from late November to May, the route cannot in any 
event eliminate the necessity for railroads; the most that 
it can do is to take a portion of the traffic away from the 
railroads during the season of open navigation. 

If it is necessary to reduce the rates to the interior, 
either because of agricultural depression or a desire to 
restore the balance in the rate structure which was up
set by the construction of the Panama Canal, this can 
be done by the simple expedient of reducing railroad 
rates to the seaboard and meeting the resulting deficit 
out of the federal treasury. The cost would be but a 
fraction of that involved in constructing a seaway for 
this purpose. 
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VII. CONCLUSION 

The foregoing survey of our efforts to rehabilitate in
land water transportation offers an excellent illustration 
of the· confusion that arises in the public mind once 
fundamental principles have been lost sight of in the 
determination of public policy. So long as tolls were 
levied on waterways in order to cover capital costs and 
maintenance charges everyone could know, by reference 
to the rates paid by rail, water, or highway, which form 
of transportation was more economical. But once tolls 
were abolished and shippers by water were relieved of. 
the larger part of the cost of transportation, the economic 
issues involved were completely obscured-this for the 
simple reason that a large portion of the cost was con
cealed from public view, being absorbed in the general 
budget figures of the government. The general public 
has for the most part been completely unaware of the 
costs which taxpayers have shouldered in connection with 
water transportation. From discussions of this problem 
extending over a period of more than twenty years with 
leaders of public opinion the writer knows that most of 
them are not aware of the hidden costs in water trans
portation, or, if aware of them, were completely in the 
dark as to their magnitude. It is only when one goes to 
the trouble of unearthing from government archives the 
subsidies involved, translating these into terms of ton 
mile water rates, that the true situation is revealed. 

The situation in European countries has been directly 
analogous. After the coming of the railways the water
ways quickly began to suffer a decline. Tolls were then 
abolished for the purpose of enabling the waterways to 
compete for certain classes of traffic, and rates by rail 
were fixed at a point roughly 20 per cent above the rates 



512 AMERICAN TRANSPORTATION PROBLEM 

which were necessary to enable the waterways to obtain 
traffic. This was true in countries where the railways 
were owned by the government, as well as in those 
where private enterprise prevailed. In Germany, for ex
ample, the government operates the railroads at a profit 
and uses the excess revenues to offset the deficit on the 
waterways. If the deficit on German waterways, other 
than the Rhine River, is allocated on a ton mile basis to 
the traffic moved, the rates by water are found to be 
more than double those by rail.·· But the public there as 
here is unaware of the extent of the subsidies to water
ways. 

It is easy to understand how shipping and commer
cial organizations, interested in lower transportation 
rates for their particular communities, should bring or
ganized pressure to bear upon Congress for appropria
tions for specific projects. Even if they knew of the high 
inclusi"lle costs of water transportation, it would seem 
advantageous to obtain local aid from the federal treas
ury. But these apparent gains to particular communities 
are usually nullified in the end. A glance at the list of 
waterway projects given on pages 443-50 shows that 
these expenditures are so widely diffused throughout the 
country that each local recipient of aid is at the same time 
contributing, through taxes, to subsidizing waterway 
projects elsewhere. This sort of thing, of course, never 
works out equitably; but that is only another objection 
to the pork-barrel system. 

The "indirect benefits" in the form of lower rates and 
stimulated industry and trade, of which so much is made, 
are pure illusion, unless it can be shown that the inclu

II For an rnended analysis of 1M warerways of Grrmany and other 
EuropeaD countries, tee H. G. Moulton, W 111"...,', Y.,...I'" R..iJv.y •• 
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swe cost of water transportation is lower than that by 
rail. This is because the gains to shippers are more than 
matched by the losses to taxpayers. After all the tax
payers in the mass are"the very people who use transpor
tation facilities, namely, manufacturers, farmers, mer
chants, and the public generally. . 

We subsidize the construction and maintenance of in
land waterways for the purpose of diverting low grade 
traffic from railroads. Then, when difficulties arise for 
the railways, we look to the federal treasury, that is to 
the taxpayers, for more subsidy in order to prevent 
bankruptcy and the breakdown of essential transporta
tion service. It is policies such as these which account 
in no small degree for the government's financial plight 
at the present time. The taxpayers can be saved 
$100,000,000 annually by abandoning uneconomic 
waterway enterprises, and at the same time the financial 
condition of distressed railroads will be materially im
proved. Moreover, it will be much easier to effect a 
reduction in freight rates if we cease to divide an in
sufficient volume of tonnage between duplicating trans
portation services. 



PART VI 

HIGHWAY TRANSPORTATION 



CHAPTER XXIV 

NATURE OF THE HIGHWAY TRANSPORT 
PROBLEM 

~!I'-~!o!ve!i?.c:~c which flows over the high
way syStems of the country is decidedl"y_heterogeneous in 
character. brdin:!i-y ~.~ traffic predonunates In 
terms of volume, but t:ruCk and.i>~tloriS, wliile con
stitu~ a relatively small portion of vehicUlii:r traffic, 
crea~~problems not only in the administration 
arid lill!!!lcing of highway development, but irdhe co
ordinati~11 alldr~ti9~ oIYirlolis transportation agen
ci~ as wc:!Y' 

DUnng the first two decades of development in the 
field of highway transportation no particularly complex 
problems of public policy arose. Both the buildings of 
roads and the building of motor vehicles were passing 
through experimental phases. T..,5,.-~..A ublicJugh
ways for purely commercial purposes had not ttained 
sufiiCentJt!t:portanre~~~Concem on e part of 
established ~tion agencies. -- .. . 
BUtdurin~ aecade the rapid expansion of im

proved highway mileage and the perfection of motor 
vehicle equipment have given rise to a substantial volume 
of commercial operations on the highways. This chapter 
is intended to indicate briefly the nature and the scope of 
operations of the various agencies which utilize the pub
lic highways. 

I. GROWTH OF HIGHWAY 'I'll4NSPORT 

In 12QQ only 8,000 'passenger cars were ~ in 
the country aiiittnr9i;:registratiolis did not appear in ofli-- 51 7 
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cial records until 1904, when only 410 were resi.stered. 
By 1915, passenger car reglstrationsl1aCIlilcreased to 
5,621,617 and trucks to 525,000. Passenge!:-9lr regis· 
trations reach~d the peat of 2~I2I,5S:9iIU22.2J:rnt had 
declined to 22;J47,SOO y i931. Truck registrations in
creased consistently between 19l5"and 1930 at a some
what faster rate of growth th:m passenger cars.' But in 
1931 truck registrations also declined slightly. 

Bus registrations increased rapidly between 1921 and 
1926, followed by a slower increase during the ensuing 
five years. By the end of 193 I it is estimated that about 
9S,000 buses were in use, but only 50 per cent were in 
revenue service. Some 40 per cent of those in revenue 
service were limited to city operations.' Scattered infor
mation indicates that passenge:r ~ traffiCaCCQunts for be
t~een Ss.an4.9QperTeiifOf !h.e vehl~e~ileage traveled 
anl!pallY_Qv:er th~ ruraLhighway syste~of the Uiiited 
.states.'J'he growth of bus transportation IS shown in the 
cliarfOil page 17. 

WJ1ile the-Pa§senger .cartr"aflicil!iair.ly homogen.eous 
as to biltfUharacter ofiraffic and type of equipme'!!t.Eo 
suCh -uniformity exists in truck operations. In. the latter, 
widely different types of vehicles are used, variationS in 
ownership and operation exist, and various types of serv
ices are rendered bl.!-he several types oitruck operation,7 

I: Variations in types of 'Vehicles. Since 1925 signifi
cant sfiittS have~rr~ln tI1.«: rated capacities of trucks 
proaucealn the United StatesJhe'term rated capacity 

_.... ::?' 
2 Annual average rate of mange for paaaenger cu regiatratioDi be.

tween 1918 and '910 = U·94 per cent, for trucb, 16.15 per cent. 
Passenger car data include buses. 

, From Bus T'fI1IS1M't111Um • 
• See Bureau of Public: Road. reports on traffic surveys conducted in 

New Hampshire, Ohio, Pennsylvania, and eleven western Rata. 
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is useful for purposes of comparison, but the actual load 
carried does not in many cases coincide with rated capac-
ity. Prior to 1929 about 85 per cent of the annual truck 
production was in the lightweight class (~ to 1 Yz tons 
capacity) while by 1931 this group accounted for only 
26 per cent. The bulk of the production had shihed to 
the medium capacity class (I Yz to 3Yz tons capacity) ac
counting in 1931 for about 70 per cent of truck produc
tion. At no time during recent years has production of 
the heavy ~ of truck (3Yz tons capacity and over) 
accounted for more than 5 per cent of total truck out
put. 4 But these production data, of course, do not ac
curately reflect the number of motor trucks of the vari
oUs weight classes actually in operation in the various 
states at the present; Truck registration data by weight 
classes are available for only 20 states. These states, 
however, are fairly well distributed geographically. 
They show that about 63 per cellt of the trucks in,E!>~ra
tiii1f:aUHng-r930 -were registered -in -th~ JigJii:-weight 
claSS;. something-over 30 per_cent in the mediuni~we;ght 
class,Jtnci about:1 per cent in the neavy-capacity group. _ 

2. Chtwaeier oJ ownership _ operation. "The nu~ 
ber of trucks engaged in either commercial or private 
hauling over the highways is not definitely known.'" It 
has been estimated, however, that of the 3.590,-000 _ 
trucks jn lise, approximately c~~Jmllio!1_ are farm ownea
and two million others are privately owned and not oper
ated f~hir.e. Of the remaining 500,000, approximately 
20Cf,000 arc;_common carriers and 300,000 are contract 
carners~ Thatis,aboj;t-~ pl:l:J:cnulf!!!_ trucks are owner 

I National Auto~hamber of Commerce, p~ ~ 
1M A_bit.l...uu.ry. '93', p. 9. 

II.C.C. Docket 2.3400, ccCo-ordinatioD of Motor Transportation," 
p. '74-
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operat¢, the load and the trucJt being owned by the same 
i~uaIOfagency -; contract carriers, operating for hire 
or Under haUling agreements with agencies and not OD
servIng fixed routes or schedule, account for about 9 per 
cent; and common carriers operating for hire over fixed 
routes on regular schedule at published rates account for 
the remaining 5 per cen';:'" 

Approximately 70 per cent of all trucks using the 
highways are operated individually by individuals who 
own but one truck each, and the balance are distributed 
among approximately 272,000 fleets,' only 55 of which 
comprise more than 100 vehicles each." 

The geographic distribution of truck ownership shows 
a similar lack of uniformity. Nevada has a registration of 
7,000 vehicles as compared with 33 1,000 in New York, 
and almost one-half of the trucks in use are owned in 
eight states. In I 93 I eight states-New York, California, 
Pennsylvania, Texas, Illinois, Ohio, Michigan, and New 
Jersey---i"Cported aggregate truck registrations of 
1,686,263 out of a total for the country of 3.466,3°3, or 
49 per cent of the total 

3. Volume of traffic &llTried by trucks. Information 
with regard. to_the volume of inter-city_ trUck traffic is 
even less utisf.u:toJ"Y. than that concerning the distribu
tion of. truck ownership. The evidence available, how
ever, indicates th~t 4 per cent of the total volume 
of inland traffic is carried by trucks operating in inter
citY servi.sc .... and that the revenue derived Jrom_ these 

'DistributiOD hued OD U. s. CftJsoo of AgricultDJe, '910, and • 
_dy of .10,000 ttudts op"ratiog owr the &denl-aid roods of .1naI 
.......... states, .. reported in BllIoau of Public Roads, S-, 0/ T,.#& 
Of< 1M FUeml-A" H~-' S,_ 0/ EUwra W."..,. S_. 1910. 

T National Aotomobil. Chamber of Com....,..,. _ .... hued 00 ..... 

... by the Reubm H. Doooelly Corporation. 
• , F«Js" Fig..-.. of llu A_bik 1If<lcstry, '91'. 
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operations constitutes about 6_p'e~c.ent p.ith~.!'?!:ll_of in
laiiafrafiirreve~ue:{see-~Chart on page 17.) ~-
inter-citY-tru~ traffic _abou~ ?-o_pc:~_,=n~ 
COnun_ollcam.er_Opcrators, 30 pe!: cent DYE1!!~ car
riers, and SO per cent by truckS pri~a,~ly ()~!ll.J.~.' The 
eVidence further indicates that frQDl..J.Q!O .1Q]l<:!:J:emof· 
motor~~e_r.i~~1l!! ire int~rstate in c.h~e~ . 

II. CHARACTER OF THE TRUCKING BUSINESS 

~ scale operations and individual mana eme are 
ch~ 0 • ng opera-
tions." The rapi growt of the industry, the relatively I 
small capitarinvestment required to establish operations, I 
and the ease with which these operations can be aban- I 
doned have all contributed to the instability of competi-i 
tive conditionV 

In view of the diversified character of truck owner
shlpaiid. the varied conditions of operation, no definite 
statement can be made as to the profitableness of the V 
truck business in general or as to wages and working con
ditions. The better organized truck companies of course 
keep systematic accounts and set up adequate charges for 
depreciation. The 'same is more or less true of the con-

, tract carrier. But the individual owner mayor may not be 
operating on a commercial basis. 
~the beginning of t~ression the situation 
·I.e.c. Docket 13400, "Co-ordination of Motor TransportatioD," 

p.40]. 
-The same, pp. '74 and 40$. See also U. S. Department of Com

merce, Motor T,."ck Freight TrlllU,orllltiotl, Domestic:: Commerce Series, 
No. 66, 1931, p. 21. 

D The recent study of motor freight transportation poinD out that 
although there is an apparent tendency toward collJOlidatioD and large
ac:ale operation in the motor freight field, the industry iJ still predominandy 
ODe of anall Beets and individual management. See MolD,. TnlCk Fnig'" 
Tr-tot'tDli01J, p. I. 
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within the industry has been complicated by the appear
ance of a large number of individual truckers for hire 
who are regarded as "Hy-by-night" operators. That is to 

,-say, they secure poss~ck on cr~dit, and by 
, virtue of the fact that they make no proper charges for 

depreciation are enabled through cut rates to eke out a 
living until such time as they lose possession of the truck., ,,~ 
The process is then repeated by another temporary 
owner. It is this "cut-throat" competition which has led 
well or6nized truck companies to favor regulation of 
rates._~ 

-wages and hours of work also show the widest con
ceivable variations:-The inruVldUiiIOwnei'WhO carries 
h~~of course, not concerned with wages 
as such, and his houTs may be limited only by his physi
cal stamina. The contract carrier, operating under widely 
varying conditions with particular contracts, requires 
He~billtY illhours, and the wages paid can be varied from 
time'to' time. 

'Among the common carrier trucking cO!11panies, wages 
anfiorldng-conditiOnS-are more nearly stanaardi.~ 
'I1iefollowing table shows the truCk wage situation in 
its most favorable light, since the wages are in all cases 
for organized workers employed by well established 
truck companies: 

Hours Per Week Weekly Wage 
New York City, , , , , ,A8 to 54 $41.00 to $47.50 
Chicago .... ,.,.,.,..57 to 60 31.00 to 46.00 
Boston ,.,.,.,.,.,.. A8 to 52 30.00 to 36.50 
St. Louis ,. ,. ,. ,. ,. ,. .57 to 67 28.00 to 42.00 
San Francisco ...... , . A8~ 33.00 to 48.00 

The hours of work are somewhat longer than those 
on the'railroad, where the standard is a 48-hour week. 
TruCk drivers' wages on the largest trucks are in all cases 
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much below the rates paid to locomotive engineers and 
.fireme~~ages-paid to .~anversof tli.e~~~are 
aIiOut ~ose patd to -~w~r section bOSSeS and 
signaliiien hpj>efS-_______ -- -

-I. Rii~toperlJtion.r. ~ck: has been.adapted 
to a wide .range.of hauling tasks which vary frOl!!-tllC~. 
deliv~ o!JigbLfann produce to the heavy-se~~Qf 
logging ~ps, construction work,_ and the transporta
tionof household goods. TJu:..distances over which these, 
operations.iake pIac.e also valy widely. rn romm(;-ncar
rier and contract trucking- operations, -regularly sched
uled runs in excess of 500 miles are reported. Occasional 
hauls up to 2,500 miles are not uncommon. Scattered 
sources of information indicate that a considerable 
amount of long-distance hauling of a variety of com
modities is being done. A recent Department of Com
merce study states: 

Tues, for example, are being shipped by truck from Ohio fac
tories as far as Omaha, St. Paul, and New York. Fully assem
bled automobaes are transported on special semi-traaers for 
distano:s as great as 1,000 maes from the factmy. Fish have been 
trucked from Seattle to San Francisco, and fruit and vegetables 
moved from the eastern shore of Maryland to New England." 

~eat bulk: of trucking operations, howc::ver, are 
fOL~latively short di~~Over soper-cent of the 
routes operated by 182 motor trucking concerns in com
mon carrier and contract carrier service in 37 states and 
the District of Columbia ~_shorter !h:l!l~ miles in 
~ Only 20 per cent have a length greater than 120 

iniles, 8 per cent greater than 200 miles, and 5 per cent 
greater than 250 miles. U 
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The maximum effective ~p~~ting range of from_zCXl. 
to 2~rmined primarily by the radius within 
whlchovemight deii~~1'YisPQSsib!iJhis is much loDger 
in re~ons -of sparse traffic than in the dense traffic areas 
of the eastern states." Annual mileages for commercial 
trucking operations vary from 4,000 to 75,000. 

The flexibility of trucking operations, both as to oper
ating ranges and adaptability to a variety of hauling tasks, 
has been made possible largely by two factors: the rapid 
expansion of improved highway facilities since 1 9 1 8 and 
the advances in automotive engineering. 

2. Types of equipment. During the past decade, ad
vances in automotive design have greatly increased the 
economy of trucking operations. Changes in tire equip
ment and the use of trailers have been important con
tributors to this increased operating economy. 

The rapid obsolescence of the solid tire is one of the 
most significant recent developments in motor transpor
tation. Substitution of pneumatics and particularly of 
low-pressure tires make possible the carrying of heavier 
loads in lighter vehicles at greater speed and with less 
destructiveness both to vehicles and to road surfaces. Be
tween 192I and 1931 the proportion of annual truck 
production which was equipped with solid tires decreased 
from 28 per cent to 3.1 per cent." 

Dual pneumatic and balloon tires are now in common 
use on all types of trucks, and the single pneumatic tire 
equipment is rare on the larger trucking units operated 
by common carriers and contract haulers in inter-city 
movements." Less than 5 per cent of the heavier trucks 

II See Chapter XXVIII for detailed data in connection with the move. 
menl of agricultural products. 

• F_- Fig"",.!,he AruomobiklnJlUIry, '91-, p. 19 • 
• M.,.,. T_i Frng'" TrllllStorlol;"". 
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and buses manufactured and equipped with pneumatic 
tires in 1928 carried low-pressure tires, but by the end 
of 1931 about 90 per cent of these vehicles were so 
equipped." The tendency in the matter of tire equipment 
is clearly toward the exclusive use of pneumatics with a 
preponderance of balloon tires in trucking operations 
which utilize the rural highways. . 

As !1Iight be expected, the prop~rti~n _ o( thehea:vy
type trucks is Juglier among trucks used in commercial 
o~ra!i(m.than among other tTu~he returns from a 
questionnaire circulated among the trucking industries 
in 1929 indicate that the percentages of light, medium, 
and heavy duty trucks in use by trucking concerns dur
ing that year were S8 per cent, 32 per cent, and 10 per 
cent respectively.~ !!J!ppears that the two and a half ton 
capaci!Y.!I"Uck is best adapted to inter-city commercial 
!lPeratio~:rhe actual load commonly carrie.!Ull~.~is 
type of truck,1iOwever~ roughly double the lIlanufac-
turer's rate<i ca~ty.'· . 
~lization ~trailers, together with improved 
tire-equipment, has facilitated the carrying of greater 
gross weights per vehicle without increasing the destruc
tive effects of the vehicle upon road surfaces~ Vehicle 
and trailer combinations carrying 90,000 pounds on 30 
balloon tires have been registered in some states. But this 
particular combination is no longer legally allowed, and 
the tendency in state leg1s[atloii is definitely toward the 
limiting of grOss weight as well as maXimum over-all 
length of truck and trailer combinations. These limita
tlonsare -designed for bridge protection, and also to elim-

.. G. M. Sprowl. (of the Goodyear Tire aod Robber Co.), M.,. 
Frlil"" American Roadbuilden' Association, Bulletin No. 2.6, 1932., p. 56. 

General Moton Truck Co., Nlllional Motor Truck Atr4ly';", 192.9' 
• MolDr Trwclt Frftg'" Trll:llS1or""Um, p. 9. 
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inate the nuisance and danger factor created by unduly 
long combinations of vehicles. 

In the following chapters of this division we shall at
tempt to clarify, in so far as the data will permit, the 
economic issues involved in highway transportation. The 
next two chapters are concerned with the question of 
highway d~velopment and financing and extent to which 
the costs are borne by highway users,' while the fourth 
chapter discusses the problem of automobile and high
way taxation. The fifth chapter shows the extent to which 
the truck has taken over the marketing of perishable agri
cultural products. The last chapter takes up the question 
of highway and railway competition in the ternlinal areas 
and analyzes the possibilities of a better co-ordination of 
the two types of service. 



CHAPTER XXV 

HIGHWAY DEVELOPMENT AND 
FINANCING 

Highway development in the United States has passed 
through ~~distinct_ph_~.J-eachcharacterized by the 
administrative dO~Il3Jl~~..ffifferent ~~, or com
bination oEagencies. In the early period, extending to 
the middle of the nineteenth cen~ the federal gov
ernment assumed the initiative in furrushing rna jor high
way routes, but gradually relinquished the responsibil
ity to separate states until finally, in 1856, all federal 
jurisdiction over national highway rouJ~ A:lQ.yeerias:
s~ea Dy the states through which the routes passed 1 

In the meantIme; Various states had found the develOP
ment of subsidiary highway routes excessively burden
some and had placed -highway development on a com
mercial basis by granting charters to individuals and com
panies, empowering them to build and operate roads and 
to charge tolls for their use. The states, however, par
ticipated in the financing of these projects and retained 
the right to regulate their use. T~rst phase of high
way development, then, ~ one of cent:IiJiZea control 
and semi-commercial operation ___ 
~---p'~ase In the evolution of highway trans-

port embrag:uh~ of rapid railroad buildi~ ___ Dur-
ing this l'.~!iQ<i"thecalarnLty_ of the railway" fell on toU
roaaoperations; states transferred their -officiiUIavors 
,~ -'-~- " 

• The Cumberland Road. leading through Maryland. Pennsylvania, 
Ohio, Indiana, and Illinois, .... the IDOIt ateuai.., of these ron .... 
Thomu ll. Agg and John E. Brindley, Hig"-'7 A.u.u.istrlllio • .." 
Firumu, '9:&7, p. 21. 
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to railroad development and highway transportation 
declined to a position of minor import~~. As soon as 
transport over publIc roaasbecametinnecessary and un
profitable except for short distances, the building and 
maintenance of roads was reduced to ~atter of local 
concern and consequently was left to minor political sub-

. divisions=:.the county, township, and road district. 
Thus between the middle and the end of the nine

teenth century only a relatively small portion of high
way travel passed beyond county boundaries. Under such 
conditions the administrative and financial responsibility 
fot:. fumishIng high'Yay faciliti~uite naturally nar:
rowed down to the politlcaFuniis wliose areas m.oStnear~ 
ly·coiifOrmedto the econQ.rnicliffiits of highway transpor-
tationv . -..• 

At the turn of the century the transportation of goods 
andpersons over public roads. entered its third a.ndp~~ 
ent I:>h~c:_~f development, ':!!.aracteriz~~ by _a.!.apid~= 
crease in hlihway.!!~ As a result of the comIng of the 
aUtOffi01itleif-sooii-became- apl:>.arent that the increased 
opera.ting radllis Qnigh~ay travel -;~ creatfngtiaffic 
wh1ctiDcire. no relation in point of origin and destin~ti.~~ 
to purelY'poI!tical boundaries, and that such: traffic j\'as_ 
ora-baSICally different charager Jrom the type which _ 
moy~~hoIIywithinalocalar9- I!.!'!~J~rther~ 
vaguely at first, that the cost of highway facilities required 
by these different types of trafl:ic .could not with equity 
be assessed wholly againsd<iCafproperty owners, but 
that a certain portion of the costs should be .. assessed 
agaiilsfgenera! s.t~te ~n~ collectea frQJ1ltaxpayers i!:: . 
large. Fiiim·this recogrution of the existence of disSlriiiIir 
tfpei bft~ there emerged the conception of general 
use 1iIgbways and land utilization highways. 
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~gislative recognition of such a concept of highway 
development was first expressed in the State ~.A,!:t
(I ~f New J ersey" T~is legiSIitlve p~o~:,!SiQ~ !lllIl"ks 
~e beginning of the ~g b~:towaf<[rentr~~ 
trc:;Iover highway-activitY, a movement which has gained 
acceleration dunng die '1iiSt decade until now the state 
again occupies the central position in the field of highway 
development, with the federal and local governments 
participating in varying degrees. 

The sections below are designed briefly to trace the 
trends in modern highway development and to estab
lish the extent and physical characteristics of existing 
highway facilities as well as to indicate the changing 
methods by which the development of these facilities 
have been financed. 

I. EXTENT AND CHARACTER OF HIGHWAY DI'VELOPMENT 

During the period from 1900 to 1920 passenger car 
. registrations increased from 8,000 to 8,225,859; and mo
tor truck registrations io,creased from 410 in 1904 to 
1,006,082 in 1920.' No motor trucks were manufactured 
prior to 1904- Only 153,530 miles or 7.0 per cent of 
the 2,151,379 miles of rural highways existing in 1904 
had any type of surfacing while by 1921 about 387.457 
miles or 13.0 per cent of the rural highway mileage had 
been surfaced.' 
W~ vehide . .!Iwnership it was. in

e.Yita!>k ... that..pr~~ exerted ~on govern
ment agencies to expand ~nd improvelUgnway facilities. 

-- ~ .. -.. - .... --
• See R~I .f 1M S .... Hig,.",.,. E.g"".,. 101M N.." J..-s., SUI. 

Higllct.y Commission, 1926, p. 2. 
• F«ts "" Figwu 0/ 1M AfIltmIObiU IfIIluslry, 1932. p. '4, National 

Automobile Chamber of Commerce. 
• From U. S. Bureau of Public Roads. 



GJtOWTH AND CHAllACTB.ll or RUJ.AL ROAD SYSTEMS, 1921-1931-

MiI .. gt 

y .... Local P ..... 
Toral State 

(County 
centage and 

Town) State 

1921 2,924,5OS 202,915 2,721,S90 6.9 
1923 2,995,727 251,611 2,744,116 8.4 
1924 3,004,411 261,216 2,743,195 8.7. 
1925 3,006,183 274,911 2,731,172 9.1 
1926 3,000,190 287,928 2,711,262 9.6 
1927 3,01l,584 293,353 2,720,231 9.7 
1928 3,016,281 306,442 2,109,839 10.2 
1929 3,02.4,233 314,136 2,710,097 10.4 
1930 3,009,066 324,496 2,684.570 10.8 
1931 3,034.89,14 328,942 2,1OS,9S1d 10.8 

• Buit data (rom U. S. BUf'eau of Public Roads. 
b Data not availllble for 1922. 

State 

High 
Type Other No, 
Su,," Surfa~ Surfaced 

faced° 

14,707 69,665 118,543 
25,339 86,061 140,211 
31,126 100,983 129,107 
36,244 108,610 130,057 
41,022 112,037 124,869 
46,642 129,924 116,787 
53,173 139,965 113,304 
61,070 141,254 IOS,812 
69,522 156,_ 98.215 
80,985 161,715 86,242 

Slndudel Portlacd eement!conc:tc:tc. bituminout (;I).h~te. brick, and block. 
• Preliminary ettim.ta. 
• Not .v.il.bl~. 

eh_ oi Suria«: 

LoeaJ (County and Town) 

Percent ... High p.,.,. 
Type Other Not centage ageSUJ'oo Su,," Surfaced Surfaced S ... faced facedOl faced -

41.6 11,067 292,018 2,418,5OS 11.1 
44.3 13,077 314,864 2,416,175 12.0 
50.6 14,461 325,091 2,403,637 12.4 
52.7 17,506 358,900 2,354,766 13.8 
56.6 17,387 369,618 2,325,257 14.3 
60.2 18,272 393,883 2,308,076 15.2 
63.0 19,233 473,766 2,276,840 16.0 
66.3 20,649 433,462 2,255,986 16.8 
69.7 22,537 444,801 2,217,232 17.4 
73.8 . . 2.332,851' 2!.2 

'" W o 



Year 

---mt 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 

INDBX or MILitAGB or RURAL ROAD SVSTBM', BY TYPES, 1921-1931-
[1921-U)().O! 

Rural Road Mileage Non-Surfaeed Mileage Surfaced Mileage 

Local Total State State Local Stat. Local Syotcm System 

100.0 100.0 100.0 1100:0 100.0 100.0 100.0 
102.4 124.0 100.8 118.3 99.9 132.0 108.2 
102.7 128.7 100.8 108.9 99.4 156.6 112.0 
102.8 135.S 100.4 109.7 97.4 ' 171.7 124.2 
102.6 141.9 99.7 105.3 96.1 193.3 127.7 
103.0 144.6 99.9 98.S 95.4 209.3 136.0 
103.1 151.0 99.6 95.6 94.1 228.9 142.9 
103.4 154.8 99.6 89.3 93.3 246.9 149.8 
102.9 159.9 98.6 82.9 91.7 268.1 154.2 
103.8 162.1 99.4 72.8 88.2 287.7 189.1 

• See prccedinll t.bl. for actual dat .. 

High TYEe Surfaced 
MIleage 

Stat. Local 

100.0 100.0 
172.3 118.2 
211.7 130.7 
246.4 158.2 
278.9 157.1 
317.1 165.1 
361.5 173.8 
415.2 186.6 
472.7 203.6 
550.7 -

VI ... .. 
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The general features of this physical expansion for the 
country as a whole, covering the period 1921-1931 are 
indicated in the table on page 530. For purposes of 
ready comparison an index of highway development 
based on the same data is shown in the table on page 531. 

It will be noted that in these tables the aggregate 
data for rural road mileage are segregated according to 
slale highway systems and local road systems. Rural road 
mileage includes all mileage not included in the streets 
of cities and incorporated places; state highway systems 
embrace all mileage over which state governments ex
ercise primary administrative and financial control;' and 
local road systems include the mileage over which po
litical subdivisions-counties and towns or townships-
exercise primary administrative and financial control. 
These distinctions and definitions will be retained 
throughout.' 

At the end of 1921 the highway system of the country 
contained 2,924,505 miles of roads, of which 202,915 
miles or 6.9 per cent was included in the state systems. 
Only 84,372 miles or 41.6 per cent of this latter mileage 
were surfaced and of the surfaced mileage only 14,707 
miles or 17.4 per cent were of the high type surface. In 
the same year only 1 1 per cent of the local road mileage 
was improved with any type of surface and only 3.7 per 
cent was of the high type • 

• Several stat.., notably North Carolina and Virginia, have recently 
assumed both administrative and financial control over aU or the bulk 
of runl road mileage. Official "'PO"'" however, still c1..n!y mileages 
formerly included in county systems as local roads. 

• Mileage shown for state highway IfstCUll is baled on accurate meas
urements, but the aetna! physical extmt of local road oyst..... ;. DOt 

preciJely known. This is particularly true with reference to town road 
system .. These data., however, represent the most authentic atim&te 
a .. ilable. 
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By the end of 1931 significant shifts (as indicated in 
the accompanying chart) had occurred in this distribu
tion. While the total rural highway mileage had ex
panded only 110,388 miles, or 3.8 per cent, state high
way systems had added 126,027 miles--an increase of 
62.1 per cent. At least 12 per cent of this iilcrease in 
state mileage was occasioned by the transfer of local mile
age to state systems, rather than by an expansion of 
the entire rural road mileage. II! contrast, the extent of 
local road systems showed an absolute decrease of 15,639 

CHAIlACTEIl OF SUIlFACE: STATE HIGHWAYS 

AND Loc.u. HIGHWAYS 

miles. Moreover, by the end of 1931, about 74 per cent 
of state highway systems ~ge was surfaced-as con
trasted with the 42 per cent;, of 1921. Of the surfaced 
mileage in 1931,over 33 per cent was high-type surfacing 
as compared with 17 per cent in 1921. 

In the local systems only 21 percent had been surfaced 
by the end of 1931; as compared with J.I per cent in 
1921; and of the 1931 surfaced mileage noClnore than 
5 per cent had been improved with high-type pavement, 
representing an insignificant percentage increase over the 
3·7 per cent in 192u"Thus at the end of 1931, the state 
highway systems, comprising only 10.8 per cent of all 
rural road mileage, contained about one-third of all 
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surfaced mileage in the country, and approximately 78 
per cent of the mileage surfaced with high-type pave
ment. These ratios compare with corresponding per
centages of 6.9, 21.8, and 57.1 for the year 1921. 

These data, showing the relative development in the 
physical extent of state and local highway systems and 
the rate of change in the character of highway facilities 
within each group of systems over the ten-year period, 
are highly significant. ~he~dicatequite clearly th» 
the forces--whether commerClalor non-commercial 
'iissoClate~~of motor-veh~s
portation during the Past _decade, which have exerted 
-effective -pressure· to secure both increased volume and 
improved character of highway facilities,_have directed 
that pressure toward-the securing of primary highway 
rou~those included within state systems. No similarly 
-eJrecove pressure has been extended for the expansion 
of local road systems. 

The quantitative analysis presented above serves only 
to indicate general trends in the direction and intensity 
of highway development for the country as a whole." Un
fortunately, the rate of growth and t1te administra~y~_ 
procedure refiectealn-the existing-systems of highway 
facilities hil,,(varied widely from state to stafe.Iii snort; . 
there is no national highway system in the United 
States. An of the problems which emerge from the de
vefOpffient of modern highway transportation have their 
origin in the governmental activity of states and their 
political subdivisions. Consequently, it is impossible, be
cause of the very nature of the problem, for any conclu
sions which are based solely upon an analysis of quanti
tative data for the country as a whole to be uniformly 
applicable to the actual operating conditions in all states. 
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Discussion of aggregate data is useful only as a point of 
departure. When we come to consider the question of 
how highway costs should be allocated between types of 
USers we shall have to take account of the wide variations 
in different states. 

IL HIGHWAY OUTLAYS AND METHODS OF FINANCING 

Neither the expansion of highway mileage nor the 
increase in mileage of higher types of surfacing furnishes 
a complete picture of the growth of highway facilities. 
Improved maintenance of existing roads, reduced gradi
ents and straightened alignment, stronger bridges and 
culverts, and widened roadways, all have contributed to 
the tremendously increased effectiveness of motor vehi
cle operation. In the aggregate these items have occa
sioned substantially increased outlays for highway de-· 
velopment. 

I. Outlays. Governmental outlays for all highway 
purposes during the period from 192.1 to 1931 are shown 
below. The table on page 536 shows disbursement of 
highway funds by state highway departments and the 
one on page 537 gives a similar statement for local gov
ernments. The chart on page)38 brings out the changes 
which took place between 192.1 and 1930 in state and in 
local disbursements for different purposes. 

Total disbursements for state and for local highway 
purposes have shown widely different rates of growth. 
Between 192.I and 1930 outlays for state highway sys
tems increased by 187 per cent and for local road systems 
by only 34 per cent. In 192.I outlays for state highway 
systems, comprising q,9 per cent of rural mileage, ac
counted for 38 per cent of total outlays, wh}le by 1930 



DISBURSEMENTS or ROAD FUNDS BY STATE HIGHWAY DEPARTMENTS 
1921 1926, 1930, and 1931" 
(Dollar items in thousands) 

\ 

1921 1926 1930 

Object of Expenditures 
Amount Per Amount Per Amount cent cent 

Current outlays: '100,079 25.2 ,219,842 35.4 , 290,157 
Maintenanceb . ..................... 64,833 16.4 125,617 20.2 191,684 
Interest on bonds and notes . ......... 10,417 2.6 33,690 5.4 50,668 
Machinery and equipment' .. ......... 8,412 2.1 22,285 3.6 22,302 
MisceUancousb . ................ ~ ... 16,417 4.1 38,250 6.2 2,227 

Fu~~~e~~~!,::=s :.ss=e:t~~ . ~~ . tc;~~: - - - - 23,276 

ships (or local roads . .............. , . 6,451 1.6 23,848 3.8 66,898 
Calli tal investment in construction and 

284,303 71.5 356,175 57.3 713,117 nght ofwayb, .............. , ....... 
Principal payments . ... , ,.,., ......... 6,651 1.7 21,879 3.5 69,505 ----

Per 
cent 

25.5 
16.8 
4.4 
2.0 
0.2 
2.1 

5.9 

62.5 
6.1 

Total disbunements . .. ,., ......... J397,484 100.0 '621,744 100.0 '1,139,677 100.0 

1931 

Amount Per 
cent 

• 269,807 24.7 
160,980 14.7 
61,862 5.7 
21,482 2.0 
4,313 0.4 

21,170 1.9 

32,969 3.0 

730,955 67.0 
57,278 5.3 

'1,091,009 100.0 

• Compiled from records of the U. S. Bureau of Public Roads. State data in most cases are for the calendar year, but where 
calendar year figures are not available the fiscal year most nearly corrcaponding thereto, has been used. 

b "Miscellaneous" from 1921 through 1927 includes administration and engineering when repoc.ted separately also traffic 
control. From 1928 through 1931 the pro rata share Qf administration, engineering, materials, and supplies is inclUded with 
"Capital investment in construction and right of way," and with "Maintenance," . 

. • Covers purchase (a capital investment), rent~ and repairsi the major part of these expenditures is applicable to main. 
tenanee. 

d Includes ite-ma such as police patroli expense of administration and collection of motor vehicle license fees and gasoline 
toea (and refunds); construction of cit)' streets as part of state highway, etc. 



DIIBURSBMINTS or ROAD FUNDS BY LOCAL GOVERNMENTS 
. 1921, 1926, and 1930' 
(Dollar items in thousands) 

1921 1926 ,1930 

Object of Expenditur<o 
Amount Per Amount Per Amount Per 

cent cent cent, 

Current Outlaya: J271,852 42.8 J322,OI3 42.9 J403,901 47.4 

Maintenance . .............................. 185,726 29.2 213,236 28.4 284,229 33.4 
Interest on bonds and noteab . .••.............. 46,487 7.3 66,685 8.9 82,605 9.7 
Milcdlaneous' . ............................. 39,639 6.3 42,092 5.6 37,067 4.3 

Funds transferred to .tate . ..................... - 72,769 9.7 38,615 4.5 
Capital ouday for construction . ................. 337,870 53.1 265,718 35.3 296,595 34.9 
Principal paymenu'> ........................... 26,738 4.2 91,070 12.1 112,576 13.2 

Total .................................... $636,460 100.0 J751,570 100.0 .$851,687 100.0 

• Compiled from record. of the U. S. Bureau of Public Road •. The Bureau states that lithe data are partly eatimatea and 
approximation., but are the only available figures obtainable by this Bureau!' Data for 1931 are not available. 

b For 1921 bond interest i. included with payments on principal; thereafter when reported in one amount it il approximate
ly allocated. 

• Includes administration and engineering, except when these iteJ1\l are allocated to construction and maintenance. 
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these outlays on state systems, comprising 10.8 per cent 
of rural road mileage, made up 57 per cent of all high
way expenditures. 

Capital outlays for new construction and expenditures 
for maintenance have accounted for a large portion of 
the increased expenditures on state highway systems. 
About 58 per cent of the increase is due to new construc
tion and most of the remainder to maintenance opera
tions. On the other hand, capital outlays for new con-

DISBURSEMENT OF ROAD FUNDS BY STATE AND BY 

LoCAL GoVERNMENTS, 1921 AND 1930 

struction on local road systems have shown an absolute 
decrease. Thus the entire increase in total disbursements 
for local road facilities is accounted for by expanded out
lays for maintenance and payment of interest and prin-
cipal on outstanding debt. ' 

In short, the trend in local road administration is 
merely to maintain a decreasing total mileage at a some
what higher standard of serviceability and to payoff 
previously incurred debt. Again, as in the previous dis
cussion of mileage expansion, it is apparent from an analy
sis of highway outlays on state and local systems that 
effective pressure for permanently improved highway 
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. facilities has been reflected largely in operations on state 
highway systems. 

2.. Sources of highWtJy income. In the course of ten 
years the methods of financing highway development 
have undergone nrlical changes. The tables and charts 
on pages 540 to 543 show the sources of income by 
which state and local highway activities have been 
financed during the period from 192. I to 193 I. 

In final analysis all highway income is derived from 
tIu-ee sources: state and local generdhm<!s.. special motor 
vehicle tax levies, and federal aid allotments. 

-"3.. GeneraI Funds. SubStantIauy an of the amounts 
shown mthetOlloWiiig tables under the items "general 
taxation and appropriations,» ''local road tax levy and 
appropriations," and "transferred to state by local gov
ernments" come directly from general funds. In addi
tion, proceeds from a portion of borrowing operations are 
eventually repaid from the general funds. Since tax sys
tems differ widely from state to state, no unqualified 
statement can be made as to the types of tax levies which 
contribute to the general funds of state and local govern
ments. In general, however, it can be said that revenues 
from pro~1eV1es constItute1hebtrtlt of toed gov
ernment curTCni1~me:------ ------
·--b:-S~otor Vehicle Tax Levies. These levies 
will be referred to in subsequent discussion as user taxes. 
They are composed of two types of levies: a fi~ 
for motor vehicle license I!Iates, and a per gaIlon tax on 
g.iSOIine. The great bulk of user tax revenues, as con
ti:asted with Those Whl.ch·£O~.tt:i.E.U!~ to the general funds 
ot state--:md 10Cii --governments, are derived from a 
special class-motor vehicle use;:s:-oruyrune ·slates"f.iil 
to -makeariy provision for exemptIons on refunds of 



SOURCES 01' HIOHWAY INCOMB FOa. EXPBNDITUllB BY STATB HIOHWAY DEPAIlTMENTS 
1921, 1926, 1930, and 1931-
(Dollar items in thousands) 

1921 1926 1930 1931 

Source of Income Per Per Per 
Amount Amount Amount Amount 

cent cent cent 
---

Revcnuea: ,179,870 44.5 $420,225 62.4 '761,313 67.0 , 696,167 

General taxation and appropria. 
35,438 tionah ...................... 67,233 16.6 48,147 7.1 43,318 3.8 

Usertaxel: 104,558 25.9 358,855 53.3 700,911' 61.7 639,585 
Motor vehicle fees . ............ 101,284 25.1 224,552 33.4 289,802 25.5 253,403 
Gasoline taxes . ............... 3,274 0.8 134,303 19.9 411,109' 36.2 386,182 
Miscellaneous income . ......... 8,079 2.0 13,223 2.0 17,083 1.5 21,144 

Non-revenuea: 224,198 55.5 252,983 37.6 375,360 33.0 396,470" 

Receiptl from bond and note i .. 
aues ...................... . 111,397 27.6 103,846 15.4 222,288 19.6 130,614 

Federal aid allotments ••.......• 77,457 19.2 79,163 11.8 92,463 8.1 218,074 
Transferred to "ate by local iiOV-

ernments .................. . 35,344 8.7 69,974 10.4 60,609 5.3 47,782 

Total ...................... J404,068 100.0 '673,208 100.0 ,1,136,673 100.0 ,1,092,637" 

Per 
cent 

63.7 

3.3 
58.5 
23.2 
35.3 

1.9 
36.3" 

11.9 
20.0" 

4.4 

100.0 

• Compiled from recorda of the U. S. Bureau of Public Roads. State data in moa:t cases are for the calendar year, but where 
calendar year figul'Cll are not available the fiscal year mOlt nearly corresponding thereto, has been used. 

b Stare to: asseasmenta and appropriations from stare general fund are often made to cover bond obligations. 
-Includes taxes of former yeara held by Illinois Court as folio ... , 1927. '6,310,565, and 1929, ,11,659,778. 
d Included are certain amounts from other federal funds as follows: For 1100d reher, Alabama '149,499; Arkansas, J801,301; 

Kentucky, ,137 198; Louisiana, '786,271; New Hampshire, ,29,158; South Carolina,,548 908; and Vermont, '163,258. For 
public land. hi8~war constructton, Arizona, ,4,333; fdaho, '125,427; Utah, UII,206; and Wyoming, $43,577. (Total for 11 
Itatca i, $31000,136.) Emergency advance funds amounting to ,62,730,289 are atso included. This amount represents loans 
to the varioUi Itatea to be ftturned. within five years (1933-38) to the United. States Treasury by deductions from future 
federal aid .pportioni!'!.nta. ,!he, pe~p~ distribution of the federal aid allotments in 1931 is: flood relief, etc., 0.3; 



SOURCB OF HIOHWAY IHCOMB FOR EXPBNDITURB BY loCAL GOVERNMBNTS 
1921. 1926, AND 1930' 

(Dollar Iteml in thousandl) 

1921 1926 1930 

Source 01 Income Per Per Per Amount cent Amount cent Amount cent 

Revenuea: J417,996 56.2 ,576,8114 74.4 ,689,993 84.3 

Local road tax levy and appropriation8 lrom Ben-
46.9 443,047 57.1 494,633 60.4 eral fund .................................. 348,514 

Uler taxea: 15,356 2.0 77,594 10.0 162,022 19.8 
Motor vehicle leea . ........................ 1S,117 2.0 37,861 4.9 54,911 6.7 
Gasoline tuea . ........................... 239 .0 39,733 5.1 107,111 13.1 

MiacellaneDul income . ....................... 54,126 7.3 56,243 7.3 33,338 4.1 
Non-revenuea: 325,497 . 43.8 198,540 25.6 128,386 15.7 

Receipts from .a1e of bando ................... 323,176 43.5 168,575 21.7 94,684 11.6 
Tranl(erred lrom Itate (or local road •. .......... 2,321 0.3 29,965 3.9 33,702 4.1 

Total .................................... '743,493 100.0 ,775,424 100.0 1818,379 100.0 

• Compiled lrom record. 01 U. S. Bureau 01 Public Road •. The Bureau atatea that liThe data are partly estimates and ap
prozimntion8 but are the only available figure. obtainable by mi. Bureau." Data lor 1931 are not available. 
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taxes on gasoline not:. consumed in highway operations.' 
c. Federal Aid Allotments. An act of the sixty-fourth 

Congress provided:"'-"that the United S!at~ shall aid 
the states in the construction of rural post roadS.''' This 
onglna! act of 191 6 rommoriIyTmown as tTieFedelfl1 Aid 
Act 'has been amended and' supplemented at various 
tim~Tn general its provisLonslimit ~ikage:!!Fgible 
for 1ederabidln ally state to 7 per cent of the total rural ----- ----- --_. ----- . --.-- . -~-~-

SOURCES OF STATE HIGHWAY INCOME 

~CNE"AL TAXATION AMI API'II01'11IATIONS 
~S£R 'TAJtCS 41CENS£ FEES ANO (l;ASOLIN£ aXE.!) 

LANEOUS INCOII£ 
'£05 FROM /JORRO./NG 
IoU AID ALLOTMENTS 

road mileage in that state. They also establish a distinc
tiOnoetween-primary,-orinterstate, highways, and sec
ondary, or inter-county, highways, and provide "That in 
approving projects to receive federal aid •.. the Secre
tary of Agriculture shall give'preference to such proiects 
as)Vjll~edite th~~01!lpletio.n 9fJlQ ade-Quate and con
nected_s~!em of h~ays, int~rstate in ch~er.''' Ac
ceRtance of thi provisions of the vari.ous federal aicfaas 
is wholly:~ptional with any state. . 

Highway projects on which the federal government 

.. I. G. Cramford, The A Jm;nillrillion of 'he Gilloliru Tin in 'M 
U,.iuJ St4US, 193%, p. 2'; • 

• 19 Stat. L., liS· 
.42 Stat. L., '212. 
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participates with state highway departments are financed 
about half by federal funds and half by state funds. Fed
eral participation in highway development is supervised 
by the Bureau of Public Roads of the Department of 
Agriculture. This bureau operates only through state 
highway departments. 

SOURCES OF LOCAL HIGHWAY INCOME 

3· ~-2i stole highw4y}ncome. In 1921 revenues 
derived either ~&rectry from general tax 
sources accounted for 25.3 per cent of all state highway 
mrome. This figurilsa:rrived at by combining the 
amounts derived from general taxation and appropria
tions and transfers to the state by local governments. An 
additional 27.6 P~!!t w~_obtained~ 
of note andlXind ISSUes. Data compiled by the Bureau of 
PUbI'iCROa'aSshow that all bonds iss~ed since ,1920 for 
state highway purposes which were outstanding at the 
end of 1931 were being serviced as follows: 

From state general funds 
From motor user funds 

Amount 
$ 237,111,000 

935,414,150 

Per cent 
20.2 
79.8 

$1,172,525,150 100.0 
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In the single year 1930 all state highway bonds were 
issued against motor user revenues.'· It seems certain 
then that general tax funds were pledged for the repay
ment of at least 20 per cent of the debt so incurred in the 
year 1921 and that in this year somewhere between one
third and one-halr' of all state highway income was de
rived either directly from, or in anticipation of, general 
tax revenues. 

Gasoline taxation was not introduced until 191910 and 
by 1921 was yielding only negligible amounts, conse
quently user taxes, made up of gasoline tax revenues 
and motor vehicle license fees constituted only 26 per 
cent of state highway income in that year. Federal con
tributions and miscellaneous sources accounted for 21 
per cent of state highway income in 1921. 

fur 1930".!b~Lhighway incolEe patternJ!~d_been ma
terial~ed. General tax funds iioTOnger wereIleing 
caIl~d upon fOLany substantial contribution to state high
w~.development. General taxation, together with trans
fers to 'the state, accounted for only 9-PeJ: cent of the 

,total state highway income: Moreover, revenues from 
uS!:~ ~f!! were pledged to cover interest and' amorti

• Evidence iutroduced by Bureau of Public RoadJ in Hearings 011 

S. 2.791, RegulaliorJ of Motor Carrier T,."S'orlMu"" Pt.. 2, p. 2.12. 

D These limits are arrived at by the following calculatiom: If in 
1921, 20 per cent of etate highway boocH were iJsued against general 
fund. then ~.5 per cent (.0 per tent of '7.6 per cent) pi .. a5.1 per cent, 
or 30.8, of all highway income was derived directly or indirectly from 
general fund .. If all bonds in 19Z1 were iIoued agaimt general tal< 
revenue&, then 27.6 per cent plus 25.] per cent or 52., per ceot of total 
state highway income was 10 derived. 

D The first ga.mline tax wu introduced in Oregon in ., J 9 and by 
J 92.9 every state bad adopted thiJ fonn of taX levy &I a meam of 
financing highway developmcuL 

"The year 19]0;' wed here for 'wo reuons: (I) fedenl unemploy
ment relief advances to states during 193 I in form of fedtra1 aid road 
fuods diJtort the trend of ordinary highway activitieo, and (a) financial 
data for 1oca1 road activities are oot available for 1931. 
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zatigJLjlfi ill.stateborrowinglor -highway purposes, 
thereby relieving gen~ property from all obligations 
on that score. FederaU:wm:ibutiQns had dropped from 
19 per cent to 8~_~egate state highway 
income. As a resUlt of the phenomenal growth of revenue 
derived from gasoline tax levies (from $3,273,988 in 
192I to $411,109,446 in 1930), user tax revenue§..!C
counted directly for 61.7 per cent of all state highway in
come in 1930 as compared with only 26 per cent in 1921. 
An additional 19.6 per cent was obtain~ borrcnY=.-_ 
ings supported ~~ b¥ user taxes. Thus in 1930 motor 
veliicle users as a special-diSii were responsi~Je.!!h~_ 
througbdir~t..Qr...thnwgh anticipated paymenl2-.fOl:-8L
per ~r the income iliade availabl~ froin all sources 
fOr" state highway purposes. --- --

As in the case of physical development wide variations 
exist in the methods of financing jn different states. These 

. must be taken account of in any attempt to allocate costs 
between different users. 

4- Local road systems. By reference to the table on 
page 541 it will be seen that tendencies similar to those 
reflected in methods of financing state highway activities. 
have influenced the financial procedure of local govern
ments in developing local road systems. For example, in 
1921, direct tax revenues derived largely from property 
taxation, together with proceeds from borrowing, ac
counted for $671,689,934. or 90 per cent of local high
way income. By 1930, however, these sources of income 
contributed at the most only $589,317,806, or 72 per 
cent of local highway income." User taxes in 1921 fur
nished only $I 5,356,409, or 2 per cent of local road in-

»While genenl funds were held responsible for the ~t of 
pruticallyall bonds itoued in 1,21, IIIhstantial portions of the borrow. 
ingo in '9]0 were hacked by gasoline tax levi ... 
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c~me, but by 1930 this source of revenue produced 
$ I 62,02 1,83 I, or about 20 per cent of all local highway 
funds. The decrease in both relative and absolute con
tri.~':!.ti~.ns1¥ generartaxpayers was, -tii-;refore, m9~ethan 
compensated for by a ral2id increase in"the contributions 
of motor vehiCle useisas aspeoal 9-~~s,-Heie again sub
stantiaJ. variations from this average condition are found 
from state to state. 

III. SUMMARY 

The period from 191.!.101911 shows an unmistakable 
trendlntne methodSof financing rural rmid development 
in "the United States: State general funds have been pro.. 
gressively relieved from participation in highway devel
opment until by 1930 the maintenance of state hIghways 
and the creation of additional highway facilities was be- • 
ip..&,financed exclusively byrevenues derived from special 
.mot9.r-~lcletaXition and by_!=.oQtri.IJlltiodr..om the fed
~ gove~nIrieriE. This·tendency was not l:mite(t~ stato. 
highway programs. The relative importance of general 
fUnd revenues inthe financing of local roads consistently 
decreased throughout the period, thouglJ. at a slower rate 
than in the case of !!tate financing. Thus at the beginning 
of the period, special user taxes accounted for only one
tenth of all income available for rural road work (state 
and local) while by the end of the period this source of 
revenue was producing more than one-half of the income 
available for rural road purposes. 

All of the quantitative data presented in this chapter 
are designed solely to indicate general trends inthe rap
idly shifting methods by which the development of high
way facilities has been financed during the past decade. 
They dQ.not"tclLYs..whether~~uate_~~. 
COy~th!!_high.way.<:osts pr~~"Ll!lloca.b~~. 



CHAPTER XXVI 

WHO PAYS FOR THE HIGHWAYS? 

Attention has already been called to the marked tend
ency toward the financing of all state highway operations 
by means of revenues derived from special fees levied on 
motor vehicle operation. It was pointed out that in 1921 
these special user tax revenues accounted for only 26 
per cent of all state highway income, but that by 1930 
sOme 80 per cent of the income inade available for ex
penditure on state highway systems was contributed by 
motor vehicle users in the form of' gasoline tax levies 
and lia:nse fees. These data were introduced to estab
lish trends in the methods of final'lcing highway develop
inent. No effort was made to relate these special tax con
trib~ to the annual costs of h!g!!~_ay improvement 
.and mamrenam:e.Tne purpose of this chapter is to deter
nifne the -extent to which the gasoline t;lxes and license 
fees paid to state governments by motor vehicle users 
have been adi:<Juate to meet the true costs of highway 
d"evelopment during the last decade of rapid expansion in 
highway improvement. . 

It is impossible to make a thoroughly satisfactory an
swer to the question for two reasons: first, the lack of 
certain essential' data, and, second, the lack of a satisfac; 
to~~!~.~~.:d for allocatin&...t~~St;.LC2!1-tr'~UI:!()ns be-. 
tWee.ngenera:rusehigh!l'.a~ !nd so-called 'land utiliza
tionroa~--'·-· . .---- ----, --'---

~~i!rz..!tjghwlly~a.rt;.£.~med jn three groups, and 
these groupings .d .. (Lno! PJJL~£.ol!4...accurately to differ
ences in the character of the traffic. The classes arWJ) 
state highway~ilil .. co~!y_hjghways; and (3) town or 

54-7 
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township highways. The purpose of state highways is 
tomake posslblemter-ciry trans~ortati'§-the fact that 
owners'ofac1joiliing-property Oerlve benefits is a wholly 
secondary i:onsidera@~-,-The cost of building and main
taifu~bways is therefore pr()perly-~geabIC 
to jhe general us~ OIillleother hand, the town or town
sliE~~:£o~only called land utilization roadS;an
maintained primarily for the tienefiiOrthe. local Ial!CI 
owner and-the loCalcommunity. While these 'roads serve 
som~ general use, this is incidental to their maiilpurpo~e, 
CountY roads are intermediate in character &i:ween state 
and local roads, but in general resemble the' former 
rather than the latter in that their main objective..is. to 
afford inter-coJll!llunity transportation. They do not pri
marily serve the owners and occupants of immediately 
adjacent land. In addition, certain city streets form parts 
of state highway systems. 

I. DETERMINATION OF HIGHWAY COSTS 

With reference to city streets included in state high
way systems, we have no data covering either mileage 
or costs. With regaJ;d to the county roads, we have esti
mates of mileage, but costs of construction and mainte
nance cannot be separated from those of the town or 
township roads. 

To compute directly the relationship between the costs 
of highway development and maintenance and the 
amount contributed for that purpose by users of the high
ways, we would have to have detailed information con
cerning the distribution of expenditures between the ele
ments of the highway structure which are subject to 
rapid depreciation, such as surface, and those which are 
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relatively permanent, such as right-of-way, grading, and 
draining. We also need information as to the propor
tionate mileage of the various types of surface. 

No trustworthy data are available with reference to 
the distribution of expenditures between the different 
elements of cost, nor with respect to the salvage value 
of road surfaces. We cannot, therefore, compute the an
nual cost directly. The available information does, how
ever, make possible an indirect computation which will 
show whether the amount which is being collected from 
highway Users is SUffiCient-to amortrzetKe inveStmenfiii' 
state highways -withliia-penod -which fills between 
reasonable upper and lower limits of the prOl)aore1ife
time of the roads. No"sucli computationean be made 
for county "andtownroads, however. 

I. State highways. The method used in the computa
tion is as follows: First, provision is made for the an
nual payment required to cover interest and amortization 
of the right of way, grading, and drainage structures 
built during the first year. It has been assumed that these 
items require a minimum of 2S per cent of the total out
lay for new improvements,' and that they have an eco
nomic life of 100 years." The balance of the first year's 
revenue is the amount available for interest on, and 
amortization of, the cost of that year's surfacing. We com
pute the number of years necessary to amortize the cost 

SOn federal aid projects paid for during 1930 ancJ 1931, in aeven 
....... for which data are available, grading and drainage" item. ranged 
frnm 16.1 to ~7.5 per cent of the total cost. In aggregate outlays for 
all highways, which include a larger proportion of low cost surfaces, 
grading and draining costa must comprise at least as lar&e a proportion 
of the total as on these federal aid projects. 

• For a diJcuaiOD of tim point ... P'OCU4;"gs of tJu Hlg".,., R ... 
16,,11 BOIII'1l1 1930, p. 334. 
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of the year's surfacing, if this same amount is applied to 
it in each succeeding year. Funds available in the sec
ond year are allocated (a) to meet the second-year con
tributions to amortization of the first-year construction, 
and (b) to amortize the right-of-way, grading, and 
drainage costs incurred in the second year. The balance 
of revenue remaining is the amount available to amortize 

Year 

1921. .... 
1922 ..... 
1923 . ... 
1924 .. .. 
1925 ..... 
1926 .. .. 
1927 .. .. 
1928 ... .. 
1929 .. 
1930. .... 

STATE HIGHWAY FUfA,NClNO, 1921-193()a 
(Dollar items in thousands) 

User 
Contri-User Net burions Annual 

Contri- Current AvailabJe Capital Average 
buttons Ouday for Ouday Interest 

Available Ra .. Capital 
Ouday 

-
'104,558 , 89,662 , 14,896 '289,349 3.55 

113,112 107,387 5,725 293,038 3.88 
162,949 117,293 45,656 284,125 3.38 
222,628 155,764 66,864 389,218 3.60 
289,174 180,414 108,760 397,191 4.04 
358,855 186,152 172,703 363,708 4.23 
416,125 200,997 215,728 412,443 4.07 
493,299 191,683 301,616 548,562 3.91 
565,352 219,074 346,278 569,552 4.36 
700,911 239,489 461,422 728,342 4.27 

& Basic data from U. S. Bureau uf Public Roads. 

Interest 
Charge on 
Col15trUc-

tion 
Funds 
Used 

During 
Year 

$5,046 
5,577 
4,732 
6,882 
7,864 
7,533 
8,226 

10,519 
12,151 
15,225 

the cost incurred in this second year for surfacing. Con
tributions collected in the third year are applied to 
amortizing first-year and second-year construction at the 
respective rates set up for those years, then to amortiza
tion of grading, draining, and right-of-way costs of the 
third year; the balance is the amount available for in
terest and amortization costs of the third year. Interest 
is figured on each year's construction at the rates actually 
paid in that year. No allowance is made for salvage 
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values. The basic data are shown in the table on the 
opposite page. 

In this table the "user contributions" column shows 
not the total collections but only the actual amount of 
gasoline tax and license fees allocated to state highway 
departments. The "net current outlay" column shows 
the amount applied each year to the recurring items of 
state highway department expense, maintenance of ex
isting highways, administrative expense, and miscel
laneous items. The "capital outlay" represents the total 
amounts to be funded at the end of each year because of 
investments in right of way and new construction made 
during the year. It includes not only amounts-applied 
to the acquisition of right of way and to new construc
tion, but also interest on the funds used in construction 
operations during the year. This amount is shown in the 
last column. The column headed "annual average in
terest rate" represents the actual rate of interest paid on 
the long-term borrowing operations of states during that 
year. 

The table on page 552 shows in detail the results of 
our computation of the number of years required to 
amortize each years capital investment on the basis of 
that year's revenue collections. 

It will be seen that in the years just after 19 I 9, when 
gasoline taxes were generally low, user contributions 
were not sufficient to amortize the investment except over 
very long periods. In the later years, on the other hand, 
the revenues available have been sufficient to payoff the 
investment m very short periOdS, assuming tha'!'payroents 
OiiaCCouiif of the earlier years were'made at rates based 
on_the~eniiesorTheearlier ye~ While there is no 
specific agreement as to t~e economic life of various 
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types of road surfaces it is quite generally agreed that 
therange vanes from seven-years for low-type surfaces, 
tozoyears -for the high-type rigid surfaces. It seems 
clear, therefore, that during -tne first-three years of the 
period, when gasoline tax rates were generally low, the 
amounts available were not sufficient to pay for the in-

ADEQ.UACY OF USER COBTRlSUTION'S TO AMORTIZE CAPITAL INVESTIIEJifT lit' 
STATBHIoHW'AYS,1921-30 
(Dollar item. in thousands) 

Amortiza-
tion of Balanee Number of User Current Available Yean Contribu- Amortiza- Year for Required to 

Year tions tion of Expendi- Amortiza.. Amortize Available Previous tures for cion of Current for Ouday. Right-of- Current Yoar'. Capital- Way Grad- Year'. Surfacing 
ing and Surfaeing 

Structurea'> 

1921- _ .. , 14,896 - '2,649 , 12,247 25.3 
1922 ... 5,725 _ 14,896 2,907 lZ,(f18' -
1923 .. _ 33,578' 17,803 2,496 13,279 SO.I 
1924. _ 66,864 37,912 3,608 25,344 13.2 
1925. IOS,760 66,864 4,090 37,806 8.1 
1926. _ 172,703 lOS, 760 3,908 60,035 3.8 
1927 .. 215,728 172,703 4,276 38,749 8.2 
1928 .... 301,616 215,728 5,481 80,407 4.5 
1929. 346,278 301,616 6,296 38,366 13.4 
1930 .. _ 461,422 346,278 7,896 107,248 4.5 

• From preceding table. 
b Costs spread over 100 years; interest figured at rates shown on Page SSO. 
CI Deficit. 
d Balance alter making up ddicit (or previous year. 

vestment in road surfaces within the economic life of 
those surfaces, but that during the later years the user 
contributions have been adequate, so far as state high
ways are concerned, not only to cover the maintenance 
and interest costs and current depreciation, but also to 
make up a substantial part of the deficiency of collec
tions in the earlier years. 
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It must be emphasized here that this conclusion is 
based on aggregate data for the country as a whole, and 
is not necessarily applicable without qualification to each 
individual state. Such qualification is essential because 
the wide variations between states are not limited to the 
physical characteristics of highway development. The 
methods by which highway activities are financed shQW 
a similar lack: of uniformity from state to state. For ex
ample, 23 states in 1920 levied no general taxes for the 
support of state highways, whil~ the remainder levied 
taxes which made up from 0.3 per cent to 64 per cent of 
their respective state highway incomes. In practically 
all such cases, however, the assessments were levied to 
cover previously incurred bonded obligations. There is a 
general correspondence between the states which make 
such levies and those in which special motor vehicle tax 
revenues account for the largest portions of county and 
town highway income. 

In general, states which derive the largest percent
ages of state hl&h:way income rrom,"u.il~rq~rtributioEsa~~ 
op_era~.iIl!L!~gely .. ?~ a pa~-as-XJ]l!;go basis.wvhile ~ro
ceeds of b()nd issues constItute substantial portions of 
the highway budget in those states which derive a rela
tively small percentage of state highway income from 
highway users. Direct collections fr6m levies on users 
constitute over 60 per cent of total state highway income 
in only 24 states while user taxes combined with receipts 
from bonds and notes make up a similar portion of high
way income in 41 of the 48 states.' In fi..~nalysis, then, 
u~ontributionsd;!~he~~ren~or an!!9p.a!ed, CO~I
tute.JI.;-u.niforJ!1ly lar~ portion of the state ~~ghway' m-

'It will be recalled that gasoline tax revenues were pledged for the 
repayment of all bonds issued for state highway purposes during 1910. 
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come in about .tli_per cent of the states, indicating that 
tlle condusion reached above for the country as a whole 
would be applicable to a substantial portion of the in
dividual states. 

2. Local highways. ~gasoline taxes and license 
fees fall upon all owners of motor vehicles, whether or 
not they operate on state highway systems, it has been 
regarded as necessary to allocate a portion of the re
ceipts, which are usually collected by the state govern
ment,' to counties and townships. We shall now indicate 
the extent of these contribuUons to local government 
units. 

It has already been observed that the county roads 
are largely devoted to general traffic purposes. Accord
ingly we shall compare the income received from ve
hicle taxes with the maintenance charges and outlays for 
improved surfaces on county road systems during the 
period 1921-193°. Since the capital and maintenance 
costs of county and township highways are lumped to
gether, it is necessary to estimate the amount attributable 
to county roads. This can be done on a rough basis for 
maintenance charges. Various state SUTV~ indicate that 
the traflicdensity on county highways is very m~ch 
heavier than on -town ~oads. It-may therefore be assUmed 
that m 1930 the mauu:enance expen~!Ures ~r 1f1ile are . 
about doublce.. th~ average maintenance eXpenditures fOr 
coUnty an~t~lm r~ds combined. Figured on this basis, 
about ~_~_nt oJ total maintel1311ce charg~.Jncurred
by l~l governments is illocable t~ th~.county roads. 
Applying this-percentage to the actual maintenance ex
penditures for each year in 1921-193° we obtain the fol-

.. In !lOme stat~ however. Ioc:aJ. governments ICVJ' and collect their 
own vehicle taXes. . 
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lowing figures for county road maintenance as compared 
with contributions from highway users. The last column 
gives the annual capital outlays on all local roads: 

Loc.u HIGHWAY FIHAlfClllfG 
(In thousands) 

Estimated Estimated 
Mainte. County UscrCon. Amount Actual 

Year Dance Ex- Road tribations Available Capital 
peoditurc:s" Main .... Allocated" :g,at.y 

Outla,.. 
IWICe 

1921. ... $185,726 $ 83,577 $ 15,356 '-68,221 $337,870 
1922" .. .. - - - - -
1923 ..... 190,569 85,756 39,855 '-45,901 239,047 
1924 .... 195,014 87,756 43,828 -43,928 255,836 
1925 ..... 196,574 88,458 71,379 -17,079 264,966 
1926 . .. 213,236 95,956 77,594 -18,362 265,718 
1927 ... 237,970 107,087 87,100 -19,987 289,180 
1928 . .... 259,753 116,889 104,212 -12,677 282,315 
1929 ...... 260,478 117,215 122,379 5,164 256,582 
1930 ...... 284,229 127,903 162,022 34,119 296,595 

• nata &om U. S. Bureau of Public Roads. 
• No data .vailable. 

During the greater part of the period, highway rev
enues allocated to local governments were clearly inade
quate to meet even estimated maintenance charges on 
county roads. The revenues, however, increased steadily 
and by 1929 they exceeded maintenance charges. In 1930 
the excess over maintenance was sufficient to amortize 
within a reasonable period the capital outlay on both 
county and town road systems. It should be borne in mind 
that this computation relates only to the current situa
tion. Indebtedness incurred ih previous years remains a 
charge against present and future income. 

These figures pertain to the country as a whole. The 
situation, however, varies widely in different states. In 
13 states the county and township governments received 
no revenues from gasoline taxes and license fees, while 
in 22 states over 20 per cent of all local road funds were 
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derived from this source. In a number of states these 
revenues from motor vehicles are sufficient to cover virtu
ally the entire cost of all highways--state, county, and 
local. In N orih Carolina the state has assumed the re
sponsibility for financing from this source the full cost of 
local as well as state highways. 

: /' We believe that the following principles ~hould gov
Vern the aUQcati9J1.of highF~c;Q.~t~~t~f:eI!..!:h~ vario!!s 

grQ!!puf society; 
I. In -zeneral, the costs of highway development 

shol,lld be charged against the groups of society that de
mand highway facilities~ and that presumabl~bllnefitJli~ 
rectlyJrOJIl the facilities furnished by government _agen
cieS j!LI};~2~-that.si~E1and~ 

2. Sp~cifically, the ~al cost of all highway dex~ol'::-_ 
ment provided because of high'iVay user demand for im
proved Iai:i1ities should be met from payments made to 
the government agencies by motor vehicle users as 30 spe
cial class of society . 

. 3. All remaining road costs should be financed from 
the general tax funds collected by the goyer!llTlept;!1 
agencies which provide land utilization roads. While the 
fact that these roads most directly benefit land owpers 
suggests general property revenues or special assess
ments as the most reasonable source of funds for tris pur
pose, the determination o~ ~his p~i-;;t-d~~ nodal within 
the scope of the present -study. 

Over the last decade the practice has been coming 
progressively close to that indicated by these principles. 
During most of the period since 1920 the revenues re
ceived from highway users were not sufficient to cover 
the costs of all highways devoted to general usage, both 
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state and county. The rapid development of the high
ways necessitated the extensive use of general tax rev
enues to meet maintenance costs and capital charges. 
But in due course the revenues collected from highway 
users increased rapidly, and by 1930 they were sufficient 
to cover both maintenance and current capital charges. 
Interest and amortization on previously accumulated in
debtedness remains, however, as a charge against cur
rent tax receipts. 

Looking forward, it is reasonable to assume that for 
the country as a whole, if not for all states, contributions 
from highway users will be sufficient to cover the full 
cost of state and county highways and an increasing por
tion of town roads.' We conclude, therefore, that on . 
the whole highway users are n~,!'payklg for those i!i~ 
ways which are of general_~. LocaLhighwa:jl$ ar~ 
~or, in the main,.!~Y.l~benefi9_aJ;i.a. 

Paying for the use of Iilghways through gasoline taxes 
and license fees is, however, a very different thing from 
paying taxes for the general support of government. The 
gasoline taxes, so-called, and license f~ are devOtea-
prunanrytOae!iiring hlgnWayC~ii1y -to i1ietxieiii ___ 
that they.exceed the costU!1~eabL!!te gov_~~t 
in providing the highways ~~ed as taxes 
in the-true sense. WIuTe-iil certain states some revenues 

ela reaching this mOOosioo DO account was taken of those portioDS 
of city ...... which form integr.ol parts of IOate high_y syotem rou .... 
It is ooly -.ooable that the same funds which IUpport .... te highway 
_ propel", ""'old contribute to the maintenance of these through 
city IIlI<eU. This principle -bas gained lOme aaoptanc:e durinlr _ 
yean. Io 1931, about $00,001>,000 (. per c:eut of the total) of the 
re .... ue collected from Ii.,..... &eo and pooline ......... applied to 
the upkeep of city ........ Io lOme eectiona this problem is hein!r solved 
.w-Iy by the buildinlr of by __ aronnd metropoli .... areas which 
make it ""'""""'"' for throngb tralIiA: to utifue city IIlI<eU. 
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frDm this SDurce are diverted to. purpDSes Dther than 
highway develDpment, fDr the cDuntry as a whDle, as we 
have< seen, gasDline taxes and license fees are little if 
any mDre thansuffiCient to cDver the CDSt Df general use 
highWitys.The -cDntrlbutiDn Df the mDt~r vehicle Dperat
Drs-tQ"tl;e general suppDrt Df gDvernment is therefDre 
measured by Dth\!r fDrms Df taxatiDn applicable to. mDtDr 
vehicles and cDmpanies.· 

II. ALLOCATION OF HIGHWAY COSTS BETWEEN 
TYPES OF VEHICLES 

The discussiDn so. far has been limited to. a determina
tiDn Df the adequacy Df mDtDr vehicle user cDntributiDns 
to. meet the tDtal CDSts Df general use highways. If all 
classe~Q£JnotDr_vehicles r~quir~d the same type DthTgh
way facility, no. further prDblem wDuld be invDlved. The 
fact-remaii1S;hDwever, that the develDpment Df heavy 
truck and bus traffic has DccasiDned outlays for highway. 
facilities substantially in excess Df the requirements Df 

\ ordinary passenger traffic. Since it has been stated as 
I a'pnnc1pletllafmotOr vehicle users as a class should pay 

;
1 the CDStS Df all general use highway, s, it logically follows 

that this cost should be allocated amDng .. the various 
weight classes OfmQtDr-veliicl~ in Proportion -to the 
differential CDst of the types of highways required by 
each class Df vehicle. That is, heavy vehicles should share 
equally wfth:Jrv~hlcles in the basic cost of furnishing 
highways which meet the requirement of ordinary pas
senger car and light truck traffic and, in addition, should 
bear the entire cost Df the additional facility required. 

Th.e_elements of road cDnstruction cos!..~C1Jltright 
. DfY~Yl_J~.tgrading,..c3) drainage structures, -(4r 

• See discussion in following chapter. 
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bridges, and (5) tepA- surf;r. The first three of these 
cost elements are determi priiIiiinlY by the require
ments of ordinary passenger car ~ The cost of 
bridges is determined largely by the requirements of 
occasional or possible movements of equipment whose , 
gross weight exceeds that usually allowed for ordinary ( 
motor vehicle operation. The significant elements of dif
ferential cost appear nW.nJ.y in the outlays required for 
various widths and thicknesses of road surfaces .......... 

The miuimum pavement width of a roaaoontaining I 
only two lanes is determined by two factors-speed and \ 
vehicle clearan~e high rates of speed maintained by ! 
modern motor vehicles necessitate a substantial clearance 
between the two lines of traffic.~y factor which reduces 
this clearance reduces eitherthe effective utilization of 
the road or the margin of operating safety, or both. Since 
the width of truck and bus bodies--aS compa:red with 
the width of passenger car bodies-constitutes such a fac
tor, it appears that a wider road is required for their 
operation in order to avoid the sacrifice, either of maxi- ;' 
mum utilization of the road, or of safety of operation 
for all traffic. It can therefore be state<!.as.~l!!i1).9ple that 
if all traffic, in£!u~~ hea,vy vehicles, requires a twenty
f~ road surface in order to obtain the degree of utili
zation, safety, and convenience that could be obtained 
from an eighteen-foot pavement used exclusively by pas- -, 
senger cars and light truck: traffic, the entire differential 
in cost between the eighte~d the twenty-foo" 
pavement should be borne by the heavy ~~_:m<!i?uses. \ 

The minimum thickiless or strength of road surfaces , 
ca~ supporting ordinary passenger car and light 
truck traffic is determined largely by climatic and sub
soil conditi~ It is an established fact that heavy bus 
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and truck traffic requires added pavement strength. As 
a result of a long senes of teSts-conducted by the Uillted 
States Bureau of Public Roads, the approximate rela
tionships have been establish~g._ oetween vehIcle wheer / 
impacts' and the strength, or<iesig~!of p!!.v~meiit~~: 
quate to resIst the impacts delivered to the p1!.Yl:ment 
by VariOus w!leeTIoads."It is therefore possible to de
teririiile tlie approximate additional cost required to con
struct a pavement that will not be destroyed by the maxi
mum existing or potential volume of heavy-type vehicle 
traffic. These increments of cost, plus an equal participa
tion with all other vehicles in the basic cost of construct
ing a road surface adequate to meet the requirements of 
ordinary vehicle traffic, should determine the contribu
tion of each weight class of heavy-vehicle traffic to the 
cost of building road surfaces strong enough to support 
the heaviest type of vehicle which is permitted by law to 
operate over the highways. 

I It should be noted that the principle adopted here to 
, govern the differential contributions of various weight 
!. classes of vehicles is based on the added cost of building 
i road surfaces which will not be destroyed by the vehicu
'~ar traffic they are designed to carry, and not on the cost 

of replacing surfaces which have been destroyed by loads 
hich they were not designed or constructed to· carry. 
ne example will serve to illustrate the validity of this 
rinciple. A concrete pavement designed to carry a given 
olume of four-ton trucks may be structurally destroyed 

'u. S. Bureau of Public Roadt, Public Rods, March '921 • 
• The B._. of Public Roads bas wed these findinga in developing 

a method for approximating the proper allocation of road costJ to variOUI 
types of vehiel .. claaified by weight and by tire eq.ipm ..... See 7' Cong. 
I sess., Hearings on S. 279], VoL a, p. 211. 
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by the volume of five-ton truck traffic which uses it. !JD..-. 
der ~L an~rincipl.<:.. the_eIltir!!_~()S!..2tre" 
ptaOng this destroyed surface woUld&; assigned to the 
fi ve-foil1fUclC group; -The fact remains, however, that 
t:1iisloSSCowa.llave been prevented by adding a small 
increment of thickness to the road, thereby making it 
adequate to carry five-ton trucks. 

Other cOl\siderations make it desirable to limit the 
maximum gross weight which a single vehicle is allowed 
to carry, as well as the maximum physical dimensions of 
the vehicle itself. Gross weight must be limited to the 
carrying capacities of bridges, and body lengths must be 
limited in order to minimize the nuisance factor and traf
fic hazards introduced by the "train" type of truck OP-I 
eration. If the proper relationships are to be maintained 
between the type of roads constructed and the physical 
characteristics of motor vehicles, highway officials mustf 
know in -advance the width and strength of pavement! 
required by the types of vehicles which are to be allowed\ 
to operate over the highways. 

With these requirements in mind the American &,
sociation of State Highway Officials has proposed a set 
of uniform regulations to govern the gross weight, physi,. . 
. cal dimensions, and speeds for motor vehicles operating:, 
over the highways. These proposals appear to incorp:~ 
rate the best engineering thought and technical informa
tion available on the subject. The )11ost significant limita
tions are on length, axle load, and gross weight.- The 
length of single vehicles is limited to 35 feet over all, 
and of combinations to 45 feet over all (not more than 
two units). Axle load is limited to 16,000 pounds for 
high-pressure and 18,000 for low-pressure pneumatic 
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tires. The formula for gross weight limitation is deter
mined particularly by reference to bridge design require
ments.a 

The principle that should govern the allocation of ad
ditional highway costs against truck and bus traffic is 
clear; but it is impossible at the present time to discover 
whether truck traffic and bus traffic are in fact paying for 
the additional costs which are properIyassignable to them. 
This is Decause data as to the contributIons maae tiirough 
gasoline and license fees by the several types of motor 
traffic are not available. 

We know that heavy vehicles do contribute substan
tially more in the form of gasoline taxes and license fees 
than do passenger cars and light trucks. But a specific 
statement as to the amount of the special tax contribu
tions made by' the various weight classes of motor 
vehicles in relation to the differential cost of highway 
facilities required by these various classes must await the 
development of additional quantitative data. 

Three distinct types of information are needed for 
each state: (a) the number of registered vehicles in each 
weight class and the respective license fees paid, (b) the 
annual gasoline consumption by each weight class of ve
hicles, and (c) traffic density of each weight class in re
lation to the total volume of vehicular traffic. The data 
listed under the first of these items could be obtained 
from the motor vehicle departments of most states, but 
at present they are not reported to or collected by any 
federal government agency. 

The second item involves a more difficult problem . 

• Adopted by the American Association of State Highway OfIiciab in 
convention at Washington, D.C., Nov. 17, 1932, and ~ommended for 
adoption by all states.. 
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The aruiual mileage traveled and the gasoline consiunp
tion per mile for each weight class of vehicles must be 
accurately determined if the amount of special tax con
tributions made by these vehicles is to be known. The 
use of average gasoline consumption and mileage figures 
for all trucks and for the country as a whole obviously 
would furnish no answer to the problem. Conclusive 
quantitative data on this point must refer to the actual 
motor vehicle operating experience within each state, 
or at least within groups of states where operating con
ditions are similar. 

The necessary traffic density information can be ob
tained only through traffic surveys conducted in each 
state. T raflic volume and the type of vehicular traffic 
vary widely over different sections of the general use 
highway in any state. Some sections require high-type 
concrete surfaces, some intermediate, and on other sec
tions ordinary "treated gravel" surfaces meet in full the 
requirements of vehicular traffic. Specific knowledge of 
these variations is of course essential to an allocation of 
highway costs between the various classes of motor ve
hicleS. The Bureau of Public Roads, in collaboration with 
various state highway departments, has devoted consid
erable attention to this problem, but information is at 
present available from only a few states. ... '. 

At the present time, therefore, it is impossible to an~ .. 
swer the question whether passenger automobile traffic 
is subsidizing the truck and the bus, or WlJ-'llersll. In 
some states the passenger car may be contributing dis
proportionately, while in other states the opposite may 
be true. 



CHAPTER XXVII 

MOTOR VEHICLE TAXATION 

There exists no end of confusion in the public mind 
with reference to motor vehicle taxation. In discussions 
of the competitive status of motor carriers and railroads 
we find the widest diversity of opinion expressed as to 
relative tax burdens. It is frequently contended by rail
road interests that the motor carriers contribute little or 
nothing to the general.support of government; while, 
on the other hand, statistics are presented by motor in
terests which tend to show that highway transportation 
is loaded down with taxes and that the contribution which 
it makes to the support of government is, in fact, ex
cessive. 

The primary source of confusion is to be found in the 
fact that a large portion bf the so-called motor vehicle 
taxes are of a special type, the proceeds of which are de
voted not to the general support of government but to 
meeting costs incurred by the government in construct
ing and maintaining the highways, On the highways of 
a former day it was the practice of the operating company 
or franchise holder to levy tolls on all traffic passing over 
the highway for the purpose of securing the means with 
which to cover capital and maintenance costs. Such a 
procedure was, however, not feasible in connection with 
motor vehicle transportation, and in consequence special 
types of levies were eventually devised to accomplish 
the same purpose. 

In current discussions these special levies are common
ly regarded as identical in character with any other taxes, 
whereas as a matter of fact the proceeds are not;gener-

564 
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ally speaking, available for the general support of gov
ernmenJ, So important is this conception to an under
standing of the taxation controversy in this field that 
we shall divide our analysis into two parts, the first deal
ing with these special taxes and the second with other 
motor vehicle taxes. ' 

L SPECIAL MOTOR VEHICLE TAXES FOR HIGHWAY SUPPORT 

The demand of motor vehicle owners for improved 
highways forced upon governments, particularly state 
and local governments, enormous expenditures for high
way development. Not until 1919 was an adequate plan 
devised for meeting the financial problem involved. In 
that year the State of Oregon first gave concrete expres
sion to the principle, later accepted by all states, that the 
additional costs imposed upon state governments by mo
tor vehicle users as a special class should be apportioned 
in justice to all upon the direct beneficiaries of this new 
service. Gasoline taxes and license fees, or registration 
taxes, were adopted as the instruments for applying this 
principle. Special studies were made and technique de
veloped to combine these two forms of taxes into a system 
of special motor vehicle taxes which would apportion 
the costs of improvements in highways as equitably ac:
cording to the benefits received as practical tax meth~ 
would permit. Revenues from the special motor vehicle 
ta,xes were generally segregated into a special fund dedi
cated to defraying the costs of construction and mainte
nance of the highway system. 

While the purpose of these special ~evies for the sup
po~_ob~.highway is the same as that of tolls, theyare 
not, strictly spea!rim~ .. "tQllijI!.lorm. As statedoythe 
United States Supreme Court; --



566 AMERICAN TRANSPORTATION PROBLEM 

The present registration fees cannot be said to be tolls in the 
commonly accepted sense of a proprietor's charge for the pas
sage over a highway or bridge, exacted when and as the privi
lege of passage is exercised •••• The fact that registration f •• s 
are imposed generally upon all residents who use motor vehicles, 
without reference to any particular highways, or to the extent 
or frequency of the use, and that, ~ in California, they are not 
exacted of non-resident automobilists passing through the state 
••• ma':,ks them ~d~mands of sovereignty, not of proprietorship, 
and likeiis them to taxes rather than tolls!: .. ,. -. .-

The'Same reasoning would- ap~~ar to be applicable to 
gasoline taxes. These levies are not exactly rents, accord
ing to the accepted meaning of the term "rent" as the 
payment for the exclusive ~ ()f_ a physical unit of tangi
ble property for a specified period of time, although they 
have some of th-e features of a rent payment. They con
form more nearly to the requirements of a license or a 
fee, an exaction upon individuals for the granting of a 
privilege, or for services which, while provided in the 
public interest, are of direct and measurable benefit to the 
individual upon whom the levy is made. But licenses and 
fees are ordinarily associated with regulatory or super
visory services and their amounts are fixed at the nominal 
sums required to defray the cost of the regulation. 

Whatever these special motor vehicle levies be called 
-taxes, rents, or fees--their special character may best 
be revealed by comparison with taxation in connection 
with railroads. The railroad company covers the cost of I 
its right of way and the maintenance thereof out of rev- \ 
enues derived from freight and passenger traffic; and \ 
revenues which are allocated to interest and maintenance 
charges are not regarded as taxes, The railroad does, 
however, procure from its revenues funds with which to 

• c.ky ...I H"";/Ioll v. S""./r, so Sup. Ct. Rep. '07. 
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pay taxes for the general support of government, both on 
its physical properties and on incolI!c;.. The contributions 
of highway users in the form of gasoline taxes and license 
fees intended to cover capital cost and maintenance 
charges incurred by the state are thus the equivalent of 
interest and maintenance on right of way and structures 
among the items of railroad expense. Only such porbon 
as may be in excess of these capital and maintenance 
charges, and hence available for general governmental 
purposes, may properly be regarded as general taxatioy 
Inasmuch as only negligible amounts of these special 
levies, as was shown in the preceding chapter, are avail
able for the general purposes of government, the genuine 
I4X contributions of motor vehicles are to be measured 
only by the general motor vehicle taxes discussed below. 

Two issues are involved in the question as to whether 
these special motor vehicle levies should contribute to 
the general support of government. If the value of land 
in public highways, which is used for commercial pur
poses by transportation agencies, is to be in eHect with
drawn from tantion---as is the case if gasoline and li
cense taxes cover only capital and maintenance charges 
---the tax burdens on other properties must be propor
tionally heavier. There is here involved a question of 
equity in taxation. The second issue relates to the com"" 
petitive position of highway and other forms of transpor
tation. If highway real estate property is untaxed while 
the railroads and pipe lines are taxed, the latter are clear
ly placed at a competitive disadvantage. This may mean 
---the question is one of fact-that traffic is diverted from 
one agency to another not because of greater tran,sporta
tion efficiency but merely because of unequal tax burdens. 
The fairness of the principle that users of highways 
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should contribute to the general support of government 
proportionally with competing transportation agencies 
has been recognized by the National Automobile Cham
ber of Commerce.' In accordance with this principle there 
should be included in the cost of highways to be defrayed 
by the highway users a charge equivalent to the property 
taxes which would be imposed upon the real estate repre
sented by the highways if the real estate were privately 
owned. 

II. GENERAL MOTOR VEHICLE TAXES 

General motor vehicle taxes are differentiated from 
the special taxes discussed above by the fact that they 
are levied for the general support of government rather 
than for the support of the highways which are provided 
for motor vehicle users. These taxes, which are related 
to the ownership and use of motor vehicles, consist of 
property taxes on motor vehicles and of business taxes on 
companies or individuals engaged in motor vehicle trans
portation. 

It is true that this theoretical differentiation between 
special and general motor vehicle taxes is not always 
applied strictly in practice. Partly to simplify adminis
tration and partly because of the inevitable indefiniteness 
of principles in an evolving field of taxation, special and 
general motor vehicle taxes have been combined in a 
single levy in some states. Registration taxes have been 
enacted not solely as special taxes but also as taxes on 
motor vehicles as property or on business carried on by 
means of motor vehicles. Moreover, judicial decisions 
bearing upon the taxing power of the states with respect 
to interstate motor vehicle carriers have resulted in cast-

:tTestimony of Mr. A. J. BrOllleau before the National TraotpOJU. 
lion Committee.. 
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ing what are essentially business taxes into the fonn of 
charges for the use of the highways as places of business. 

Frequently business taxes are so intertwined with the 
registration taxes that it is impossible to segregate the 
two and identify that part of the levy which is exacted 
strictly for highway use and that part exacted as a gen
eral business tax. This difficulty is being gradually re
solved as the distinction between general and speciaI 
taxes is being more widely recognized by the enactment 
of separate statutes for the two types. While it is neces
sary to allow for the existing overlapping of these two 
forms of taxation, the difference is recogni~ in a suffi
cient number of states to justify the treatment of all 
forms of registration and gasoline taxes as speciaI motor 
vehicle taxes and other levies as general business taxes. 

Because these general taxes fonn integral parts of the 
general property and business tax systems of the various 
states, statistics of revenues and of other relevant aspects 
of general taxes on motor vehicles are not universally 
segregated from those of other property and business 
subject to the same taxes. It is not possible, therefore, 
to appraise quantitatively the general tax burdens on 
motor vehicles for the country as a whole. With the avail
able information, these taxes can be studied only in re
lation to their position in and relation to the general tax 
measures under which they are'imposed. With the 
limited time available, reliance has necessarily been 
placed upon available compilations of the state and local 
tax laws for this analysis. 

I. Pri!:i' 1IJx8Im. of motor 'fJshicles. Instead of be
ing exempt £rom an taxes other than special motorTe .... 
hicle taxes, motor vehicles are generally taxed ~~. 
property in accordance with the same priDciples govern-

---"' r-_. __ 
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ing the taJCation GLother types of~~ Thirty states 
anCt-tJ:ie District of Columbia retain the general property 
tax on motor vehicles, although some of the states have 
devised more effective methods for discovering and 
valuing motor vehicles. Three states exempt motor ve
hicles along with most other classes of tangible personal 
property. Three states have substituted an equivalent ex
cise tax for the personal property tax on motor vehicles. 
One state imposes a tax on the value of motor vehicles 
at a relatively high rate as a substitute for separate regis
tration and personal property taxes. Of the remaining 
eleven states which levy registration taxes in lieu of per
sonal property taxes, four include the value of motor 
vehicles as a measure of the registration tax on all or 
certain classes of motor vehicles. Of the 48 states and the 
District of Columbia, only seven jurisdictions have motor 
vehicle taxes among which the personal property tax or 
its equivalent cannot be definitely identified.' 

While official reports of the revenues derived from 
property taxes on motor vehicles are not available, the 
National Automobile Chamber of Commerce and the 
Oregon Voler have estimated these revenues in 1929 at 
$ 149,000,000 and $89,000,000 respectively.' Municipal 
taxes on motor vehicles are included in the first estimate 
but these revenues would not account for the wide dif
ference in the estimates. According to either estimate, 
however, it is evident that a substantial property tax 
burden is laid on motor vehicles as personal property. 

2. Bus;ness ~!;Qn of molor 'lJehkles,- Only within 
the last decaae has transportation by motor vehicles 

• N.A.C.C. F4cll tmtl Figur" of Ike A,.,,,,,,,,bile 1nJull,." '93', p. 
22; Iowa Studies in Business, Mator Vehicle TIIXIJIu,rJ for Hig!M»ay 
Pllr,oses. 1913. pp. 9'-10. 
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emerged as a significant form of business enterprise, and 
the industry.is still in the stage of early expansion. All 
forms of business organization from the individual en
terprise with one or two vehicles to the corporation with 
large fleets exist side by side in the industry. In a general 
way the carriers by motor vehicles have been classified 
as common carriers and contract carriers, and as carriers 
running over definite routes between fixed termini and 
carriers having no .definite schedules, but the legal and 
economic principles relating to the different classes of 
carriers are still indefinite. Public policy with reference 

• to the regulation or non-regulation of the rates, serv
ices, and finances of the carriers is still in the formative 
stage. 

Taxation laws and principles applying to this new 
form of business reflect the indefiniteness of the legal 
and economic status of this developing field of transpor
tation. Motor carriers have been generally brought under 
the existing system of state business taxes and federal 
corporation taxes, but neither the federal nor the state 
governments have developed business tax systems suf
ficiently broad in scope to handle an industry with the 
diversity of business organization, the range in size of 
individual units, and the geographical mobility which 
characterizes the present motor carrier industry. Judicial 
principles governing the taxing power of the states over 
interstate and intrastate carriers, and over CommQn and 
contract carriers are only in the early stages of formula
tion. Consequently, taxation ~rinciples and methods cov
ering motor vehicle business are essentially tentanveana 
e erimental in character. 

It is more 1 cu egregate and identify motor ve-
hicle business taxes in existing systems of motor vehicle 
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taxes than any other motor vehicle levy. There are many 
kinds of motor vehicle taxes in the several states, and 
frequently a state imposes taxes differentiated according 
to the types of carriers. Some states have included motor 
carriers in their systems of public utility corporation taxes, 
while others have subjected motor carriers to substan
tiall y higher registration taxes to take account of the use 
of highways as a place of business. Measures of the busi
ness of motor carriers, such as capacity, gross receipts, 
ton and passenger miles, have also been adopted as the 
measures of the use of the highways for which registra
tion taxes are imposed. 

In the light of these complications, it is not possible 
to determine accurately from the laws or the practice of 
motor vehicle taxation where business taxation or high
way taxation was intended. This discussion, therefore, is 
intended not as a detailed and precise analysis of the 
status of motor vehicle business taxation but as a state
ment of general features of this field of taxation which 
can be quite clearly identified. 

As a general rule, motor carriers are subject to the 
same general business taxes as are imposed on other types 
of bus~eral business taxes in most states are re
~ricted ~rporations, although some states have taxes 
applying to unincorporated business of certain types. Cali
fornia and Connecticut have gross earnings taxes upon 
public service corporations which fall upon all or certain 
classes of motor carriers. Although only a small propor
tion of the motor carriers are incorporated, those that 
are, are subject to the capital-stock and net-income taxes 
generally levied by the states on domestic and foreign 
corporations and by the federal government. 

In addition to the general business taxes on motor 
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vehicles, there have been developed in a considerable 
number of states special taxes applying exclusively to 
specified classes of motor carriers. These taxes are in ad
dition to registration taxes and appear to have been de
signed to exact a contribution for the use of the high
ways as a place of business, to supplement the business 
taxes on corporations by a tax on the business of the 
large number of unincorporated concerns engaged in mo
tor vehicle transportation, or to place a tax on motor car
riers roughly equivalent to the gross earnings taxes on 
all or certain classes of other public service corporations. 
Judicial decisions relating to state taxation of the inter
state commerce of motor carriers, however, have so af
fected the form of certain of these taxes that their real 
intent is obscured •. As was noted previously, certain 
states have preferred to achieve an approximation to a 
business tax by higher registration tax rates. 

Separate taxes upon motor carriers probably designed' 
to tax their business take two general forms, the traffic 
mileage taxes and the gross earnings taxes. Eighteen 
states have separate taxes based upon the passenger and 
ton mileage of all or specified classes of motor carriers. 
Nine states, other than C0nnecticut or California already 
mentioned, have gross earnings taxes on all or specified 
classes of motor carriers. New Jersey, which has a gross 
earnings tax on certain intrastate carriers and a passenger 
mileage tax on one class of interstate carriers, is included 
in both groups. Twenty-six states in all, therefore, have 
developed separate taxes on motor carriers which, can 
probably be considered special business taxes. Four ~ther ' 
states have separate taxes on the capacity of carriers 'for 
hire which cannot be classified either as registration or 
as business taxes. 
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Within less than IS years, there have thus been devel
oped among the 48 states systems of motor vehicle taxes 
which are reasonably well integrated and established on 
generally accepted principles. Such a rapid development 
of a new field of taxation has inevitably brought with it 
the diversity of methods characteristic of experimenta
tion, and consequent vagueness in the formulation and 
application of taxation principles. No other development 
in American taxation, however, presents such a record 
of rapid and universal adoption as that of motor ve
hicle taxation. 



CHAPTER XXVIII 

TRUCK COMPETITION IN AGRICULTURAL 
, PRODUCTS 

As a direct competitor ~J:3~d,$-1!JILtrJ.!~j)~_ 
made the largest inroad$ in C<!-ru.lc.:~ ~ve
ment ~n types of agricultural'prod!!£t§. In this 
chlipter we shall show the character and extent of truck 
transportation of agricultural commodities and analyze 
the economic considerations responsible for this develop
ment. In order to portray the situation as accurately as 
possible we present a survey of conditions in various parts 
of the country. 

The great field of the truck in connection with the 
movemen:rofagrlcWtili'atproolicts lies in-the transpo~ 
tion OF"jlenshable commOditIes such as livestock, fruits 
an!..-vegetab;t~,,-:yld clJury and poultrY prOducf5.TJie 
baSIC reasons why truck competition has become so 1m~ 
pwtaut i;n: these-tietdsare-tlieperishable character of 
the commodities which require-rapid transportatiOn; the 
large volume-whi~1f iii -pf9(fucedwiilun -triiCkhauf of 
. one or more_~kets! and~e higL~e of railroad rates 
an<raaait19~~ which rai~ the totaLcosLo£..nil 
ship~ent to a level at whic~trI!£!.J.lEly_c()mpete suc-

full --' 
cess~ 

'COtton is the most important non-perishable com
moditywhidnnoves--extensive!y' bymotor trU~Jil
thoug1itJierehas been increased shipment of wool, to
ba~aiia-canned gOOdS. ~e<flicedll:iUllng charges 
by truck as compared-wlUi:the-rail rates have been the .. 
chief factor in shifting these commodities to the truck. 
These lower truck rates have largely been due to the 
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lack of employment for trucks and men in normal ac
tivity. 

Transportation of the perishable commodities by rail 
usually requires special equipment and the maintenance 
of expedited service on a schedule basis. While both' 
long and short hauls are common with most of these com
modities, the truck has achieved most of its success in 
transporting them over comparatively short distances. 
Because of their perishable character, these commodities 
are forwarded in successive daily shipments rather than 
'in larger units. For this reason the marketing unit has 
usually been the carload./ 

The development of the refrigerator car permitted 
the railroads to participate in the handling of perish
ables. While the refrigerator car was first used in the 
transportation of meat, it was soon adapted to other 
perishable commodities. It is equally useful in protect
ing such products from cold during the winter and in 
cooling them during the summer. Other special forms of 
equipment include the livestock car, the live poultry 
car, and the tank car for the hauling of milk. 

In the transportation of perishables numerous special 
services are required, among which are icing, heating, 
diversion, etc. However, additional charges are paid 
by shippers for these services, which increase the total 
cost of rail transportation. Special terminals are required 
in many of the' cities in order to expedite the handling 
of such products. The ownership of such terminal facili
ties has been an effective method for securing shipments 
over the lines of certain carriers, especially on interline 
traffic. The competition between the railroads for perish
able business indicates that it has been a profitable form 
of traffic. 
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Most of these commodities are handled for the shorter 
hauls on class rates, usually in the higher clas5es.. C0m
modity rates have prevailed for the more important 
longer hauls, and blanket rates have been common from 
the Pacific coast to eastern markets. Short hauls in 
small quantities have been largely at less-than-c:arload 
express rates. Thus the entire rate structure has created 
a much higher level for the shorter hauls than for the 
longer distana:s. This was an ideal situation to induce 
the competition of the motor trud:, which could operate 
most effectively and economically for the shorter dis
tanres. 

While the real competition of the truck with the 
railroad is in the hauling of the products from country 
points to city markets. there are two uses of the truck 
which should be mentioned before discussing the c0m

petitive situation in detail 
The initial service required in the marketing of £ann 

products is 3Sllembling for shipment in the producing 
districtsfin the past the unit of shipment was usually the 
carlot, a';ur stations and towus were located along the 
railroad at distances largely based upon the territory 
from which such aSllembJing could be carried on most 
effectively with hor.;e transportation. With the entrance 
of the motor trud:, the area which might be served £rom 
one town was greatly increased.. This was further en
larged by the improvement of roads, and thus the ec0-

nomic necessity for many of the country stations was 
eljmjnated. 

The 1930 census reported that 1JOO,38s' tIUcb were 
owned on the farms of the country. These tIUdr:s are 

• ru-d. c-of .... Uaital ~ AgriadmIe, Vol. D, Pt. .. P. 
S40 
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mostly of small size and are commonly used in reach
ing the local assembling points or markets. With such 
a truck, the farmer is able to make a much wider selec
tion than in the day of horse transportation, when little 
choice was possible. The entire system of assembling 
farm products in the nlril districts h~hanged during 
the past decade and even greater adjustments are likely 
to occur in the near future. 

The next most numerous group of trucks comprises 
those engaged in city and suburban distribution. These 
include the trucks used in wholesale distribution, and 
also the much larger number employed in the various 
forms of retail delivery. These do not compete with the 
railroad, except in a few instances where shipments from 
outlying suburban points were formerly handled by rail. 

I. LIVESTOCK' 

The trucking of livestock has grown more steadily· 
and more consistently than the trucking of any· other 
important agricultural commodity. The first records in
dicate that 1.6 I per cent of the livestock received at 16 
markets in 1916 was delivered by motor truck. Each 

I Unless a specific reference is given the statistics u.ed in thiJ lediOD 

are th_ of the U. S. Department of Agriculture-particularly thOte given 
in a mimeographed publication "Dri'WtJ-in Receip"./ LitDesJoci, Z9JI" 
issued ill Fcbrnary '93". It must be recognized that there are lOme in
accuracies in these figures, as tbey are based upon the number of bead ~ 
ccived at public stockyards, divided into receipts by "rail" and "driveo-m" 
(tracb). Animals delivered by either rail or truck to packing plattta with
out paoPng through a stockyard are not included. It is impoouble to oecore 
jnformation of thit type for the entire country, bot a recent: JO'W'2 .-ucly 
(D. H. Fitzgerald, "Sl1tisti", of Livestock Marketing and Livestock 
Trucking in Iowa in 1911," 10'llJll Agricflll",41 Ex~ SUIliMI C;,
adll 36) reports that di,..,. deli""riet to paclting piau .. from Iowa fa",," 
in if9]' amounted to 59.6 per cent of the hogs, I4-S per cent of the 
ea.u..19-4 percent of the cal ..... aod '9.3 per cenlof the theep marketed.. 
The.o \pres would indicate that the per.,..,..ge of truck _ to 

the .0",1\ ... n larger thao Ilaled. 
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year since that time this proportion has increased, until 
the percentage of truck: receipts at 20 markets' during 
the first nine months of 1932 amounted to 38.36 per 
cent. During this period of nine months, SI.S per cent 
of the hogs and calves, 34-8 per cent of the cattle, and 
20.7 per cent of the sheep were received by motor truck. 
The wntinuous growth in the trucking of livestock: dur
ing the period 1916-31 is shown in the accompanying 
table. 

~ REc:urrs BT Taves. AS PEaCEIITACES or TarAL REcmPTS AT 
PUJiClPAL~, 1916-31 

Year Hogs Cattle Sheep Calves -Total 

1916 ....•.... 1.79 1.38 1.28 4.10 l.til 
1917 ......... 2.97 1.56 1.64 6.41 2.42 
1918 ......... 4.21 1.71 1.71 7.33 3.14 
1919 ......... 5.75 1.91 2.20 8.33 4.08 
1920 ......... 6.97 2.20 3.43 9.48 5.21 
1921.. ....••. 7.71 2.44 4.14 8.83 5.85 
1922 •.•...... 8.35 2.86 6.20 9.43 6.74 
1923 ......... 8.19 2.90 6.08 10.21 6.85 
1924 ......... 8.66 3.33 5.89 10.41 7.17 
1925 ......... 10.87 4.62 6.05 13.17 8.60 
1926 .•....... 14.43 5.68 7.12 15.72 10.72 
1927 ......... 17.71 7.27 9.43 17.84 13.49 
1928 •........ 23.81 10.46 10.73 22.67 18.05 
1929 •.•...... 28.86 13.47 12.79 28.61 21.85 
1930 ......... 34.38 18.06 14.00 35.46 25.56 
19.11.. ....... 42.98 24.0.1 17.01 44.91 31.39 

1931 AuimaJs , 
rea:ivcd. 28,311,500 10,579,367j20,657,544 3,475,302 63,023,713 

19.11 Animals 
ttudtcd 
m ...... 12,166,957 2,542,0.17 3,514,820 1,560,609 19,784,423 

The Chicago livestock: market is the largest in the 
country, but the actual £ann area within practical truck: 
haul of it is much smaller than is the case in the other 
centers. While it ranks eighth in the number of animals 

"lucludcs Sioux Fan., Oewland, Pitubwgh, and LanQSler in addi. -, 
boa ... the muUu lisccd m the tables which follow. . 
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received by truck in 1931, the 1,105,084 head of live
stock trucked in amounted to only 7.24 per cent of the 
total receipts. We can secure a more accurate picture of 
the conditions in the other 15 markets by eliminating 
Chicago. The following table shows truck receipts as 
percentages of total receipts in ~ 93 I, with and without 
the Chicago figures. It will be seen that about 40 per 
cent of the receipts at the larger markets outside of 
Chicago came by truck in 1931. 

Chicago Included 
Hogs. . ... 42.98 
Calves. . ... 44.91 
Cattle .. . ... 24.03 
Sheep ........ 17.01 

All species . . . . . . . . . . . 31.39 

Chicago Excluded 
56.37 
50.89 
28.45 
20.68 
39.11 

UVESTOCIt RECEIPTS BY TJlvcK. AT SPEClnED M.AJ,lt.ETs. 1931 

Truck Receipts Marleets Ranked in 
Term. of 

Market 
, 

P""T'.::t'of Number As Pwcenlalc Animals 
of Animals of Tol.f Trucked ~:::r:j &eeipu 

Om.ha .......... 3,180,198 36.45 1 9 
Sioux City ....... 2,947,595 61.7Z 2 3 
St. Paul ......... 2,243,439 35.30 3 11 
Indianapolis . .... 1,905,617 83.13 4 1 
East St. Louis .... 1,797,524 37.43 5 8 
St. Joseph ....... 1,633,905 48.0Z 6 6 
Kan ... City ..... 1,277,842 Z3.07 7 13 
C!>i"!'80., ....... 1,105,084 7.Z4 8 16 
CJnannatl ...... . 857,962 45.57 9 7 
Milwaukee ..... . 494,794 35.49 10 10 
FonWorth ...... 457,822 ZO.5Z 11 14 
Wichita ......... 457,746 51.15 12 5 
Oklahoma City ... 434,101 66.87 13 Z 
Denver ........ . 420,584 11.68 14 15 
LouisviUe •.•.... 353,613 58.8Z 15 4 
Portland ........ 216,597 35.ZO 16 lZ 

16Msrkets .... 19,784,423 31.39 
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GIlOWTH OF TIlUCK TIlANSPOIlTATIOH OF LIVESTOCK 

1916-31 
(Truck receipts expressed as percentages of the total supply 

received at 16 marketS) 

- ... 
___ LNUrDat 

---CATnE 
--CAttoES' ----HOCS 

,.., 
------~ 

I. Hog receipts by truck. The real competition be
tween the railroad and the motor truck in the livestock: 
industry has been in the transportation of hogs. In 193 I 
42.98 per cent of all hogs received at the 16 markets 
came by truck; with Chicago excluded, the average for 
the other IS markets was 56.37 per cent. Indianapolis 
led with 86.74 per cent and Sioux City was second with 
81.81 per cent. With the exception of Chicago, every 
market received over 25 per cent of its supply by truck:. 



LIVESTOCK RECEIPTS BY TRUCK AS PBRCENTAGBS OF TOTAL RECEIPTS AT INDIVIDUAL MAR.KETS 

Market 

ChicA&O .•••.••.••• 
Cl.ncinnat.i. •.•.••••• 

\di:::::: 

Loullville ... ::.· :: 
Milwaukee ... . 
Oklahoma City. . •. 
Omaha ........... . 
Portland (Ore.) •...• 

~:J':".r:: .. 
SioulIi:(''ity... . .. 
Wichita .•••..••.. 

Averare 

192. 

0.52 
21.09 
16.29 
2.02 

11.23 
32.21 
6.72 

26.49 
'.60 

29.96 
10.43 
ID .• U 
11.08 
4.01 

12.95 
17.7S 

Ho .. 

1927 

).92 
29.3. 
16.18 
6.13 

27.42 
47.84 
16.08 
43.44 

9.95 
46.70 
28.27 
23.04 
27.22 
11.39 
39.72 
,39.35 

1930 

S.88 
37.58 
32.95 
27.16 
34.fJ 
73.49 
39.22 
47.06 
20.56 
72.15 
46.78 
22.73 
66.26 
26.57 
71.66 
5.5.22 

1931 

8.60 
46.52 
39.77 
39.22 
35.11 
86.74 
5t.55 
39.52 
30.26 
77.09 
,s8.11 
2,s.86 
79.92 
41.89 
81.81 
54.64 

1924 

0.63 
10.60 
5.15 
.0' 

4.62 
16.01 

1.07 
1 •. 42 
11.89 
9.25 
2.86 
3.13 
4.18 
4.27 
6.70 
'.83 

Cattle 

1927 

1.92 
13.45 
6.07 
3.71 
6.38 

26.82 
2.36 

20.15 
22.7. 
17.00 
10.60 
8.72 
7.24 
8.14 

18.40 
14.57 

1930 

5.77 
20.68 
0.90 

19.99 
13.66 
51.73 

7.81 
37.56 
36.25 
38.98 
24.95 
14.91 
21.38 
20.60 
39.04 
30.84 

1931 

7.97 
23.85 
16.01 
23.95 
22.53 
67.81 
11.15 
47. Sf 
44.59 
53.25 
31.47 
15.43 
31.70 
29.70 
50.15 
41.39 

1924 

0.23 
16.85 
2.63 
3.39 
6.79 

47.59 
5.26 

27.32 
8.79 

43.50 
8.92 
9.86 

13.33 
4 .. U 
7.29 

21.22 

Shoe. 

1927 

1.02 
26.10 
3.38 

11.44 
9.41 

50.23 
8.26 

45.36 
15.85 
50.23 
10.48 
23 .• 1 
17.67 
8.12 

16.40 
28.39 

1930 

2.91 
'56.00 

2.53 
32.67 
12.63 
72.86 
11.17 
68.81 
23.22 
69.39 
12.45 
47.67 
21.17 
11.98 
24.48 
62.19 

1931 

3.79 
48.05 
3.41 

39.00 
13.69 
75.49 
13.39 
78.95 
33.39 
61.03 
16.80 
54.45 
24.27 
16.60 
28.80 
59.75 

(16llW'k.etl)..... 8.66 17.71 34.38 fl.98 3.33 7.27 18.06 24.OJ 5.89 9.43 14.00 17.01 
Totalnumbetof ani· ---1------- ---------1-- -----------
To~~=:re:!i ~~~ 39,251,347 28,30',342 28.878,679 21,311,500 13,849,451 12,762,640 10,847.598 1~579,367 14,373,484 14,674,417 IB.135,28J 20,657.544 

mahtruckedin.. 3,401,036 5,101,517 9,927,77912.166,957 461,250 928,479 1,958,585 2,542,OJ7 146,950 1,384,463 2.538,17& 3,514,820 

'" 00 .. 
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Figures for the smaller markets which have not been 
included would show even high!7 percentages, as certain 
of these markets have devdoped because of truck 
hauling. 

The production of hog.; is largdy concentrated in the 
Com Belt states, and the animals are usually fattened 
on the farms where they were bom. There are compara
tivdy few farms in this area which are not within motor 
truck haul" of a livestock market. Few farmers are in 
position to sell a carload at one time, and so a carload 
must be assembled from a number of farms. This addi
tional expense, or the higher less-than-carload rate if 
the shipment is made separatdy, permits the mo~or truck 
to compete to a greater degree than in the case of cattle 
and sheep. 

2. Ctlllie ,.eceipts by 'NIck. The number of cattle re
ceived by truck in 1931 was 24-03 per cent of all cattle 
receipts. There are several reasons why this percentage 
was so much smaller than the one for hogs. A consider
able portion of the cattle marketed is produced in the 
plains and mountain states and shipped rdativdy long 
distances. For such hauls the railroads have continued 
as the principal transportation agency. Feeder cattle are 
usually purchased and marketed in carlot )JIlits, since 
cattle feeding is conducted on a scale which makes the 
carload more practical than a smaller unit. Also, the 
feeding-in-transit privilege in effect at certain markets is 
a factor favorable to rail transportation. The marketing 
of dairy cattle for slaughter has largdy been taken over 
by the truck, because a few head of such cattle are usually 
sold at a time. ~ 

While the average of the 16 markets was 24.03 per 
cent in 1931, the percentage at Chicago was only 7.97, 
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while Kansas City, Portland,· and Denver reported 
1I.15, 15.43, and 16.01 per cent respectively. At other 
markets, however, especially in the Corn Belt, the per
centage was high, reaching 67.81 per cent at Indian-
apolis. . 

3. Sheep receipts by truck. Conditions here are simi
lar to those for cattle. The movement by truck to the 
16 markets was 17.01 per cent of all receipts in 1931, 
with wide variation between the different markets. Chi
cago and Denver, which handled 34 per cent of the en
tire receipts, received less than 4 per cent of their supply 
by truck. Louisville and Indianapolis, on the other hand, 
showed more than 75 per cent moving by truck. 

As is the case with cattle, many of the sheep originally 
corne from the mountain states. Because of the economy 
of rail transportation, owing to the long haul and the 
feeding-in-transit privilege, the bulk of this business is 
still handled over the railroads. Sheep produced in the 
farm areas of the Middle West appear to follow the 
same general practice of moving by truck as do hogs but 
do not form as large a portion of the total supply. 

4. Calf receipts by truck. While calves are handled 
in much smaller volume than hogs, practically the same 
situation with regard to rail and truck competition pre
vails for both. The average truck receipts for the 16 
markets in 193 I was 44·91 per cent of the total receipts, 
or 50.89 per cent with Chicago excluded. The highest 
percentage was 77.95 per cent at St. Joseph, and the 
smallest, except Chicago, at Kansas City, with 35.16 per 
cent. 

5. Character of truckers. Persons operating trucks fall 
within four classes: Commercial truckers who charge 
fixed rates per hundredweight or per trip; country buy-
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ers who punhase stock from the producers; t:rud:I:rs who 
haul only for certain marketing agencies; and fanners 
who own their own tnrls and do their own tnding. 
For the most part tnrls of relatively small capacity are 
used. Si.nre the initial investmeut is osually low, maDY 
individnals have been able to enter the t:nd:iog business.. 
~I05I: of the tnrls are owned in the CDIlJlIry and are 
awilable for hauliug on short notia:.. The IIIIJDber of 
farmers who own their own tnrls appears to be steadily 
increasing. In view of the small investment required. 
and of the choice of markets ~ to fanners haYing 
b:1K:ks. the JBUDber is likely to mminue to increase.. 

One of the greatest factors in the cost of trucking is 
the possibility of a return load. With the downward 
trend in rates, this must neo=uily have a amsiderabIe 
influence on the railroads and other lines of busmess 
affected.. 

6. Le..gtA of h_ by bWclr.. Conditions vary so widely 
in the scattered areas where the trucking of livcstock 
is highly developed that it is impossaDle to generalize 
cono:ming the length of haul. Analyses of receipts at 
individual markets, however, ioclude reports on mileage 
zones which are typicIl of truck receipts at these markets. 

A study of the truck receipts in 1927 at three Illi
nois ~ Peoria, and East Sf. Loui9-
led to the following moclusions regarding the distance 
from which truck shipments came: 

AI: Peoria the brge;t Dumbas of attI" and cdns .... d of 
bogs came from Zone 2, :a ~ of 16 to 25 miLs; _!Uk :II: 
Chicago, Zone 4. 36 to 45 miles, _ the ~ DumbrJs.. 
n.e brge;t sbeq> ncq.s came from Zone I. 15 miks, :II: 

Peoria; from Zone 5. 46 to 55 miles, lit EZI 51:.. Louis; :and 
from Zone 6, S6 to 65 miles :II: Chic:ogo.. Peoria drnr 88 per 
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cent of its cattle and calves, and over 95 per cent of its hogs and 
sheep from the first four zones, a radius of 45 miles. At Chicago 
66 per cent of the cattle and calves, more than 5 I per cent of 
the hogs, and more than 28 per cent of the sheep came from 
within this distance. At East St. Louis (National Stock Yards) 
50 per cent of the cattle and calves, slightly over 5 I per cent of 
the hogs, and about 27 per cent of the sheep came from such a 
radius.4 

Data on length of haul at the South St. Paul market 
are given in the accompanying table. It will be seen that 

LIVESTOCK Taucu AND TONlfAOE EBrEIUNO SotrJ'R Sr. PAUL MA.J.JtBT 
JANUAR.y-NoVENBEIl 1930-

(Classified according to length of haul) 

Trucks Tona of Livestock 
Length of 

Haul Per~enlagt Aeeumu- Average 
(In miles) Number Dislri/Ju- 1.led Per- Number Truck-

lion em/age load 

(}-IS ........ 16,128 17.Z 17.Z 13,80S.90 0.86 
16-30 ..... " 22,130 Z3.6 40.8 32,043.86 1.45 
31-45 ....... 24,474 Z6.1 66.9 43,306.68. 1.77 
46-60. .... 15,660 16.7 83.6 29,956.79 1.91 
61-75 ....... 9,471 10.1 93.7 19,675.52 2.08 
76-90 ...... 2,438 Z.6 96.3 3,195.42 1.31 
91-105 ... 1,594 1.7 98.0 4,080.87 2.56 
106-120 .. 656 0.7 98.7 1,443.40 2.20 
121-135 .. 563 0.6 99.3 1,580.96 2.81 
136-150 ... .. 469 0.5 99.8 1,066.66 2.27 
1S1 and over 187 O.Z 100.0 628.82 3.36 

• Adopted from DotlreIZJ4()(), CO-tITJin4lion of Motor TrilnsptWl4/ifm, Inter
state Commerce Commission, p. 288. This report also etates that .. the aver
age haul into 17 markets in 1931 was 65 miles:-

93.7 per cent of all trucks bringing livestock to this mar
ket in 1930 came a distance of less than 75 miles, and 
that the average load per truck did not reach two tons 
until the distance covered was over 60 miles . 

• R. C. Ashby, "Livestock. Truckage Rates in Illinois," Unwersil, 
oJ lUilZQU Experiment Station Bulktin 142, p. 1]6. 
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A Missouri study based on 1930 shipments shows 
the mileage- to market by rail and truck from Missouri 
towns for which both types of service were available." 
The results are tabulated in the accompanying table. 

COMPAUSOK 01' LENGTH 01' TRUCE AJrD RAIL liA:uu TO THUE MISSOtJU 

lIvEs-roc" MAUETS. 1930 
(In miles) 

East Kansas St. Average 
Carrier S .. City Jnoeph 

for Three 
Loui. (lU.) Mark ... 

Hogs: 
Truck ...... .. 139 62 62 88 
Raihoacl ...... 152 76 68 99 

Cattl.: 
Truck ........ 134 64 63 87 
Raihoacl ...... 146 80 67 98 

Sheep: 
Truck ....... . 124 69 70 88 
Railroad ...•.• 138 84 78 100 

The average distances to market by truck are well above 
those reported for other territories. The average haul to 
East St. Louis was nearly twice that to Kansas City and 
St. Joseph, raising the average for the state appreciably. 
From the figures available for other states, the averages 
for Kansas City and St. Joseph are much more repre
sentative for the Corn Belt as a whole than are the fig
ures for East St. Louis. 

The situation in the Corn Belt is well summarized 
in the following quotation: 

From a recent Indiana study the facts would indicate that the 
bulk of the livestock arriving by truck at the Indianapolis mar
ket came from within 60 miles of that market. At aU of these 
markets (Cleveland, Cincinnati, Indianapolis, Peoria, Chi;,..go, 
East St. Louis, and South St. Paul) very little livestock at the 

• F. L. Thomsen and W. R. Fankhanel, "Cost of Marketing Livestock 
by Truck aod Rail." M U,,,.,,; 4 gricuhur,u Extmm.... S","o" R .. UTt:~ 
BuUeln. 665, P.17. 



588 AMERICAN TRANSPORTATION PROBLEM 

time of the studies was coming from distanc~ over 85 miles. 
On the other hand there was very definitely a tendency for live
stock to be trucked further each year. The St. Paul study showed 
the average haul for all trucks for 1924 of 22 miles; .for 1926, 
31.6 miles; for 1928, 35.7 miles; and for 1929, 40.8 miles." 

The only available data showing the actual sources 
of supply of receipts by truck are those for the Chicago 
market during the period of June-October, for the three 
years 1930-32. The accompanying table, which gives the 
sources of hogs received by truck in Chicago, shows the 
rapid increase in truck hauling from the nearby area. 

SoURCES OF HOG RECEIPTS BY TRUCK AT CBlCAGO, JUN£.OcrOBEJl1930-32 

\NUDlberOfHOSS 
Truck Rtuipls as Perunlage 0/ 

Source Received by Tot'" ReeeiplJ 
Truck, 1932 1930 I 1931 1932 

Illinois ........ 383,978 23.5 39.1 59.5 
Iowa ......... 38,929 - 0.6 5.8 
Indiana ...... . 24,252 57.0 84.5 92.8 
Wisconsin .... . 6,058 0.7 1.7 8.3 

4 States ..... 453,217 9.3 14.9 32.1 

The quantity received from Michigan and Ohio was 
less than 1 per cent of the receipts from the states listed 
in the table. While the very rapid increase from Illinois 
is the most important point brought out by these figures, 
the expansion of truck movement from Iowa, which in
volves a minimum distance of about 140 miles, is per
haps of greater significance as far as the future is con
cerned. 

7. Rates by mctor truck. The steady increase in the 
percentage of livestock hauled by motor truck developed 

• G. F. Henning, "The Infi ..... ce of the Truc:k in Marketing Com 
Belt Li .... ock,"]OfU7>Ill 0/ For", EcollM>lia, ]oIy '91', p. 116. 
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while truck rates generally were higher than the corre-
• sponding rates by rail. This apparent disregard of costs 
can be explained by other factors of importance in live
stock rnai:keting. 

Truck hauling of livestock is largely by contract car
riers, and it is exceedingly difficult to determine the rates 
which are actually in use at any time. Information of 
this character can only be secured from detailed studies 
covering representative shipments to important mar
kets. An Illinois study made in 1927 and 1928 is par
tially summarized as follows:' 

Considering only truck shipments moving 45 miles or more, 
the apparent savings in marketing by rail instead of by truck, 
figured on the basis of the 1927 truckage and freight rates would 
have' been as follows: 

. To Peoria, 53 cents a head, or 20 cents per cwt. 
To East St. Louis, 57 cents a head, or 25 cents per cwt. 
To Chicago, 26 cents a head, or II cents per cwt. 
On the basis of 1928 truckage rates and 1927 freight rates, 

the apparent savings would have been: 
To Peoria, 38 cents a head, or 14 cents per cwt. 
To East St. Louis, 44 cents a head, or 19 cents per cwt. 
To Chicago, 15 cents a head, or 6 cents per cwt. 
Any comparison of the expense of marketing livestock by 

tQ1ck and by rail should include attention to risk, differences in 
terminal market charges, shrinkage, buyers' attitudes, and con
venience to shipper. With the exception of buyers' attitude and 
convenience, these factors have been taken into consideration 
in the foregoing comparisons of marketing expense. From avail
able data it appears that losses due to death or crippling in truck 
shipments are as heavy as in rail shipments, and heavier when 
shipping mileage is considered. More complete information, 
however, is needed on this subject. Terminal charges (yardage 
and commission) are higher on truck shipments than on rail at , 

• Ashby, U.u.-nly 0' lIlinoi, Ezp"';mml Slolion Bulleli" 34', p • 
• 66. 
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the three markets here considered. Shrinkage is pot greatly dif
ferent on the two methods of shipment, judging by available 
data. Having allowed for ail other factors, the cost of convenience 
may be measured by the net difference between the cost of two 
methods of transportation. 

The comparative cost of marketing livestock by motor 
truck or by rail is largely determined by the total cost 
of marketing by each of the two methods rather than by 
the difference between the transportation rates alone. 
This fact is developed in a recent Missouri studt which 
compares the marketing costs by the two methods from 
the farm through to the livestock market. In this com
parison the other costs of marketing, such as feed, yard
age, commission, insurance, and association or local as
sembling charges, have been included in addition to'the 
transportation rates. In order to make a fair comparison 
an allowance for the cost of hauling from the farm to the 
initial railroad station has also been included, as the truck 
movement begins at the farm rather than at the railroad 
station. 

While the comparison includes data from only eleven 
points, it indicates that the truck rate was substantially 
above the railroad rate in every instance. On the other 
hand, when the total cost of marketing was determined, 
as outlined above, the difference between the two meth
ods of transportation was much reduced. In several in
stances the cost of marketing by rail was slightly larger 
than the cost of marketing by truck when all of the cost 
items were included. 

During the early period of expansion of truck trans
portation, livestock shippers were willing to use the 

• Thomsen and Fankhanel, Missouri Experi1lUnl St.,ion Rese.,," 
Bulletin .65, pp. II and ]2. 
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new service because of its convenience rather than be
cause of its relative cheapness. During the past two years 
the low prices of livestock have forced economies in mar
keting which were not given consideration during the 
earlier period. The number of trucks which were being 
used for livestock hauling had increased very materially. 
Because of the resulting keener competition there was a 
distinct tendency to lower truck rates. Operating costs 
were slightfy lower but truck drivers were secured for 
much lower wages because of the general labor situation. 
For this reason the following quotation from the Mis
souri study is significant: 

It is apparent that in 1931 the cost of marketing by truck was 
considerably lower compared with rail than in 1930. For·a11 
species to St. Joseph, and hogs to Kansas City, the cost was less 
by truck than by rail. For hogs to St. Louis and catde to Kansas 
City, the costs were about the same, taking into account the 
complete mileage range. For sheep to Kansas City and both 
cawe and sheep to St. Louis, rail shipment was cheaper than 
truck. These developments are very significant. They indicate 
that no longer is convenience the main or only incentive to truck 
shipments. Cost, the big argument previously used in support of 
rail movement, now is generally in favor of the truck. 

Certain of the indirect costs of marketing favor truck
ing and others favor rail. Thus commission, yard 
charges, and other similar expenses are higher for truck 
handling because of the smaller volume of each shipper. 
On the other hand, shrinkage is probably less by truck 
than by rail because of the shorter time on the road. 
IE the net costs of marketing are about the same, a. fur
ther increase in the trucking of livestock can be expected 
because of its convenience, this having been the deciding 
factor up to the present time. The return of livestock 
to the railroads for short hauls, say up to 75 or 100 miles, 
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is unlikely. Above these distances the railroads may be 
able to regain the traffic if proper steps are taken to en
courage ii. 

The return of shipments to the railroads will not be 
secured through the enforcement of such rate schedules 
as were put into effect in January, 1932, concerning 
which the following comment is of interest: 

Rates on single-deck cars of livestock are now considerably 
higher than they have been since 1920. The increases were par
ticularly large on shipments originating in western Iowa and 
moving east, for example, to Chicago. Rates on hogs shipped 
double-deck were not increased as much and in certain sections 
of the state were actually lowered. In the past, however, particu
larly from the local loading points in Iowa, the rna jority of the 
hogs have been shipped single-deck, many of the small shippers 
at these points not having enough hogs available at one time to 
ship double. 

At the same time the truck rates for hauling livestock have 
been declining, and in sections of the state where competition 
between truckers is more or less unregulated, rates are now very 
low, probably below the actual cost of giving this service" 

In the case of one railroad this 1932 rate increase has 
been stated to have resulted in almost a complete cessa
tion of short-haul shipments which were subject to the 
new rates. 

An attempt to regain business which has already gone 
to a competitor by increasing rates and minimum weights 
would seem to indicate poor judgment. The railroads 
are now a minor transportation factor in many sections 
and must make their service attractive to shippers or 
witness the complete loss of the livestock business to 
the motor truck in the competitive area. Unless there 

• D. G. Fitzgerald, "Statistics of Livestock Marketing and Livestock 
Trucking in Iowa in 1931," 1- 4grictJl",1Il E~ SUJiMI C;,
t:tJ.- zJ6, p. 11. 
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is a change of present railroad policies, a more rapid in
crease in truck hauling than has taken place up to the 
present time can be expected. 

8. Combination of ,ail Qn4 truck trQnspo,-mtion. The 
method which appears to offer most possibilities of suc
cess in restoring livestock business to the railroads, espe
cially on the longer hauls, is the combination of truck 
hauling from the farm to a railroad point, and shipment 
by rail for the remainder of the way. Some effort is 
being made to bring this plan into operation through a 
tariff on the Western trunk lines'· which became effec
tive on December 10, 1932. This rule reads as follows: 

On shipments of livestock delivered to carriers' station by mo
tor truck lines for shipment therefrom by rail, the carriers, upon 
request, will advance to the delivering motor truck line its charges 
for transporting the livestock to the carrier's station. Charges SO 

advanced will be included as back charges on the waybill for 
collection from consignee. 

Exception: Will not apply on shipments delivered to carrier 
at public livestock markets or public stockyards, as named in 
Item 1 So, nor on shipments transferred from a station on one 
railroad to a station on anotber railroad. 

This new rule indicates that the Middle Western car
riers, including the lines operating both east and west 
of Chicago, are making an effort to work out a practical 
method for providing combined rail and truck service 
from the farm to market. This is not true of the South
western carriers, which recently disapproved a similar 
rule for their territory.u 

9. CIw"ges in the livestocle industry. During the past 
decade factors other than the competition between the 
truck and the railroad have been operating to effect 

·w ....... T..-j u-. Fni8'" T.,jl No. 'J6-B, 1_ 65 • 
.. S~ Fnig'" B ...... DocUt No. 'Sf.,. 
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changes in the industry. Large packers have been shift
ing their slaughter operations closer to the producer. 
Likewise they have been buying a portion of their live
stock in the country, directly from the producer. Con
sequently the volume passing through the stockyards 
records has not given as complete a picture of the en
tire industry as it formerly did. The farmer has also had 
his choice of markets widened by the establishment of 
a considerable number of independent packing plants 
in the producing areas, and by the prompt and complete 
market information now available over the radio. Each 
of these changes has tended to substitute the truck for 
the railroad as it has reduced the length of haul neces
sary to reach a buyer. 

The transfer of livestock hauling to the truck in cer
tain markets has reduced the volume of business handled 
by the railroads and has therefore resulted in a reduc
tion of the number of trains operated. Such curtailment 
of service naturally has further reduced the ability of 
the railroad to compete with the truck. The decline in 
the total number of animals shipped by rail must ulti
mately be recognized in an adjustment of rates on other 
types of business, unless a considerable portion of the 
short-haul business is restored to the railroads. 

ro. Truck transportation in the distribution of pack
ing-house products. With the improvement of truck 
equipment so that refrigeration is available for rather 
long trips, the distribution of meat products by some 
packers has been transferred to motor trucks, especially 
in the vicinity of the smaller packing plants. Distribu
tion from branch houses into outlying districts also has 
been developed in repl;jfement of the former "peddler 
car" service. Merchandising advantages favor the motor 
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truck, as it permits the employee of the packer to make 
frequent personal contacts with the retailer and to fill 
his exact requirements at the time delivery is made. 

II. FRffiTS AND VEGETABLES" 

Fruit and vegetable prodUction is carried on commer
cially in every state of the Union. Because over 40 
commodities are grouped under this general classifica
tion, the producing areas are scattered from coast to coast 
and from the Gulf of Mexico to the Canadian border. 
With the exception of citrus and other tropical fruits, 
which must be grown in districts relatively free from 
frost, the other crops are frequently grown in a large 
number of widely scattered states. The heavy shipping 
areas are usually of small size and have developed be
cause of favorable soil, climatic, and water conditions. 

In the period 1926-31 the total carlot shipments of 
fruits and vegetables by rail and boat were somewhat in 
excess of 1,000,000 cars annually. These shipments 
reached the high point in 1929, and declined about S 
per cent during the two following years. There was little 
change in production to justify this decline, which can 
largely be attributed to the motor truck. Shipments from 
areas which are a long distance from market have been 

-10 the remainder of thi. chapter most of the statistics of .-ipts at 
markets of vario .. agricultural prodllClS ha.., beea compiled from DUJDeI'o 
_ milll<Ographcd roports of the Bwoao of Agricultural Ea>Domics of 
the Departmeot of Agriculture. The information .. garding truck .-ipts 
was compiled from mail roports by individual dealers to the various 
brand! offices of the Boroao. While e.ery eliort has beea made to oecure 
complete rocords, it is rocogoized that truck .-ipts are oot .. complete 
u nilroad receipts. However, such errors represent omissions nthcr than 
duplications, and the totals Or< probably 0_ 90 per cent complete. Sev
eral oeri .. of figoros ha ... heen specially proparod for me in this ropon. 
Unl .. otherwise otated, the otatistics should he credited to the _n of 
Agricultunl Economics. 
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quite well maintained, while those from the area where 
truck hauling is important have shown a decline. Annual 
shipments of fruit and vegetables during the period 
1922-32 are given in the following table:" 

Year 
1922 
1923 
1924-
1925 
1926 
1927 

Carlot Shipments. 
850,011 
905,960 
944,045 
952,033 

... 1,012,012 
..... 1,017,098 

Year 
1928 
1929 
1930 
1931 
1932 

Carlot Shipments 
.... 1,061,946 
.... 1,066,400 

.. 1,044,408 
...... 1,011,203 

840,000 

The complete records for 1932 are not available at 
the time this is written. The total loadings were approxi
mately 840,000 cars, representing a decline of 171,203 
cars from the preceding year. While part of this decline 
is attributable to the motor truck, reduced production 
of important crops in the Southern states and the gen
erally low level of prices prevailing in the markets have 
also been important causal factors. The most important 
states from the standpoint of rail and boat carlot ship
ments in 1931 were the following: 

Carlot Carlot 
Shipments Shipments 

California ........ 282,114 Maine...... 48,118 
Florida .......... 117,984 Virginia...... 46,127 
Texas ........... 58,274 Idaho ........ 40,544 
Washington ....... 56,769 Georgia....... 34,156 
New York ....... 54,630 Colorado ......... 27,543 

About 20 commodities move in large quantities from 
the standpoint of railroad tonnage. The average annual 

:II The data include boat shipments reduced to carlot equivalents 
but do Dot include movement by motor truck. The 19]% figure is approxi
mately complete. 
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railroad and boat shipments of these commodities for 
the period 1929-3 I were as follows: 

NUmber of 
Commodity Carloads 

Potatoes ........ 248,743 
Apples .......... 103,051 
Oranges and 

satswitas . 
Grapes .... 
Watermelons .. 
Lettuce and 

romaine . .. 
Cabbage .. 
Peaches .. . 
Onions ..... . 
Tomatoes ... . 

84,861 
61,307 
54,530 

52,913 
40,371 
40,022 
36,757 
31,154 

Number of 
Commodity 

Mixed vegetables 
Canteloupes .... . 
Celery ........ . 
Grapefruit .. . 
Pears ....... . 
Sweet potatoes . 
Lemons ... . 

Carloads 
30,784 
25,455 
24,818 
24,711 

Strawberries ..... . 

23,255 
18,993 
16,234 
14,359 
12,950 
11,847 

Mixed citrus .. . 
Carrots ........ . 

I. The process of rail marketing. Under the normal 
system of rail transportation, the usual path of fruits 
and vegetables to market is approximately as follows: 
After harvesting, the produce is sized, graded, and 
packaged at some type of p~cking house. This may be 
located on the farm where the produce was grown, or 
·may be a private or co-operatively owned house at a 
convenient railroad station. After the carload is com
pleted at the local station, it is started on its way to mar
ket. If it has been sold, it is shipped to the buyer. If sale 
has not been completed, it is billed to some diversion 
point or large market so as to secure the advantage of 
through rates. Sale is usually completed while the car 
is in transit, and the commodity is diverted to its destina
tion on the instructions of the buyer. If sale is not made, 
the produce may be turned over to a representative of 
the shipper for sale at the time of arrival. 

When the carload arrives at market, the consignee 
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gives the railroad instructions for the handling of the 
car. It may be unloaded in a produce terminal by the 
railroad employees, placed on a team track for sale from 
the car, or carted to the store of the dealer for sale. 
Quantities less than a carload are usually purchased by 
a jobber, chain store, or large retailer and carted to the 
buyer's place of business. Most of this handling in the 
market is carried on during the night or early morning 
hours, so that the produce may reach the retail store 
during the morning hours for sale to the consumer on 
the same day. 

During this process the railroad performs certain 
definite services. It maintains icing facilities along the 
route to market and an adequate supply of refrigerator 
cars in the shipping district, usually large enough to care 
for'peak-Ioad requirements. It handles the produce in 
scheduled trains, operated so as to arrive at hours best 
suited to market requirements. It provides a diversion 
service which permits the changing of destination of car
lots while en route to market. In many of the larger 
markets, yards are provided which allow for the accumu
lation and regulation of supplies in accordance with 
daily supply and demand. Frequently the produce ter
minal is owned by the railroad, or a subsidiary, and is 
used as the market place of the industry. In such in
stances the produce is unloaded by the railroad, dis
played for sale, and the product delivered to the buyer 
on the written instructions of the seller. The number of 
cars unloaded each day is the measure of the available 
supply. 

From the statement given above it can be seen that 
railroad activity is woven into the entire distribution 
structure for fruits and vegetables. Extra charges are 
made for many of these services, and the competition 
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of the railroads to secure business of this character in
dicates that it is profitable. 

2. De'lJeloptnent of the use of the motor truck. Mar
ket gardeners who were located near every large or 
medium-sized city 'were among the first to utilize the 
motor truck. It enabled them to reduce the time spent 
in going to market with wagons. As soon as the truck 
had proved practical for this purpose, the market garden 
area of many cities shifted from just outside the built
up section of the city to points as far distant as 25 miles, 
where it was possible to secure lower-priced land. 

Other farmers who ~ere located in the 'new area or 
even farther from the city saw the opportunity of bet
ter markets which the truck gave them. By adjustment 
in farming operations, they were able to enter the mar
ket with one or more crops. Part of the hauling was 
done with farm-owned trucks, but there has been a 
steady growth in the proportion done by trucks sent by 
a city dealer for the produce of a particular farmer. The 
opening of new districts through the extension of good 
roads increased the amount of such hauling. 

This development did not assume real importance un
til the pneumatic tire was adapted to the medium-sized 
truck and increased the speed of hauling. Although it is 
difficult to determine the exact amount of this type of 
trucking, most of the receipts at many markets during 
certain seasons are delivered in this way, and the truck 
dominates the transportation from many producing 
areas. 

The importance of the motor truck as a transportation" 
agency depends primarily upon whether one or more 
heavy producing areas are located within the range of 
economical truck haul. Thus New York City receives 
supplies from Long Island, New Jersey, and the Hud-
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son River Valley by truck. Philadelphia draws on near
by areas in Pennsylvania, New Jersey, and Delaware 
for much of its total receipts. Boston, on the other hand, 
does not have any heavy producing area within truck 
haul at the present time, and so the truck receipts are 
relatively small. Chicago receives much of its supply 
from Illinois, Michigan, and Wisconsin, and the truck 
has become a very important factor in distribution there. 
Denver and Salt Lake City, being located close to ship
ping areas for many different varieties of produce, use 
the motor truck to a large degree in securing their sup
plies. Los Angeles and San Francisco are located within 
truck haul of very productive areas and receive much of 
their supply by motor truck rather than by rail. Records 
of truck and rail receipts for 193 I are available for all 
of the markets named except Chicago. They present in
teresting variations, which are shown in the following 
table: 
PaODUCE RECEIPTS BY TllUClt A5 PER.CENTAGES or TOTAL RBCEIPTS AT 

SPECInED MAJlI<ETs, 1931 

Carlo .. Received T,.....i&. 
eeiplJM 

Market By Rail Ptf",mllJre 
By Truck Total 0/ TOIai and Boat &eeipil 

Bostan-......... . 36,345 4,355 39,700 10.9 
New York ....... 133,375 19,411 152,786 IZ.7 
Philadelphia ..... 39,182 15,077 54,259 Z7.B 
Denver .... ..... 5,715 1,391 7,106 Z4.3 
Salt Lake City ... 1,395 1,906 3,301 57.7 
San Francisco . ... 11,983 5,577 17,560 31.7 
Los Angeles •..... 22,244 40,012 62,256 64.3 

Seven markets 249,239 87,729 336,968 Z6.0 

Nearness to an important shipping area is essential if 
the percentage of truck receipts is to be high. In certain 
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of the Northern cities the truck movement is large dur
ing the harvest season, but the percentage for the year is 
reduced beCause of the small local supply during the 
balance of the year. On the other hand, the heavy re
ceipts at Los Angeles are due in part to the fact that 
production continues throughout the entire year within 
hauling distance of the city. 

3. Recent rQpid ;ncf'eflSe in truck receipts. Compar
able figures for 1931 and the first nine months of 1932 
are available for Boston, Los Angeles, New York, and 
Philadelphia. The period in 1932 includes the months 
during which the local production is most important, so 
that the percentage of truck movement for the entire 
year will probably not be as high as that shown in the ac
companying table for the nine-months period. 

COM'PAR.lSOIf 01' 1931 Aim 1932 PRODUCB RECBIPTS BY TRUCK AT SPECIFIED 
MAIlUTS 

Market 

Truck Receipts 
(Escimated carlots) 

Truck &eeiplIlIS pw-
een/agt 0/ Tofdi Rectipts 

1931 1932 19J1 19J2 
(12 months) (9 months) (12 mont"') (9 montlu) 

Boston .•........ 4,355 8,898 10.9 "17.7 
LooAng.l ........ 40,012 33,504 64.3 7Q.6 
NewYorkA ..... . 19,411 39,633 12.7 23.6 
Philadelphia ..... 15,077 23,604 27.8 38.1 

4 Mark.ts ..... 78,855 105,639 25.5 32.2 

Boston, New 
York, andPbila-
delphia •...... 38,843 72,135 15.7 25.7 

• Not complete. 
, 

It is evident from the table that the actual quantity of 
produce received by truck at the three Eastern markets 
has doubled within the past year, and that the figures 
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for the entire twelve months of 1932 will show truck 
receipts substantially more than twice those of the pre
ceding year. It is probable that the 1932 percentage for 
the Eastern cities will increase by half over the 1931 per
centage. This ratio of increase did not hold for the four 
cities because truck receipts already formed such a large 
part of the total receipts at Los Angeles. 

At New York during the months of August and Sep
tember 1932, 47.7 per cent of the fruit and vegetable 
supply was received by motor truck as compared with 
33.5 per cent in 1931.'° The truck receipts for the first 
nine months of 1932 were equivalent to 39,633 carlots, 
or 23.6 per cent of the total receipts. Because of the in
completeness of the records of truck receipts, each of the 
above percentages should be increased somewhat to pre
sent the true facts. 

The source of truck receipts is known by states, but the 
wide variation in the size of the states makes it impos
sible to analyze available figures satisfactorily. For ex
ample, Salisbury, Md., is nearer to New York City than 
Utica, N.Y., and Norfolk, Va., than Rochester, N.Y. The 
division of truck traffic shown in the accompanying table, 
which takes account of the districts where fruits and 
vegetables for New York originate, is probably as ac
curate a statement as can be made from available data. 

Ten per cent or more of the 1932 supply came from 
outside the 200-mile limit, the exact percentage depend
ing upon the quantity which moved more than 200 miles 
within the State of New York. Berries and beans were 
the two most important commodities hauled from more 

.. n.- figures indude .. ""ip" at the jobbing market and at the 
Gamevoort and w.llabout markets, but do not include the turkm "",r
ket or I12ttemi deliveries. 
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distant states. The Maryland receipts included many dif
ferent commodities beCause the haul was not more than 
2.50 miles. 

SoURCES OF PRODUCE REcElPl'S BY T.:D'CK. AT NEW YOH CITY, 
JAIfUAJlY-SBPTEMBEI. 1932 

Nearby States 

New Jersey ..... . 
Long Island ..... . 
NewYorlt •...... 
Pennsylvania . .. . 
Delaware ...... .. 
Connecticut . ... . 
Massachuse\tI . . . 

Estimated Carlo .. 

.Js Ptr

Number Ce;j"~ 
Tnu-k 

Receipts 

15,054 
12,975 
5,357 
1,116 
1,049 

477 
132 

38.0 
32.8 
13.5 
2.8 
2.' 
1.2 
0.3 

---I---
7 stat... .. .... 36,160, 91.2 

Estimated Carlo .. 

A,Pw-
Distant States em'"ge 

Number oj.n 
Tru,k 

RNapll 

Marrland.. ... 2,410 
VirgtDi.. .. • .. . 447 
N. Car.fina... . 476 
S. Carolin... . . 24 
Florid......... 10 

6.1 
1.1 
I.Z 
0.1 

Ohio.......... 30 0.1 
Vermont...... 5 
Maine........ 71 O.Z 

---I---
S.tates..... 3,473 8.8 

The situation at Philadelphia during the first nine 
months of 1932. was even more striking than that at New 
York. During this period 36,577 cars arrived by rail and 
the equivalent of 2.3,605 cars by truck, or 38.1 per cent 
of the total receipts. During August and September 1932. 
the percentage received by truck was 66.8 per cent ~f 
the total supply as compared with 57.4 percent in 1931. 
The SOlU'ces of the quantity received by truck during 
the nine months is shown in the table on page 604. 

Practically all of the movement from the first five 
states listed was within 2.00 miles of Philadelphia, and .' 
this included 95 per cent of the truck receipts. At least 80 
per cent of the total receipts came from within the 100-
mile limit, and represents tonnage which has undoubted-
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ly left the railroad for good. Most of the North Caro
lina truck receipts consisted of berries, beans, and peas, 
while those from South Carolina were largely beans. 

SoU.CES OF PRODUCE RaCEIPTS BY TRUCK. AT PHILADELPHIA 
]ANUA.I.V-SSPTEMBB .. 1932 

Estimated Carlots Estimated Carlot. 

Source Percml- Source PWlml~ 
Number .g' 

Dis"ibu-
Number ·1' DislriiJu. 

lioll 1;011 

New Jerscy ...... 12,696 53.B Indiana . ...... 8 
Pennsylvania . ... 5,224 ZZ.1 Long Island .... 6 
Maryland ... 1,560 6.6 MiaccllaneolU. , 6 
Virginia. 1,501 6.4 N.,.YorkCity 
DelawaR ........ 1,466 6.Z (rcslUpments) 73 0.3 
N.Carolina ...... 650 Z.B 
New York ....... 301 1.3 All oourc:ea ... 23,605 100.0 
S. Carolin •...... 94 0.4 
Florida ........ 20 0.1 

The available records for Boston are more complete 
than those of any other large city. While the total quan
tity received by truck during the nine months was esti
mated at 8,898 carlots, only 357.5 cars were classed as 
"long distance" hauling. Most of the latter were berries 
of various kinds, which were received from June to Sep
tember. The truck receipts from outside the local pro
ducing area were only 4 per cent of the total truck 
movement, and were important only in one group of 
products.'" 

At Los Angeles during the year 1931 produce equiva
lent to 40,012 carloads arrived by motor truck. This was 
64-3 per cent of the total supply . 

• Data were obtained from the Bureau of Markets. Ma..achUlettl 
D<par1m<J11 of ."~culture. 
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TLA.IfSPOJlTA110N AOElfClES DBUVERlHC PR.ODUCE AT Los AKOELES 
jANuARr-SEPTEIIBER. 1930-32 

Transportation Carlot Equivalents Pn-cmtap 
DistriDldio" 

Agency 
1932 1931 1930 193Z 1931 1'30 

Boat .............. 3,070 2,889 2,440 6.4 5.9 .5.4 
Express .•......... 623 487 589 1.3 .9 1.3 
Railroad .... : ..... 10,340 13,196 14,301 ZI.7 Z7.1 31.5 
Truck ............. 33,504 32,277 28,004 70.6 66.1 61.8 

All agencies ••.•. 47,504 48,277 45,334 100.0 100.0 100.0 

About one-fifth of the rail receipts for 1931 shifted to 
the truck in 1932. 

The chief reasons for the high percentage of truck 
receipts at Los Angeles are the wide variety of products 
grown within truck haul and the fact that production in 
this area continues throughout the year. The percentage 
of the total supply received by truck each month during 
1932 varied from 53.4 per cent in January to 83.8 per 
cent in August. During the first nine months of 1932 this 
supply originated in the producing areas listed in the fol
lowing table: 

SoUICB OF PJt.ODtJCB RECEIPTS BY TlltJCK. AT Los AIfGELES 
JAlIVARY-SEP'I'BIIBER 1932 

Ptodudng Area 
Approximate Carlot Ptrtt1ll·te Haul 

(In miles) Equivalents DilIrUUlio. 

Local aoon:es" ••••••••• 23,061 68.8 
Beaumont. Yucaipa . .... 90-100 424 1.3 
Coachdl. Vall.,. ....... 1(J()..140 713 Z.I 
Imperial Valley •....... 2(J()..225 2,072 6.Z 
San Diego County ...... 85-130 946 Z.8 
Centtal Cout .......... 100-425 3,423 10.Z 
San Joaquin Valley ..... 175-400 2,716 8.1 
MixdJaneoas .•........ 149 0.1 

Total ...... ....... 33,504 100.0 

• !Deludes the counties of Loo Angcl.., Orange, V CDtuno, Riverside, and 
part of San Bernardino County. 
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Because of the large size of the Central Coast and 
San Joaquin Valley producing areas, it is impossible to 
determine the average length of haul within these areas. 
The truck receipts from over 100 miles were approxi
mately 10,000 cars during the nine months, or about 30 
per cent of the total. 

There are no detailed records available from any of 
the Middle Western states where truck hauling is as 
highly developed as it is on either coast. Most of the 
southern Michigan fruit and vegetable traffic is now 
handled by truck, and regular distribution is carried on 
from Benton Harbor, Mich., to many markets such as 
Chicago, Indianapolis, Detroit, and cities in Ohio. 

A comprehensive study made in 1928 and 1929 
reached the following conclusion: 

That between °150,000 and 200,000 carloads were 
trucked to market 20 miles or more in the United States 
during 1929, as compared with 1,068,745 carloads re
ported shipped by rail and boat.'· 

Detailed figures of the movement of strawberries and 
cantaloupes over the roads in that state are compiled by 
the state highway police in Delaware. These data neces
sarily include traffic originating in Maryland and Vir
ginia as well as in Delaware. The totals for 1932 were 
896,538 crates of strawberries and 366,123 crates of 
cantaloupes. In terms of carlots shipped from that dis
trict, the quantity hauled by truck was equivalent to 
3,735 cars of strawberries and 916 cars of cantaloupes, 
and is believed to be the largest in any year. 

4. DecUne in rail shipments in certain areas. There 
has been a substantial decline in the number of cars 

• "Marketing Fruits and Vegetables by Motor Truck," U. S. D.,.,,.. 
wu1Jl 0/ AgricultUl'I BrJkt;,. No. 272. p. 17-
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shipped by rail in certain of the areas where truck: com
petition has become important. The accompanying table 
indicates the extent of this decline in certain Eastern 
and Middle Western states by giving the annual railroad 
shipments as percentages of the average shipments for 
the eight years from 1924 to 1931. 

ANNUAL RAILROAD CARLOT SHIPKENTS AS PERCENTAGES or 
THB EIOHT-YEAR. AVE.kAOB, 1924-31-

Six Five All 
Year United Eastern Middle Om .. States Stat .... Western States States' 

1924 ............ -93 121 125, 88 
1925 ............ 94 122 125 89 
1926 ............ 100 119 123 97 
1927 ............ 100 107 94 101 
1928 ...........• 105 90 98 108 
1929 ............ 105 81 87 108 
1930 ............ 103 87 70 105 
1931. ........... 100 73 78 103 

in :~r::b~!tth~=:ea~~:d:~t~fie::d.OD which the percentages 
b Massachusetts, New li'ork, l!1ew Jersey, Pennsylvania. Ddaware, and 

Maryland. 
• Michigan, Ohio, Indiana, Illinois, and Missouri. 

Since the trend of the United States as a whole and 
for the 37 states outside the two selected areas is upward, 
some factor peculiar to the Eastern and Middle Western 
states must account for the downward trend for these 
regions. Decline in production might do so, but produc
tion figures do not show a comparable decline. Since the 
states within these areas are those in which trucking is 
most highly developed (except in California) the motor 
truck: seems the most logical explanation of the decline 
in rail shipments. 

5. Products handled by truck. Although a wide va
riety of products may be carried by truck:, highly perish-
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able produce is being handled to a greater degree than 
other products. The elimination of the cost of refrigera
tion on the shorter hauls is an element of economy. The 
value of the product per pound appears to be an im
portant factor in determining the extent to which a va
riety of fruit or vegetable may be handled by truck. 

DECLINE OF RAILROAD SHIPMENTS OF FRUITS AND 

VEGETABLES IN CERTAIN AREAS WHERE TRUCK 

COMPETITION IS IMPORTANT" 
~ XNtMMRS . IN«X".,..,.CR: 

----- ---":::: 
\" \" ~~ . ..-. f-._" -'---, -::::--

~ .- \ '..- r'-. 
~ --'\'" 

1-.. :'-, !---
........... ~---- . 

" ", ", 

-" ...-

- ,... -
• See the table on page 607 for data. 

In the case of the perishable and high-value commodities 
such as berries and mushrooms, the truck is competing 
with a less-than-carload express rate higher than the 
comparable freight rate. 

On the other hand, potatoes usually have not been 
trucked more than 50 miles until the last year or two, 
and even now they are rarely trucked for more than 100 
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miles. One exception ~ the tmck haul from Aroostook 
County, Me., 1:0 the seacoast in the vicinity of Bangor 
in mnnection with water shipment to Atlantic and Cuff 
Coast points. 

6. T~ of InI&Iters. The haWing of fruits and vege
l2hles is carried on by three difFen:ot groups. These are 
the produa:rs themselves, mntrad: trucker.;, and mer
chant truckmen of various types. Producers na.tllral1y 
haul their own products where the hauls are short and 
where marketing is carried on over a mnsiderahle period 
of time. Contract truckers usually operate £rom the mar
kets aod semre ~ through their relations with the 
dealers in the market.. In this way they are able to shift 
£rom point to point as the marketing requires, and so 
maintain a sarisfactory degree of employment which 
would DOt be possible if operations were confined to a 
single average producing district. 

Merchant trudters are more common in the Middle 
West aod mmbine the functions of dealer and transporta
tion agency. They operate chidly between the producing 
area aod small towns or the suburbs of larger cities. Un
der these mnditions, the merchant trucker reduces han
dling aod selling apenses as well as time in transit, and 
there£on: has advantagl:S over the railroad that can hard
ly be offset.. On the other hand, the merchant trucker 
presents one of the most difiirult phases of the trucking 
problem since he esbhlishes prices through his oppor
tnnity to deal directly with the individual fanner. If one 
or more trudters are able to purchase their supplies be
low the esbhlished rruub:t level, they may disturb the 
market in all of the consuming areas in which theyoper
ate.. One of the most important problems in mnnection 
with the men:hant trucker is the purchase of ungraded 
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or partly graded produce which injures the outlet for 
well standardized produce in the market. 

The farm-owned trucks are usually of the smaller 
sizes, although large producers who have need for the 
truck over a considerable period of the year are likely to 
use the medium sizes. The contract truckers and mer
chant truckers are usually equipped with medium-sized 
trucks of from two to three tons capacity. This size of 
truck is responsible for the large increase of produce 
trucked during the past few years. Formerly the ton and
ton-and-a-half sizes were the most common for longer 

. hauls, but these capacities were too small to be economical 
for most commodities_ 

Most of the trucks used in handling produce are of 
the open type, as heavy canvas covers are sufficient pro
tection except during the coldest winter weather. When 
hauling is to be done in the Northern states during the 
winter months, enclosed bodies are used, frequently with 
sufficient heat to prevent damage to the produce. During 
most of the year the open body is an advantage as it per
mits the air to circulate through the load and reduces 
the need for refrigeration. 

7. Truck hauling as compared with express shipment. 
The motor truck has made its greatest inroads into the 
express business of the railroads. Products such as ber
ries, early vegetables, soft fruits, and mushrooms, which 
formerly moved by express (for the most part at less
than-carload rates), now move in large quantities by 
truck. The express charge included delivery to the con
signee, a service the truck furnishes. The growth in 
regular service by motor truck for the handling of certain 
of these commodities shipped over long seasons of time 
indicates that real· economies can be effected through 
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truck handling. The operation of a truck line for the 
transportation of mushrooms, for instance, has been 
profitable enough to permit substantial reductions in 
rates as well as to provide adequate maintenance and a 
surplus. Hothouse vegetables are moving in truck-load 
lots from the Cleveland area to the larger Eastern cities 
as well as to those of the Middle West. This truck serv
ice makes faster delivery than express and has permitted 
distribution to develop in a way which was not possible 
previously. Contract truck rates are stated to be below 
the rail express charge." 
. As has been mentioned, the movement of strawberries. 
for distances up to about 500 miles has largely shifted 
to the truck. This has been due to the time saved, the 
elimination of refrigeration costs, and the much wider 
direct distribution which was possible because of the 
smaller units of transportation which the motor truck 
permitted. The ability of the truck to save one day's 
time in getting certain early vegetables to market may 
mean that the increase in shipping cost will be more than 
offset by the increased selling price. 

8. Advantages and disadvantages of the motor t,.uck. 
The most detailed study"" of the use of the motor truck in 
the marketing of fruits and vegetables was made in New 
Jersey, where trucking is important. This survey at
tempted to determine the advantages and disadvantages 
from the standpoint of the producers and the dealers in 
the market. There has been little change ~n~6nditions 
since the study was completed, except for improvements 
in truck construction and reductions in hauling rates. . 

.. Letter. Cleoeland Gro ... n Marketing Co. No. '0, '93" . 
• B. M. Price, "The Motor Truck u a Carrier of Fruit and Vegetables 

to Greater New York," NII'UJ J .... " Agriculturtd E"1m-m S14'i .... · 
B..Ju,;" No. 5°3, p. 2'. 
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The advantages of the motor truck are stated as fol-
lows: 

I; Faster service. 
2. Convenience and saving in labor. 
3. Better condition of product on arrival. 
4. Early delivery to market with maximum time for pre-

paring shipments. 
5. Greater opportunity for diversion of product. 
6. Less loss for shortages and damaged packages. 
7. Promptness jn payment of claims. 
8. Lower transportation costs in local territory. 
9. Agreements to pay for loss of early market. 
I o. Return of empty crates. 
II. Increased sales to retailers. 
12. Intimate touch with market through truckman. 

The disadvantages of truck hauling are given as fol
lows: 

I. Lack of advance market information. 
2. Absence of proper regulation of responsibility of operator, 

regu1arity of schedule, and standardization of rates. 
3. Necessity for immediate sale or storage. 
4. Terminal market congestion. 
5. Rising transportation charge with increasing distance. 
6. Lack of opportunity for shipping point inspection. 
7. Interrupted service resulting from unfavorable weather. 
8. Miscellaneous disadvantages such as break-downs, lack of 

insurance, delay in market, etc. 

Although the reasons given apply specifically to the 
New York market, they are equally applicable to the 
other markets where the handling of produce by truck: 
has become important. It is probable that at the present 
time, the advantage of lower costs to shippers would 
appear first in the list of advantages, because of the much 
lower level of prices prevailing for farm produce. 

Another important advantage is the ability to make 
direct delivery in truck-load lots to smaller markets 
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which cannot use carlots by rail shipment. Still another 
advantage is the possibility of distributing a lower grade 
of produce than could be sold satisfactorily through the 
regular trade channels by rail shipment. 

In many instances the motor truck: is able to make 
more direct delivery to the buyer, and thus saves han
dling and other costs which would otherwise be incurred. 
For example, the freight rate from Rochester, N.Y., to 
New York City is 45 cents per barrel on apples in carlots. 
The cartage charged to a point above I50th Street in 
New York is an additional 35 cents. Thus the total 
transportation charge by rail in this instance is 80 cents 
per barrel, although the less-than-carload truck: rate for 
the same delivery is the fourth-class rate, or slightly less 
than 60 cents per barrel. Thus, while the rail rate itself 
is cheaper than the truck rate, the other costs which must 
be incurred raise'the rate to such an amount that the 
truck: has little difficulty in competing with the railroad. 

9. Djsturbjng jnfluence of the motor truck in distribu
tion. The use of the motor truck: in the transportation of 
fruits and vegetables has resulted in a number of im
provements and economies, especially where it was pos
sible to reduce or eliminate handling. However, these 
advantages have been offset by certain disadvantages 
which have resulted from the wide use of the motor 
truck:. . 

An accurate knowledge of the supply of produce avail
able at the beginning of each market period is an essential 
requirement to the determination of prices in line with 
supply and demand. When such products are received 
by railroad, the number of cars of each· important prod
uct is usually posted at some central point so that all in
terested may have this information. The arrival of addi-
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tional supplies is largely controlled by the railroad sched
ule, and the late arrivals were usually held over to the 
market period the following day. But with the general 
use of the motor truck, accurate information of this char
acter is practically eliminated, as the number of trucks 
arriving in the market or the products contained in these 
shipments cannot be readily determined. When trucks 
are delayed and arrive after the opening of the market; 
dealers are not able to make delivery of the product on 
prior sales. Not infrequently, orders are refused for 
produce which may later arrive by truck without advance 
notice to the dealer. Thus the general use of the motor 
truck has made market information of little value, except 
in instances where all truck receipts are delivered to a 
single point. The direct delivery of produce to the sub
urban areas of many cities supplies retailers who would 
normally secure supplies from the central market. When 
such truck delivery is made regularly, operations are 
quickly adjusted to the new situation. But in numerous 
instances, direct delivery by truck is irregular and not 
dependable, and so disturbs both distributors and re
tailers. 

A somewhat similar situation developed in many pro
duCing districts as a- result of the entrance of the truck. 
If the trucker operated on a contract basis, there was 
comparatively little disturbance as the control of the 
grade and destination of the produce remained in the 
hands of the marketing agency. But in country districts 
where the truckers were operating as peddlers rather 
than as contract carriers, conditions were greatly upset. 
As peddlers, their primary desire was to purchase sup
plies as cheaply as possible, even to the acceptance of 
partly graded produce in order to secure a low price. 
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One of the most important improvements in the mar
keting of produce during recent years has been in the 
standardization of the product which was placed on the 
market. Through the use of the proper grades and grad
ing facilities, a more dependable product was offered to 
both distributors and consumers. In seasons of abundant 
supply it was possible to withhold the lower grades from 
the market, while the same quality of fruit might be mar
keted freely in periods when the supply was smaller than 
usual 

The purchasing of partly graded produce by truck 
peddlers from farmers soon made it difficult to carry on 
the regular grading operations in many communities. 
The opportunity to sell ungraded or partly graded prod
ucts led producers to lose sight of the importanccr of 
standardization in the marketing of produce. Thus the 
competition of truckers created confusion in many of the 
producing areas and complicated the operations of the 
nu,merous packing houses of both private and co-opera
tive ownership. It produced the same confusion in mar
kets where such products were sold, as the partly graded 
product became the dominating factor unde!;" weak de
mand conditions such as prevail at the present time. 

Considerable progress has been made in certain parts 
of the country in solving the problems which have re
sulted from the increased use of the truck. One of the 
most successful methods has been the establishment of 
markets where trading may be carried on between pro
ducers and truckers. Such markets are now in operation 
in New Jersey, New York, Maryland, Michigan, and 
Utah, and prices paid to producers are established 011 the 
basis of competition, which is frequently absent when the 
transfer is made at the farm of the producer. The degree 
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of competition and the supervision of grades have done 
much to eliminate the problems which have upset nor
mal conditions. 

The confused situation which may result from the gen
eral shift of marketing into the hands of the trucker 
merchant are well illustrated by the following extracts 
from a recent case in California.'" 

The operator of the so-called peddler truck buys farm prod
ucts at the point of production and sells them in adjacent markets. 
He is an itinerant, moving from district to district of the state 
as the crops develop, or to the fields in adjoining states. Various 
types of peddler trucks use the highways of the state as the main 
adjunct of their business, not only hauling farm products to the 
market but also hauling whatever other commodities may be 
obtained for the return trip. 

A representative of the State Department of Agricul
ture is quoted in the same decision as follows: 

The trouble that the department has with the truckers is that 
the trucker is one day operating as a produce dealer within the 
meaning of our act, and the next day he is operating as a hauler 
of some other line of traffic. If they consistently operate as 
produce dealers within the meaning of our act, we could then 
put our finger on their operations and bring them within the law. 
However, we have exhausted all possible means of bringing these 
truckers under license and bond. As I stated before, if we had 
some way of finding out just what truckers were handling pro
duce and on what basis they were handling produce it would save 
an untold amount of money to the growers of the State of Cali
fornia. 

The situation in the Florida citrus area is somewhat 
similar. Trucks have taken over the bulk of the business 
to the Southeastern states and have made serious inroads 
on the existing distribution system. The growth of the 
trucking is indicated by a recent statement: 

• Dockel 25243, RlliJroaJ Commission 0/ California, pp. %1·29. 
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The per cent of truck shipments to date is much higher than 
.. yea ago: -u-s per cent of the total orange movement, includ
ing rail and truck, has been moved by truck, compared with 22_8 

per cent last season; and 12_ S per cent grapefruit by truck this 
seascm as COIDJ"Il"d with 7-6 per cent last season." 

The Florida railroads esbhlished an emergency rate 
early in 19320 based on higher minimnm weights, and 
have also endeavored to combat the truck competition 
with other modificu:ioDS such as rates for shipments of 
fruit in bu1k.. These have not been in effed: for a long 
enough time to determine their real value. A consider
able portion of the truck shipments are in connection with 
watf:r shipments to the Eastern Seaboard markets 
through several ports. Citrus fruits are probably hauled 
greater dist:am:es from California, Florida. and Texas 
than any other form of produce handled by motor t:ru.ck. 

The uwiret at Benton Harbor, Mich., is one of the 
most sua:essful of this type. During the 153 days of the 
1931 marketing season 102,285 grower'.! loads contain
ing 4,837,758 packages were sold, for which the prG
durer.; received $3,235.461_95. Over four and one-half 
million packages were sold up to the middle of Septem
ber 1932. The su.a:.ess of the market is stated to be large
Iy clue to the careful grading of the product so that the 
truckers may buy with confidence in the quality of the 
product. .. 

10. Redlltribw.tion by motor trvde from terfrUtuU mar
kets. Many dealer.; in small population centers previ
ously found it most satisfactory to purchase part of the 
supply necessary for their businesses in the nearest large 
city market, shipment being nwIe in a SG-Called "mixed 
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car." The order was usually loaded in the a&ernoon 
and was available to the local dealer the following morn
ing. By this method it was possible to carry a fresh sup
ply of all kinds of produce, many of which could not" 
have been handled if it had been necessary to purchase 
in carload quantities. The length of haul of the "mixed 
car" was usually from 50 to 200 miles. 

With the coming of the motor truck: this situation has 
been entirely changed. The local dealer now goes to 
the large market with one or more trucks. These trucks 
are loaded at the time of the market and immediately 
driven back: to the dealer's store. In many instances it is 
possible to save an entire day in transit. The demand for 
supplies for such out-of-town buyers has resulted in the 
establishment of "early markets" which make it possible 
for produce to be hauled a considerable distance in time 
for morning delivery to retailers. 

The larger centers have become the most important 
points for this type of handling, as supplies of all kinds 
of fruits and vegetables are available there. Distribution 
of this character has been particularly important from 
Boston, New York, Philadelphia, Baltimore, and Pitts
burgh, as there are numerous smaller cities within reach 
of these markets. The situation is well illustrated by the 
following comment regarding conditions at Pittsburgh 
in 1930:"" 

Fifty per cent of the total carlot unloads of fruits and vege
tables at Pittsburgh, it is estimated, left the city by motor truck 
as against 12 per cent by express, less-than-carload, mixed cars, 
and by boat in 1930, and 38 per cent was consumed in the city 
proper •••• 

D Brice Edwards and ]. W. PaT~ "l\brkcting Fruits aDd Vegetables 
by Motor Truck." U. S. Dep"""'_ of Agriad' ..... TeclmK.J BoIU,i. 
272, p. 71• 
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The approximate practical limit of motor truck reshipments 
from Pittsburgh was Altoona and Bellefonte, Pa., to the east; 
Cumberland, Md. and Clarksburg, W.Va. to the south; Cam
bridge and Canton, Ohio, to the west; and Meadville and War
ren, Pa., to the north. 

The large railroad produce terminal was opened in Pitts
burgh in 1928. This lent impe1:US to the outbound motor truck 
movement, which about doubled in the two years after the ter
minal was opened. The long distance outbound motor truck 
movement became an important marketing factor during 1925 
and 1926. An indication of the change lies in a railroad report 
that ten years ago (1920) the average weekly shipments of 
mixed cars to surrounding towns were from 150 to 200 cars 
a week, and in the spring of 1930 were only from 25 to 50 cars 
a week. Thus the rail redistribution is only about 2S per cent 
of its former volume, whereas the total redistribution from 
Pittsburgh has increased. 

While there is no accurate information on the trend 
of these shipments since 1930, the proportion which then 
remained with the railroads was so small in volume that 
further decline would make little difference to the car
riers. 

The situation at B;utimore is quite similar, except that 
Baltimore receives much of its incoming supply from 
producing areas within motor truck haul of the city, 
whereas the greater portion of the Pittsburgh supply ar
rives by rail. Much of the redistribution out of Balti
more, therefore, consists of the transfer of produce from 
truck to truck: In 1930 it was estimated that 24 per cent 
of the wholesale trade left the city by motor truck, as 
compared with only 4 per cent by express, less-than'-cru;-, 
load lots, and mixed cars. . 

Philadelphia is the source of supply for most of the 
area within a hundred miles, except in t,he directions of 
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New York and Baltimore. A large proportion of the 
supply comes from nearby producing areas. A consider
able part of this business has shifted from the mixed-car 
shipment by rail to the motor truck, which makes pos
sible much faster delivery to points in Eastern Pennsyl
vania such as Allentown, Reading, Lancaster, and Har
risburg. 

New York is the largest market in the country and 
has always had a substantial trade to outlying points, 
either by rail or by boat. In recent years, however, it has 
been possible for a dealer with a motor truck to purchase 
on the "early market" (about midnight) and haul his 
produce 100 miles in time for morning sales. This has 
been one reason for the increase in truck hauling from 
the farm to New York, as it has made it possible to de
liver produce for this early market with much greater 
certainty than by rail. 

A new element which may have considerable effect in 
the future has recently appeared in redistribution from 
New York, Philadelphia, and other seaboard points. 
This is the shipment by water of fruits and vegetables 
from Florida and other Southern points, and the possi
ble extension of this service in a large way to the heavy 
shipping areas of the Pacific coast. If fruits and vege
tables are laid down at New York by boat at costs sub
stantially less than rail costs, it is certain that truck dis
tribution from the seaboard to inland points will be de
veloped considerably beyond the present range of effec
tive hauling. This will reduce direct rail carlot shipments 
to many markets. The probable economical haul will be 
longer than is usual in the produce industry, because re
turn hauls should be available from most of these des
tinations. If such plans are carried out the railroads may 
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lose a substantial amount of shipments direct to inland 
points unless a successful effort is made to meet this 
competition. 

Conditions are similar in all of the important central 
markets of the country. Redistribution from them has 
largely been taken over or developed by the motor 
truck, which is usually able to render faster service than 
the railroad can expect to furnish for the short hauls 
involved. 

III. DAIRY PRODUCTS 

The dairy industry is one of the largest branches of 
agriculture. It is widely scattered over the entire country 
and its character varies in accordance with production 
factors and with the availability of markets.in different 
districts. 

The size of the area from which any city draws its 
supply of fluid milk depends primarily upon the popu
lation of the city and the character of the farm land 
adjacent to it. The cream supply may come from the 
same territory as the milk or it may be secured from 
distant points. Cream is milk in such concentrated form 
that it may be shipped for distances of a thousand miles 
or more without loss of quality and at practicable trans-
portation costs. . 

Manufactured milk products are generally prepared 
in areas where production conditions are favorable and 
no local markets for fluid milk are available. The natural 
variation in the seasonal production cycle results)ir much 
larger volume during the· spring months than during; 
the remainder of the year. Any surplus above immediate 
consumption is held in storage until required in the 
period of smaller production, which usually comes dur-
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ing the fall months. Most dairy products are manufac
tured in the Northern states. Minnesota, Wisconsin, and 
Iowa are the chief source of our butter, cheese, and 
canned milk. 

I. Transportation of milk from the farm to the plant. 
The first step in the transportation of milk is from the 
farm to the plant, either in the country or city. This is 
true whether the milk is destined for fluid consumption 
or for manufacture. The only important exception is the 
creameries to which shipment from the farm is in the 
form of cream. 

Prior to the use of the motor truck, milk was hauled 
only a few miles by wagon to the nearest milk plant. 
Such plants were located at nearly every railroad station 
in milk producing areas. As the truck replaced the wagon 
in this field, the length of haul naturally increased. With 
the development of improved roads into the country 
districts, trucks operated for much longer distances. The 
present important limiting factors -are road conditions, 
distance, and the time required for collection and haul
ing. The usual distance from the farm to most country 
plants is probably not more than 50 miles. When direct 
delivery is made from the farm to city plants, this dis
tance may be increased substantially, with a maximum of 
about 100 miles. Truck shipments from country plant 
to city plant are made for longer distances although only 
infrequently over 200 miles. 

In the handling of fluid milk, the service and rates 
include the return of empty containers. For this reason, 
back hauls of other commodities are practically impos
sible. 

2. Transportation of fluid milk by the railroad. The 
rail service in the handling of fluid milk is almost en-
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tire1y of shuttle character, providing for a daily move
ment from the country plant to the city terminal. Milk 
traffic on the railroads is considered a part of the pas
senger business, as single cars are handled in passenger 
trains. Where the quantity handled by rail is sufficient, 
regular milk trains are operated. Because of the limita
tions of time and the adequate supplies available, there 
are comparatively few rail hauls of fluid milk of more 
than 300 miles. 

Country milk plants are usually located on railroad 
lines and are able to load directly into the car. In the 
case of city plants this arrangement is much less common. 
Where country plants are not located on the railroad, 
two hauling charges are required in addition to the cost 
of the rail transportation. In other instances, branch-line 
service is not satisfactory. The quantity shipped from a 
single country plant is frequently so small that it is neces
sary to pay the less-than-carload rate on it. These higher 
rates give a wider margin for truck: competition. 

3. Railroad tank cars. In the past few years, there has 
been a substantial change in the method of handling 
large quantities of milk. The tank car, a form of special 
equipment usually operated as a privately owned car 
line has come into use. Each car contains two large in
sulated tanks holding from 300 to 350 cans each, so con
structed as to carry the milk with a minimum of fluctua
tion in temperature while in transit. Tank cars greatly 
reduce the cost of handling in the plants, as no cans are 
required, but they introduce other problems which- have 
an influence on the possible use of this new equipment. 
The capacity of tank cars is more than double the regular 
minimum carload quantity. Frequently milk from one 
plant is insufficient to allow economical use of the tank-
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car equipment. Present practice in such instances is to 
"pick: up" milk from several plants, but this process de
lays the movement of the train and places many of the 
shipments in the less-than-carload rate group. Satis
factory utilization of the tank car is dependent upon the 
consolidation of sufficient quantities into one or two 
plants so as to permit loading at those points. Unless a 
city plant is located on the railroad, tank truck: equipment 
is necessary in order to transfer the milk from the car to 
the plant. This increases the cost of the entire operation 
considerably, as such special equipment is usually not 
suitable for other uses. 

4. Development of motor truck transportation of 
milk. The initial use of the motor truck: as a substitute 
for the railroad occurred in transporting milk from coun
try plants in nearby producing areas to the cities. This 
was especially true in those areas where there was suf
ficient supply in close proximity so that the entire trans
portation system could be developed on a motor truck: 
basis. While the length of haul did not exceed about 50 
miles in the earlier development, it has been extended 
to at least double that distance. With the exception of a 
few of the larger cities (discussed below on pages 626-
29) the transportation of the milk supply has almost 
entirely left the railroads and has been transferred to the 
. motor truck:. 

While most of the hauling of milk is by the ordinary 
truck:, either with or without an enclosed body, the latest 
development is the tank truck:. This is an adaptation of 
the tank-car principle which permits the hauling of milk 
in smaller units than with the tank car. The tank truck 
can only be operated between plants, but the reduction in 
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labor requirements from its use results in appreciable 
saving in operating costs. Tank: truck:s are used for both 
inter-plant transfers in the country and hauls from the 
country plant to the city. In the latter case, the tank: 
truck: competes directly with the railroad. One of its chief 
advantages is direct delivery to city plants distant from 
the railroad terminal, or to points where the rail service 
is unsatisfactory or unusually expensive. 

Most of the cities which had a population over 
300,000 in 1930 now receive all or mo~ of their milk 
supply by truck:. Among these cities are theJollowing, in 
the order of their population: 

Detroit 
Los Angeles 
Cleveland 
St. Louis 
Baltimore 
Pittsburgh 
San Francisco 
Milwaukee 
Buffalo 

Washington 
Minneapolis 
New Orleans 
Cincinnati 
Kansas City 
Seattle 
Indianapolis 
Rochester 
Portland, Oregon 

Each of the cities named above is located within truck: 
haul of a dairy district producing an adequate supply of 
milk for city consumption. For this reason it is not neces
sary to ship milk by rail for longer distances. The situa
tion in most of these cities is well illustrated by a report 
on motor truck: hauling into Rochester: 

In a recent study of the Rochester Milk Market iuformation 
was obtained concerning truck routes on which were loc;ated 
over 90 per cent of all the farms which produce and ship milk 
directly into the city. Rochester draws approximately 93 per 
cent of its total milk supply from such sources, the balance being 
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handled through country milk plants. Probably less than 5 per 
cent of the producers bring in their own milk. 

The study included 70 routes operated by 47 proprietors and 
their drivers. Thirteen haulers controlled 36 routes; the other 
34 haulers had only one route each. About one-half of the 47 
haulers were operating dairy farms and hauled their own milk 
with that hauled for other dairymen • 

• • • The rated capacity for individual trucks ranged from 1.5 
to 5 tons, averaging 2.4 tons. The maximum number of cans 
that could be carried per truck varied from 42 to 150. • . • 
Actual loads averaged about one-eighth more than the rated 
capacity in tons, but only a triBe more than half of the maximum 
capacity in cans •••• 

The average route had slightly less than 19 "shippers," pro
ducing a daily average for the year of about 45 full cans or 2.4 
cans per shipper. On individual routes, the number of shippers 
varied from 3 to 40, the number of cans hauled daJ1y from 15 to 
94· 

On the average the 1,322 farms on the 70 routes were 19.4 
miles from the center of the city. The distance for individual 
farms varied from 4.5 to 45 miles. The total hauling distance 
covered by individual trucks in loading and delivering the milk 
varied from 13 to 92.5 miles and averaged 39.4 miles per route • 
. • • Less than 10 per cent comes from farms more than 30 miles 
away.211 

The four metropolitan areas of New York, Chicago, 
Philadelphia, and Boston are the only large markets 
which the motor truck has not taken over from the rail
roads. Complete figures are available for three markets 
to indicate the extent to which the truck operates in these 
districts. 

The records for New York include the metropolitan 
area as far as the Connecticut state line and most of the 
New Jersey suburban area . 

• H. W. Mumford, Jr., "Milk Hauling to Rochester, N.Y.," F"" 
Ec01JfJ1llics, Cornell Univenity, No. 74, pp. 1712--15. 
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MILl<. REcEI,..,. AT NEW You, 1930-32 
(4O.<juan: cans) 

Y .... 

1930 •........... 
1931.. •......... 
1932" .•.•.•..... 

Tow 
R<a;p .. 

36,469,791 
35,534,977 
25,896,291 

• J~b.. iDdasi" .. 

Track 
R<a;p .. 

2,141,514 
3,370,129 
3,939,817 

Trwl Raeipu 
.sP=n.upqf 
ToUIRaeipts 

5.9 
9.5 

J5.Z 

While the rail receipts of milk at New York still in
clude most of the supply, the truck receipts as per
centages of all receipts have practically tripled since 
1930. Further increases may be expected because of ex
tension of truck operations during the last quarter of 
1932• 

The distances from which milk now moves by truck 
to New York City are indicated by the following ex
tract from a discussion published early in 1932: 

Previous to 1925 very little milk was brought to the New 
York market by truck or wagon from distances greater than 25 
or 30 miles. About that time, long distance hauling of milk was 
started. Milk now is hauled from country plants as much as 100 
miles or more from the city. During the past few years, the quan
tity of milk delivered to the market by truck has increased to a 
very great extenL No satisfactory system of reporting milk re
ceived by truck has yet been established." 

The center of production for the New York market is 
about 225 miles from the city, and a considerable por
tion of the supply from points nearer the citY is being 
shifted over to the motor truck. 

Philadelphia is located in the center of an important 
agricultural district, and the milk supply comes from the.-

• J.elaDd Spea=, "Milk and Cream RettiplS at the N .... Vorl< M .... 
ket,- F_ E~. Comell Uni""';ty, No. 74. p. '7". 
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states of Pennsylvania, New Jersey, Delaware, and, 
Maryland. 

MILK. RECEIPTS AT PHILADELPHIA, 1929-32 
(4().quart cans) 

Year Total Truck Truek Rreeipll 
Receipts Receipto III Pmml.r'o/ 

Total lUtlipli 

1929 ............ 7,433,134 4,076,037 54.8 
1930 ............ 7,395,317 4,120,595 55.7 
1931. ........... 7,243,678 4,196,567 57.9 
1932" ........... 5,154,365 3,151,959 61.1 

• J anuary-Scptember inclusive. 

While the total quantity received at Philadelphia has 
declined slightly during the perIod, the percentage 
hauled by trucks has increased slowly but steadily, and 
is now over 61 per cent of the total. During the first nine 
months of 1932, 96 per cent of the total came from the 
states immediately adjacent to the city-Pennsylvania, 
New Jersey, and Delaware. 

The situation at Boston is substantially different. The 
figures for the Boston market are not indicative of the 
situation for Southern New England as a whole. The 
milk from distant points is concentrated in the Boston 
market, while the other cities and towns secure all or 
most of their supplies from local sources. The most im
portant source of Boston's supply is Vermont. 

At Chicago the production situation is comparable 
with that at Philadelphia. Immediately outside the sub
urban area lies an old dairy district in the three states of 
Illinois, Wisconsin, and Indiana. Much of this district is 
within a hundred miles of the city, and so well within 
the range of satisfactory trucking. Official figures are not 
available, but the following information has been fur-
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Year 

1930 •........... 
1931. ........... 
1932-........... 

~ REcmrrs AT BOSTOXs 19~32 
(4O-quarr cans) 

Total Trnc:k 
Receipts Receipts 

(176,942 451,655 
6,416,012 499,370 
4,792,547 402,773 

• Januouy-September iDcl1l8ive. 

TrwCk IUtdpllllS 
Percent." Df 
Tot'" &«;PI' 

7.3 
7.7 
8.4 

nished by the producers' organization operating in that 
market, and presents the daily receipts as of November 
1,1932:" 

Percentage 
Pounds Distnbution 

Milk received in tank trucks ...... 1,023,907 37.8 
Milk received in cans by truck . . .. 725,000 26.8 

Total by truck . . . . . . . . . . .. 1,748,907 64.6 
Milk received by raJl . 956,788 35.4 

Total receipts .. 2,705,695 100.0 

That portion received in tank trucks had been handled 
through a country plant, while that received in cans 
represented direct deliveries from producers to city 
plants. The trucking operations cover an area within a 
radius of about 90 miles from Chicago, "although with
in the 9o-mile circle many cars of milk are being handled 
by the railroads at greatly reduced rates which went in
to effect about two years ago." 

5 •. Shipment of cream by motor truck. The cream sup
ply of the larger centers of population is usually secured 
from the more distant portion of the milk-producing 

• Letter from the Pure Milk Association, Nov. 8, J9]:I.. 
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territory. Where the supply is not adequate for both pur
poses, cream is shipped into the market from some dis
tant source of supply. Such shipments are usually from 
long distances and from the producing districts where 
butter, cheese, or canned milk are the normal outlet for 
the production. The cost of such long shipment would 
be prohibitive except for the fact that each can of cream 
is prepared from 10 to 12 cans of milk. 

In most of the markets the cream supply comes from 
the same producing district as the milk, or from plants 
in the more distant portion if the production area is large. 
While there has been some tendency to increase the haul
ing of cream by truck into New York, only a small pro
portion of the cream supply received at the three large 
Eastern city markets is handled by truck, as is shown by 
the following percentage data: 

January-September January-September 
1932 1931 Market 

New York ...... .4.0 0,5 
Philadelphia ..... .4.7 3.8 
Boston ................. 0.7 

6. Type of trucks and truckers. The ownership of the 
trucks used in hauling milk is divided among farmers, 
milk distributors, and contract truckers. The initial de
livery of milk is carried on by all three of these groups. 
After it passes through the first plant, most of the haul
ing is done by trucks owned and operated by the distribu
tors themselves or under contract to them. 

No special equipment is usually required in the haul
ing of milk in cans. In certain areas enclosed trucks are 
used which give additional protection in either summer 
or winter weather. Hauling has been in operation for a 
long enough time to establish the fact that it can be car-
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ried on satisfactorily even during severe winter weather. 
As previously mentioned, the tank truck: is the most 

recent development in this field. It is adapted to the 
hauling of a rather large quantity of milk from one plant 
to another with a minimum of handling expense. The 
contents may vary from 500 to 2,000 gallons, with the 
most common capacity from 1,000 to 1,400 gallons.
The tank truck: is especially adapted to the hauling of 
milk between plants which are not located on the rail
road, thus saving charges at both ends in addition to the 
rail rate. 

7. Cost of ITfJ&k '-'Zing. In the collection of milk 
from the farm, the truck: is usually operated with a 
load much below capacity. This is due to the necessary 
handling of partly filled cans and to the variation in the 
amount of daily production per farm, owing to the sea
sonal production cycle. As most of such hauling is of 
contract character, the rates vary greatly, depending 
upon length of haul, character of roads, size of loads, 
loading and unloading conditions, and the amount of lo
cal competition. Rates of 35 cents per hundredweight are 
reported for hauls of 100 miles in California. These 
rates probably represent the maximum distance and rate 
direct from the farm to the city." In the vast majority 
of cases, however, the rate paid varies from IO to 25 
cents per hundredweight. If a direct haul from farm to 
city permits the closing of a country plant, it frequently 
provides a greater margin for hauling than the rail rate 
itself • 

• R. P. Hotis, "TramponiDg and Handling Milk in Taub," u. s.· , 
D~ 01 ,,~ T.,;M,iul B.uu.n. No. 00. p. 3. . 

.. J. M. Tml..,. and Mania H. B\aak. "Ao Aaolym of the East 1Ia,. 
Milk Mark ... • Ulliwnity 01 C.lilo"";' E~ S,ai .. B.ulnDo 
No. SH.P. 740 
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The hauling of milk in cans between plants is gen
erally done for amounts considerably less than the 
charge in the collection from the farm. The transfer 
usually consists of approximately a full load from one 
point and is over improved roads. Much of this work is 
done by contract haulers who specialize in this business. 
An important advantage of this system is the possibility 
of shifting trucks of various sizes between different 
routes, so as to adjust the size of truck to the load. In 
this .way the most economical operation may be secured 
and reserve trucks are available whenever needed. While 
some inter-plant hauling is in direct competition with 
the railroads, much of it is the necessary assembling of 
supplies for manufacturing operations, as well as the ac
cumulation of volume to secure minimum quantities for 
rail shipment. 

Hauling from a country plant to a city plant is usually 
a substitution of the motor truck for the railroad. Trans
fer from the railroad to the truck is largely determined 
by convenience factors and by the cost of truck hauling 
as compared with rail charges plus necessary transfer 
costs. 

8. Length of motor truck haul of milk. There is such 
wide variation in the length of motor truck haul of milk 
that it is impossible to make an average which might ap
proximate the actual situation. ,The length of the usual 
haul from farm to country plant is not in excess of 50 
miles. The haul from the country plant to the city is 
longer and the maximum distance is from 100 to J 50 
miles, although scattered instances up to 300 miles exist. 

There are several factors which limit the distance milk 
can be hauled. The round trip must be made in less than 
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24 hours unless duplicate equipment is maintained. An
other factor is the time limitation prescribed by the·regu
lations governing the handling of milk in the particular 
city involved. Practically all milk hauling from the 
country must be done in the daylight hours, when there 
is more traffic than during the night when the long dis
tance hauling of most commodities is carried on. 

9. Reasons for the use of the motor truck in milk 
transportation. The motor truck has assumed its present 
general use in the collection of milk from the farm large
ly because of the convenience of the service which can 
be rendered at a fairly low cost. It is likely that this will 
increase with the further improvement of rural high
ways, the consolidation of country plant operations into 
a smaller number of plants, and the possible reduction in 
hauling charges which can be effected by the elimination 
of duplication in· hauling routes and the more efficient 
organization of them. 

The chief reason for the expansion of long distance 
hauling from the country to the city has been a reduction 
in the total cost of transportation, especially in the caSe 
of city plants without railroad facilities. The same situa
tion has been true of country plants off the railroad. The 
elimination of the local transfer charge has increased the 
possible saving in transportation cost. 

The country milk plant facilities were originally lo
cated on the basis of wagon delivery to the plant. Since 
truck hauling has become so general, plant operations 
could now be carried on much more economically if op
erations were concentrated in larger pants. This would .. , 
produce economies in plant operating and transportation' i. 
costs through the increased volumfil handled at each 
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plant, but would necessarily increase the length and cost 
of haul from the farm. 

Some of the increase in the hauling of milk directly to 
the city plants has been due to the elimination of country 
plant operations effected through direct delivery from 
the farm to the city plant. As country plant expense fre
quently exceeds the entire transportation charge, the 
economies which can be effected where conditions permit 
this type of adjustment are considerable. 

The substitution of the motor truck: for rail service 
between country and city plants has been made largely 
because of the saving in the cost of truck: transportation 
as compared with the rail rate plus transfer charges in 
the city. One large distributor reports the hauling of 
milk in its own tank: trucks in 1932 for an average cost 
of 26.5 cents per hundredweight, as compared with a 
rail cost of 55 cents, including a city transfer expense of 
from 2.5 to 8 cents per hundredweight. Reductions in 
rail rates may reduce or eliminate the possible saving 
which can be effected by truck:, and thus tend to restore 
the traffic to the railroads. Reductions of this character 
have been or are now being made in a number of im
portant milk producing regions. 

Truck: hauling may be used without reducing trans
portation costs. Because of the flexibility of the truck, it 
may be much more satisfactory froin the standpoint of 
plant operating schedules and costs. The necessity for 
adjusting operations to railroad schedules can be entirely 
eliminated if the truck: is substituted for the railroad. In 
some cases this may permit the delivery of milk one day 
earlier than if rail service were used. In those instances 
where the time required for truck: hauling is much less 
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than by rail, the condition of the milk may be improved 
sufficiently to justify the change. 

7. Truck IransporttJ.tion of butter. The transportation 
of butter and cheese by motor truck on an extensive scale 
is a recent development. Comparatively little informa
tion of statistical character is available, but the growth of 
this kind of transportation into Chicago during 1931 and 
1932 gives some indication ofits possibilities. Incomplete 
reports of the truck receipts of butter during 1931 show 
that 8,190,549 pounds, or 3.4 per cent, of the total re
ceipts were delivered by truck. With a much more com
plete system of reports this quantity had increased in the 
first nine months of 1932 to 30,515,183 pounds, or 17 
per cent of the total receipts. While the real increase was 
not as large as the percentages would indicate, there has 
been a very definite trend toward motor truck hauling. 
Iowa and WISCOnsin are the two important sources of 
truck shipments, with most of the remainder coming from 
Illinois, Michigan, and Indiana. 

Butter has a high value per pound, and therefore will 
permit a..rather high transportation charge. Because of 
the necessity for low temperatures, hauling by motor 
truck was not practical for longer hauls until special 
eqwpment was devised for that purpose. With the in
sulated truck body and the development of refrigerating 
materials and equipment to maintain low temperatures 
in transit, the truck hauling of butter is likely to increase 
in the near future for distances within the practical p0s
sibilities of the motor truck. 

Aside from the question of relative cost as compared 
with rail service, one of the chief advantages of the 
motor truck is the frequency of delivery. Most butter 
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is sold on a "quotation basis," and the ability to make 
frequent small shipments permits a closer relation to the 
average market quotation than does the accumulation of 
solid carloads for rail shipment at longer intervals. 

Much butter is stored at central points on a transit 
basis when shipped by rail. Shipments by truck do not 
have this privilege and therefore are limited to the mar
kets which can be reached by direct haul from the pro
ducing areas. 

The development of the truck hauling of butter de
pends largely upon the relation between railroad rates 
and refrigeration charges as compared with the similar 
rates or costs by motor truck. With the rapid increase in 
the hauling of butter by truck, it would appear that sav
ings are being effected by the use of the truck at the 
present time. Any substantial shift in either of these 
charges would change the present situation. 

8. Truck transportation of cheese. As is the case with 
butter, the trucking of cheese is a comparatively recent 
development. Figures of the truck receipts of cheese at 
Chicago are available only for the last eight months of 
1931 and the first nine months of 193Z, and are ad
mittedly incomplete for the 1931 period. Despite this 
fact, reported truck receipts in 1931 totalled 5,639,789 
pounds, or zo.6 per cent of the total receipts. From J anu
ary to September 193z, truck receipts were II,733,334 
pounds, or 36.4 per cent of all receipts. Nearly 87 per 
cent of the truck shipments came from the State of Wis
consin. The percentages for Chicago are not typical of 
other cities because of the proximity of Wisconsin, the 
most important cheese producing area in the country. 

There appear to be no important advantages in truck 
hauling of cheese as compared with railroad shipment, 
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except that the cheese factories are small and are usually 
located at points which are rather inaccessible to the rail
roads. Cheese is usually assembled into central ware
houses from the factories for storage and rail shipment. 

9. Truck transportation of ice cream. In the earlier 
development of the ice cream industry, distribution to 
outlying points was made by steam or electric railway 
express. With the improvement of the highways, the 
development of refrigeration materials and equipment, 
and the insulation of the truck: body, much ice cream dis
tribution has been shifted to the motor truck. By using 
truck: delivery, the ice cream manufacturer is able to 
supply the exact needs of each dealer at the time that the 
delivery is made. In addition, he secures the immediate 
return of the empty cans and is ,able to re-ice the store 
equipment. Because this service is distribution to retail
ers, there appears to be no reason to expect that there will 
be a return of ice cream transportation to the railroads. 

IV. POULTRY AND EGGS 

The form of rail transportation used in the shipment 
of poultry and eggs depends largely upon the distance 
which the product will move. Shipments from the Mid
dle Western states, the largest producing district, are 
forwarded by freight. Eggs and dressed poultry are 
moved in refrigerator cars and live poultry in special 
cars constructed for that purpose. Refrigerator cars are 
used for the transportation of eggs from the highly local
ized producing districts of the Pacific coast and the inter- , 
mountain states to Eastern markets. Shipments from 
both Eastern and Middle Western producing areas to 
cities within several hundred miles were formerly made 
by express, largely at less-than-carload rates. Because of 
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the overnight delivery usually secured by express, it was 
possible to handle both eggs and live poultry by this 
means. 

Many of the producing districts in the Eastern states 
are quite restricted in area, and it has been possible to 
establish truck routes which can handle the eggs from 
an area as a unit and operate at rates below the less-than
carload express rate. The earlier hauling was largely 
done with small trucks; but as pneumatic tires were 
adopted on medium-size trucks, hauling was shifted to 
larger sizes in most instances. The continuous character 
of egg production and the need for regular service made 
it possible, even in the beginning, for the truck to com
pete successfully within distances of not more than 100 

miles. Since that time there has been a gradual increase 
in the length of haul until the present general.range of 
from 200 to 300 miles has been established. In certain 
areas, "pick-up" trucks are used to collect the eggs from 
the farms, thus permitting the maximum use of the 
larger truck for the trip to market. With the develop
ment of improved highways in the Middle West, the 
truck began to handle more of the movement to the 
nearby consuming markets, although the percentage of 
the total production involved was smaller than in the 
Eastern producing areas. 

1. Transportation of poultry by trucR. New York is 
the largest market for live poultry in the country, so that 
the receipts by the various methods of transportation at 
that city are significant. Freight receipts come from the 
Middle West, while truck and express receipts are from 
nearby states. The following table shows the distribution 
of live poultry receipts at New York among the different 
transportation agencies: 
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POULTJlY REcEIPTS AT NEW YORK 
Percentage 

Pounds Distribution 
1930: 

Freight (rail) .... 192,006,000" 85.5 
Express (rail) ... . . . .. 7,611,679 3.4 
Truck ............. 24,945,134 11.1 

Total .... 224,562,813 100.0 

1931; 
Freight (rail) ..... 182,736,000" 85J 
Express (rail) . . . . . . .. 4,568,003 2.1 
Trod. . . . . . . . . .. .. 26,964,668 12.6 

Total .. . .214,268,668 100.0 

While truck receipts ina-eased by one-twelfth during 
1931, express receipts from the same general territory 
deaeased two-fifths and combined truck and express 
receipts deaeased 3.2 per cent. As the remaining express 
business amounted to only one-sixth of the truck receipts, 
there would appear to be little chance for much addi
tional shift to the truck from this source. 

Large quantities of live poultry are hauled to New 
York by truck from all of the Eastern states. The table on 
page 640 gives the quantity and percentage of the truck 
and express receipts from each important state, ranked 
in the order of truck receipts. 

While there were ten states which shipped at least 
500,000 pounds by truck, only two states forwarded that 
amount by express. These two states were New York and 
New Hampshire, and the amount forwarded from each 
by express was only one-third of the truck movement 
from the same state. Vlrginia and Vermont were the 
only states fr~m which the express movement exceeded 

• Computod OD a-..rage carload of 1.,000 pollDds. 
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,the truck movement. A fair proportion of the truck 
movement is from states which are entirely outside the 
zoo-mile limit. This is also true of much of New York 
and Pennsylvania, so that it is impossible to estimate the 
average haul. 

The Chicago market is close to the center of heavy 
poultry production in the Middle West, and truck haul-

SouaCES OJ' Tl.uclt AIfD EXPRESS SHIPMENTS OF I.IvE POULTRY Ilrro NEW 
You, 1931 

Truck Shipmen .. Esp ..... Shipments 

State Pennllaxe Pmnll." Pounds Dislri6ulion Pounds Dislrihlio" 

Massachusetts . .. 5,301,794 19.66 393,423 8.61 
NewYork ••..... 5,042,360 18.78 1,643,818 35.99 
Ddaware ...... . 5,00,360 18.70 6,389 .14 
Maryland ....... 2,345,728 8.70 86,558 1.89 
New Hampshire .. 2,159,647 8.01 692,930 15.17 
Connecticut .. ... 1,716,680 6.37 59,359 1.30 
NewJcrscy ...... 1,710,717 6.35 59,476 1.30 
Rhode Island •... 1,136,559 4.Z1 44,253 .97 
Pennsylvania . ... 1,108,561 4.11 285,621 6.25 

~:!i·a·.·.:::·.:~~ 827,025 3.07 296,839 6.50 
337,517 1.25 421,864 9.23 

West Virginia .... 66,960 .25 14,672 .32 
Vermont ........ 54,660 .20 470,027 10.z9 
MilC'eUancous . ... 93,600 .34 99,163 2.04 

AUlOurccs .... . 26,964,668 100.00 4,568,003 100.00 

ing into Chicago would be expected to be more important 
than at New York. The table and the chart on page 641 
show the same general shift from express to truck as at 
New York, but at Chicago one-fifth of the freight re
ceipts of live poultry as well have gone' over to the 
truck. 

The important sources of supply of express shipments 
to Chicago in 1931 were Illinois, Iowa, and Wisconsin 
(in the order named). Minnesota, South Dakota, and 
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Percentage 
CarIoIS Distribution 

1930: 
Freight (rail) ... 1,141 212 
E:xpn:ss (rail) .. . .... 2,113 39.3 
Trude ... . . . .. 2,121 39.5 

ToW .. .. 5,375 100.0 
1931: 

Freight (rail) ... 837 16.7 
E:xpn:ss (rail) .. 1,277 25.4 
Truck ............ 2,902 57.9 

ToW .. ... 5,016 100.0 

RELATIVE iMPOIlTAJlCE OF FollMS OF TIlA!fSPOIlTATlOJl 

DEUVEIlDlG l.IvE POULTIlY AT THE NEW YO]lJl; 

AJlD CHICAGO MAKxETS, 1930-31 

".8Ma .. ... --
Iowa furnished over one-half of the total receipts by 
freight. Unfortunately information regarding the quan
tity received by truck from earn state is not available. 
It is probable that the chief sources of supply are the 
same as those for express shipments, although WISConsin 
might rank ahead of Iowa because of its comparative 
nearness to Chicago. 

While figures are not available for the other centers, 
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in general it may be stated that receipts of live poultry 
by motor truck have largely replaced those formerly 
moved by express wherever there are poultry producing 
areas within motor truck haul of the city. As poultry ap
pears to be hauled into New York greater distances than. 
most commodities, it may be expected that the average 
haul to other cities is longer. 

2. Truck movement of eggs. It is possible for eggs to 
move directly to the retailer by express or truck, making 
it difficult to secure records of truck receipts. Informa
tion regarding truck receipts of eggs has been available 
only during 1931 and 1932, and the figures for the for
mer year are known to be incomplete. At New York 
these records show that only a small portion of the total 
supply, or from 5 to 7 per cent, reaches the market by 
truck. This is due to the large proportion of the total 
supply which is received by freight from producing 
areas of the Middle West and the Pacific coast. 

Detailed figures showing the source of the truck sup
ply for New York are available only for the month of 
December 1932. The total truck receipts for that month 
were 35,682 cases, or 57.6 per cent of the total quantity 
received from the states east of Ohio. Over 90 per cent 
of the eggs from Connecticut, Delaware, Maryland, and 
Virginia arrived by motor truck. About 80 per cent of 
the much larger volume from New Jersey and Penn
sylvania came by truck, but only 33 per cent of the re
ceipts from N ew York State were handled by truck. Con
siderable portions of the states of New York and Penn
sylvania are outside the area within which truck opera
tion is practicable at present. It is probable that at least 
80 per cent of the eggs within over-night truck haul of 
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New York are being shipped by motor truck. Practically 
all of this busineSs has been transferred from express to 
truck shipment during the past decade. In addition to 
the lower rate the advantage of pick-Up at the farm and 
the reduction of breakage appear to be the chief reasons 
for this change of transportation methods. 

At Philadelphia quite complete records of. truck re
ceipts have been compiled since 1929. These show that 
both the quantity and the percentage of eggs received 
by truck during 1931 and th_e first nine months of 1932 
were substantially less than in 1929 and 1930. 

EGO RECBIPTS BY Ta.ucE. AT PHILADBLPIIIA, 1929-32 
(In c:as<s of 30 daze.) 

Year 

1929 •........... 
1930 ........... . 
1931. .......... . 
1932" .......... . 

Total Receipto 

1,697,122 
1,758,781 
1,730,059 
1,221;130 

a January-September inclusive. 

Tl1Iek & .. iplllll 
Truck Receipts Penmldgl 

D/ TDt.l &<';pll 

323,676 
338,575 
232,471 
174,742 

19.1 
19.Z 
13.4 
14.4 

Most of the decline in receipts appears to have been 
occasioned by the substitution of Middle Western sup
plies for those from Pennsylvania during 1931. This 
may have been partially due to market conditions rather 
than to any change in the transportation situation. 

As is shown in the table on page 644, 80 per cent of the 
eggs from the territqry within normal motor truck haul 
of Philadelphia were handled by motor truck. The im- -
mediately adjacent states of Pennsylvania, Maryland, 
and Delaware shipped over 85 per cent of their supply 
by truck. 

The only dependable records for Chicago are those 
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for the first nine months of 1932. These show that 
699,763 cases or 22 per cent of a total of 3,175,216 cases, 
were received by motor truck. Ninety per cent of the 
total truck movement was from the states of Iowa, Wis
consin, Illinois, Minnesota, Missouri, and Michigan. 
The four states immediately adjacent to Chicago (Illi
nois, Wisconsin, Indiana, and Michigan), supplied only 

MAIO .. SOVIlCES or EGo RECEIPTS BY TRUCK. A.T PHILADELPHIA, 1931 
(In c .... of 30 dozen) 

State Total Receipts Truck Receipts . Pn-eml.~e 
from State from State ;7 T"",k 

Pennsylvania .... 176,618 150,638 85.3 
Maryland ....... 32,929 27,298 82.9 
Virginia ... , ... .. 37,128 23,697 63.8 
Ddaware ....... . 23,906 22,310 93.3 
New York ....... 19,591 7,627 38.9 

6state5 .. ..... 290,172 231,570 79.8 

43.5 per cent of the truck receipts. Clinton, Iowa, is the 
nearest shipping point in any state not adjacent to Chi
cago, and it is 138 miles distant by direct rail mileage. 
Therefore, all eggs from the State of Iowa and other 
states not included in the four adjacent to Chicago, must 
have been hauled a minimum distance of 140 miles. The 
truck deliveries from these more distant states amounted 
to 56.5 per cent of the total truck supply. Since much of 
the area of the four adjacent states is more than 140 
miles from Chicago, it is probable that at least two-thirds 
of the total supply trucked to the Chicago market was 
hauled more than 140 miles. 

The percentage of the total shipments which arrived 
by motor truck varied with the state of origin, as the fol
lowing table shows: 
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ORIGIN OF TarALAlI'D Tavelt RBCEIPTS OF EGGs AT CHICA.GO 
JAJitJAlly-5EPrElfBER.1932 

State of Origin Total Receipts . Truck.Rc:ccipts Pent1llflge 
(.JO.dozeo cases) (.JO.dozeo cases) 67Tnu:k 

Michlgan ........ 51,468 49;018 95.Z 
Indiana ......... 18,140 15,934 87.8 
Wisc:onsin ...... . 228,911 130,012 56.8 
Illinois .......... 207,143 108,525 5Z.4 
Iowa ........... 675,459 202,749 3().O 
Minnesota ...... . 376,672 71,699 19.0 
MiS&Ouri ........ 630,406 67,012 10.6 
Nebraska ....... 147,681 14,538 9.8 
Kansas •••.••... 279,969 20,231 7.Z 

sixty per cen~ of the aggregate receipts from the four 
states of Illinois, Wisconsin, Indiana, and Michigan 
reached the Chicago market by truck during the nine 
months. That porti9n of the supply which was stored in 
transit was not primarily intended for consumption in 
Chicago, but was included in the total receipts for the 
~ket. Since 83.9 per cent of the eggs received from 
these four states during September arrived by truck, it 
appears that the percentage of the Chicago consumption 
received by motor truck during part of the year was con
siderably higher than was the percentage for nine 
months. 

Although figures for the smaller cities are not avail
able, it is known that most of the supply produced within 
truck haul of these cities is handled by motor truck. This 
is due to the smaller volume available, and to the fact 
that hauls of 200 miles or more are usually not necessary 
to supply these smaller markets. ' ~ "'" 

V.COTrON 

Cotton is a crop of major importance in the twclve 
states extending from North Carolina to Oklahoma and 
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southward to the Gulf of Mexico. It is of minor impor
tance in the next tier of states to the north, and also in 
certain irrigated areas of New Mexico, Arizona, and 
California. In recent years the production in Texas has 
expanded considerably, so that this state now provides 
about one-third of the total produced in the entire coun
try. Most of the production is located within five hun
dred miles of the Atlantic, Gulf, and Pacific coasts. The 
movement of cotton is primarily to the coast for water 
shipment to foreign countries or to mills along the At
lantic seaboard. Because of its non-perishable character, 
cotton is readily held in storage for considerable periods 
of time without deterioration in quality. This tends to 
make the movement into consumption extend over the 
entire year, although the shipment from the farm to the 
warehouse is largely concentrated within the few months 
following harvesting. 

In the ordinary process of handling, cotton is hauled 
in bulk from the farm to a nearby gin. After ginning, it 
is pressed into a low density bale weighing approximately 
500 pounds and is then ready for movement to market. 
From that time on, the cotton in the bale maintains its 
identity, although it is usually reduced into a smaller 
size of bale (to standard density) at the nearest com
press. The cost of such compression has usually been a 
part of the railroad rate on cotton. When the cotton 
reaches the seacoast, and is prepared for export ship
ment, it is usually further compressed to a high density 
bale so as to require the minimum amount of space on 
the ship. While the high density compresses were origi
nally located only at the seaports, the installation of such 
facilities at interior points in recent years has had con
siderable influence on the transportation situation. The 
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conflict of interest between the interior and seaboard 
compresses and warehouses has been one of the causes 
of the development of truck competition. 

Some knowledge concerning the rates and services of 
the railroads in the handling of cotton is essential to an 
understanding of the problem of truck competition. The 
following extracts briefly summarize the situation as it 
had deVeloped up to 1930: 

Practically all cotton rates apply on "any quantity," as dis
tinguished from "carlot" or "less-than-carlot," though under 
long established custom they have been made on entirely different 
bases in the territories east and west of the Mississippi River •••• 

Most of these rates include the carrier privl1ege, which means 
that if cotton is delivered to the carr.ier uncompressed, the carrier 
has the privilege of having it compressed, whether at origin or in 
transit, or carrying it 1Iat. The charge for such compressing, 
which at present is 15 cents per 100 pounds except at certain 
Mississippi River points, where it is 18 cents, is paid by the 
carrier. This privilege generally applies only where the rate is 
58 cents per 100 pounds, or more. In a few instances it is pro
vided that where cotton is delivered to the carrier compressed, 
the carrier-privilege rate is abated by the amount of the 'com
press charge, or by such portion of it as will leave the carrier a 
certain net amount ...• 

The effective date of the order (Docket 17000, Part 3, Cot
. ton, 165 I.C.C. 595) of the Interstate Commerce Commission 

establishing the new rates was originally January 10, 1931, but 
it was postponed to June 15, 1931. 

Under this recent decision the rates east and west of the Mis
sissippi River are both based primarily on distance, but the dif
ference in the matter of compression which formerly existed still 
prevam. • , 

Because of the character of cotton itself and the 'm~thods of 
producing and distnbuting it that have developed .,through' the 
years, there has evolved a system of special services adapted ~ 
the needs of cotton transportation. 

Probably the most important of these is the comprehensive 
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scheme of transit privileges, under which practically all cotton is 
stopped at concentration points, where it is sorted and assembled 
into even-running lots and re-forwarded on the basis of the 
through rate from point of origin to destination. Cotton is 
usually compressed at the first compress point it touches, which 
mayor may not be a concentration point also •.•• 

The substitution of cotton at concentration points is inherent 
.in the present system of distribution, which requires that cotton 
be assembled in even running lots as to staple and grade. The 
general restriction is imposed permitting the substitution of rail
borne cotton, except that in the Mississippi Valley local or 
"wagon" cotton may be substituted for rail cotton ••.. " 

The establishment of the new rate structure in 1931 
naturally disturbed many existing rates. Moreover, it 
coincided with a substantial drop in the price of cotton 
and with depressed conditions in the lumber and petro
leum industries of the Southern states which utilized 
trucks to a considerable extent in their operations. As a 
result the effect of the proposed rates was not as ex
pected. 

In Rate Structure Investigation, Part 3, Cotton, (165 I.C.C. 
595) rate scales were prescribed on cotton which increased the 
rates up to 300 miles and reduced the rates for distances beyond 
300 miles. The railroads state that they cannot avail themselves 
of the increased rates authorized in that proceeding by reason 
of truck competition which is keenest on the short hauls." 

Thus the increase in the railroad rates in 1931 induced 
competition by trucks, especially in the shorter hauls 
where the cost factor was in favor of the trucks. The 
Commission authorized modifications of its order in two 

• E. S. Moulton, c'Cotton Production and Distribution in the Gulf 
Soathwest," U. S. Detar'- ./ C._a Series 49, Pm Ill, pp. 'J9-

4
1 
.• L. S. Flynn, "Co-ordination of Motor Transportation," Docl61 

2J4 00, EXllllUners Report, Intentate Commerce Commiuion. (7:1 Congo. 
S. Doc. 4J, p. 51.) 
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subsequent proceedings,"' which permitted the carrier.; 
to meet truck: mmpetition. 

The recent improvement of the Mississippi River and 
the re-establishment of barge service have a direct bear
ing on the truck: mmpetition with the railroads. Certain 
large shippers have developed warehouse facilities at 
river points and use motor trucks for mllection from in
land points. In this way it has been possible substantially 
to increase the tonnage handled on the river. The chief 
advantage of river transportation has been its low rates, 
which have made it necessary for the railroads to reduce 
their rates in the mmpetitive area. 

I. D8'f)e/opment of motor INUking of cotton. The 
hauling of rotton by motor truck: began in the area imme
diately adjacent to the ports and interior mtton Ii1arkets 
and resulted in some exte~on of the area. This was 
because longer hauls muld be made with trucks than 
with horses and wagons. While there was a small in
aease in the percentage of total receipts which arrived 
by truck, this did not assume great importance until the 
1930 crop. The available records indicate that truck: re
ceipts amounted to less than 10 per cent of the total in 
1929, and in most instances to less than 5 per cent. But 
with the 1930 crop there was a considerable inaease in 
the percentage received by truck, and with the 1931 crop 
there came a further inaease at certain points. 

Owing to the recent expansion of production in Texas, 
the ports of Galveston and Houston have berome in
creasingly important in the assembling of cotton. Rec
ords of the truck receipts at Houston are available as 
far back as the 1919 crop, but the quantity didaot equal 
J per cent of the total receipts until the crop of 1923-

·174 Le.e. 9:md 174 Le.e. 249. 
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From the figures in the accompanying table it is read
ily apparent that the truck became an important factor 

COTTON' RECEIPTS BY TIlVCK. AT HOUSTOH, 1923-32-

Seasonb Total Receipts 
(In bales) 

Truck or Wagon 

. (f:tr::) 
Truck Reuipts 

lIS Perinr/oge D/ 
TOIIII &,e;pll 

1923-24 ......... 1,816,883 17,383 1.0 
1924-25 ......... 2,668,265 28,954 1.1 
192.;..26 ......... 2,617,929 50,671 1.9 
1926-27 ......... 3,580,290 50,784 1.4 
1927-28 ......... 2,543,212 95,335 J.8 
192&-29 ......... 2,869,213 221,486 7.7 
1929-30 ......... 2,629,467 226,617 8.6 
1930-31. ........ 2,843,534 696,169 Z4.5 
1931-32 ......... 3,185,943 1,410,580 44.J 
1932-33' ........ 1,910,120 669,572 J5.1 

• Houston Cotton Statement, July 50, 1932. Issued by HOUlton Cotton 
Exchange and Board of Trade. 

• From Aug. 1 of tbe year in which tbe crop i. grown to July 31 of tbe 
following year. . 

• To Dec. 23, 1932. 

in the transportation of the 1930 and 1931 cropS'. The 
sharp decline in 1932-33 is attributable in large part to 
state legislation restricting truck movement. 

Galveston is within 50 miles of Houston and both 
ports receive the same railroad rate on shipments from 
points 100 miles or more inland from Houston. It would 
be expected, therefore, to find similar situations at the 
two markets. 

Carro. REcEIPTS BY Tauclt AT GALVESTON. 1929-31-

T ota! Receipts Truck Receipts 
Tr"d &,,;pll 

Season lIS Ptrtnrlllx, of (In bales) (In bales) TDlII/Rluipll 

1929-30 ......... 1,921,861 21,259 1.1 
1930-31. ........ 1,563,875 149,347 9.5 
1931-32.. ....... 2,.366,542 142,941 5.1 

• Shipptrs Diru1 DjG"IINSI.", Aug. 10, 1932. 
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But despite the close proximity of the two markets, the 
truck receipts at Galveston are still of small volume and 

Tllu<x REcEn>n OF Carro. AT CEIlTAIl!r ~ 

192 3-32 " 

(Upn:ssed as percenI2geS of the total receipts of cotton at 
rcspectiYe marhts) 

...".,..,. ... - ~ ... "'" 

1\ 

II \ 
II ; 

J ! 

/; ~ 
~J.J ~. - 7 :i " 'i ... .... 

showed a decline from the 1930 crop to the 1931 crop: 
This is probably due to the fact that mast of the tJ'tI4 
shipments to Galveston must pass through Houstofl. 

Memphis is the largest interior market in the country 
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and assembles cotton from a considerable territory. It has . 
the further advantage of being on the Mississippi River, 
and of enjoying more favorable rates than otherwise 
might be available. Wagon or truck receipts averaged 
104,000 bales from 1918 to 1922. The receipts by truck 
or wagon since that time are shown in the following 
table: 

TJt.ucE. RECEIPTS AT MEMPHIS, 1923-31-

Season Total Receipts 
(In bales) 

Truck Receipts 
(In bales) 

Trut!t. &&lipIIIII 
Percenlilge 0/ 
ToJal Receipts 

1923-24 ......... 926,310 58,935 6.4 
1924-25.. ....... 1,303,301 79,415 6.1 
1925-26 ......... 1,999,630 143,056 7.Z 
1926-27 ......... 2,349,229 156,067 6.6 
1927-28 ......... 1,512,313 105,285 7.0 

,192&-29.. ....... 1,822,921 118,150 6.5 
1929-30 ..... : ... 1,994,716 136,625 6.8 
1930-31. ........ 1,394,717 106,886 7.7 
1931-32 ......... 2,091,716 646,116 30.9 

.. Data for the seasons through 1929-30 are from MoultoD, COllotl ProJuc_ 
lion lind DiSlI'i!JuJion in lhe Gulf SOUlhfDlJ/, p. 247. Later data are trom IYllk~ 
SId/em",' of Memphis Colloll &c/Jange. 

It is apparent that truck receipts at Memphis did not be
come important until the 1931 crop, or one year later 
than the large increase at Houston. 

Both water and rail transportation have been impor
tant factors in the movement of cotton into the Mobile 
market. The motor truck has become important since the 
1930 crop but it has drawn its business from the railroads 
rather than the water earners. 

2. Direct delivery 10 mills. After mills were located 
in the cotton producing districts of the Southeastern 
states, a limited number of nearby producers could sell 
their crops direct to these mills. The motor truck has 
made it possible for a much larger number of producers 
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to make such direct deliveries. Direct marketing has now 
pown to such proportions that certain mills have placed 
buyers in their warehouses to handle such purchases. 

This method of marketing seems likely to continue as 
long as it supplies the mills with a sufficient quantity of 
the proper types and grades of cotton for their manufac
turing requirements. If the mills are willing to share the 
savings with the producers, truck hauling for direct mar
keting should increase in the future. 

Cono. RBcarrs AT MOBILE AJID MEnroo 0"1' Ta.Y'sPOItTAno_. 1929-31-

L BaIcs R<c.ived 

Seuoa ByTrudt 

1929-30 ..... 12,672 
1930-31. .... 93,554 
1931-32 •.... 86,088 

1929-30 ..... 1 3.2 
1930-31. . . . . 12.S 
1931-32..... 16.1 

ByWa_ 

162,439 
300,852 
263,989 

40.6 
SO.O 
49.5 

• J. H. GolF, .II--. u.-ic Ilnie., p.19. 

BylUil 

224,845 
207,682 
183,680 

56.2 
34.S 
34.' 

Total 

399,956 
602,088 
533,757 

100.0 
100.0 
100.0 

3. Direct delruery from ship to mill. The use of the 
motor truck has developed in the hauling of cotton from 
the ship to the mill as it has in the producing districts. 
This has become more common, because good roads have 
been available for a longer time in the manufacturing 
areas than in most of the producing states. In New Eng
land many of the mills are located within short .truck 
haul from the seaports where the cotton is received by 
ship. Truck delivery from ship to mill has therefore be
come the common form of transportation. This is also 
true in the Southern manufacturing areas, in spite of the 
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fact that longer hauls are necessary because of the greater 
distance of the mills from the seaports. 

No detailed information appears to be available re
garding the length of truck hauls of cotton. As in the 
case of other commodities, this must be secured from de
tailed surveys, which have not been made in the short 
period during which the truck has been an important 
factor. 

Movements to the Gulf ports are from points as far distant as 
about 400 miles, but the bulk of the movement is for distances 
not exceeding 175 miles. Long distance movements are increas
ing, however. The Southern Pacific reports movements from 
Calexico to San Pedro, Calif., 250 miles. To the interior mills 
in the South and Southwest the movements are generally 100 
miles or less.·o . 

4. Explanation of growing truck competition. One of 
the reasons for the rapid increase in the amount of cotton 
hauled by truck was the considerable number of trucks 
which were made available because of the depression in 
'the lumber and petroleum industries." Many of the 
trucks used were of the cheapest possible construction, 
consisting of a pleasure-car power unit and an inex
pensive semi-trailer. Only a small initial investment was 
required, and many men purchased trucks because of 
their inability to secure other employment. Loads car
ried were up to 20 bales, or 10,000 pounds. 

Because of the large number of trucks which entered 
the business, rates declined quite rapidly and reached 
points considerably below the existing rail rates. In the 
absence of more detailed information. the following quo
tation gives some idea of the situation: 

• Doc/tel No. ~34"OJ Co-",Jituli"rJ 01 MDtof' T,.."sp"rIMUm, Jntu
state Commerce Commission, p. 29S. 11% I.C.C. 26], z9S (1932). 

-The oame, p, 09S· 
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Truck rates on cotton generally lack a firm basis and are 
frequently adjusted to what the canier can charge. They are 
materially lower than the rail rates in effect at the time that 
trucking became a factor in the situation. The Seaboard Air Line 
repons truck rates in North and South Carolina which range 
from 50 to 90 cenlS lower per bale than for single line rail hauls 
and from 85 to 120 cenlS lower than for joint line rail hauls. 
The truck rates in this instance range irregularly but generally 
upwardly from 35 per cent of the single line rail rate at 10 miles 
to 75 per cent at 200 miles." 

The ease with which trucks entered the cotton trans
portation field was partly due to the fact that carlot rates 
had never been developed in the handling of cotton 
despite their almost universal use in other commodities. 
As was mentioned previously, the "any quantity" rate 
had been the basis of the rate structure. This was essen
tially a less-than-carload rate and offered no financial 
inducement to the shipper to assemble the product and 
forward it in carload units. 

Contract trucking is usually premised on the handling 
of a full load. Thus it has been possible for truckers, 
operating with truck loads, to haul at prices below rail 
rates established on a less-than-carload basis. This has 
been particularly true of those sections in which rates 
were to be increased on the order of the Interstate Com
merce Commission. 

The development of hauling was also related to the 
conffict of interest between the inland and seaboard com
presses. Under the rail tariffs, the Cotton was to be com
pressed to standard density at the first compress,. which 
usually was an inland one. If the cotton was transported 
by truck, it could be delivered to the seaport compress 
in its original form, and the seaport compress and ware-

-n.. __ p. '95. 
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house thus secured a larger volume of business, at the 
expense of the inland compress and warehouse. One 
trade interest encouraged the trucking development 
while another was injured by it. The attitude of shippers 
was largely determined by trade affiliations. 

The price of cotton is established on a world basis, 
and therefore the buying price at any shipping point is 
approximately the world price less the cost of transporta
tion and marketing. If a dealer at any point was able to 
effect a reduction in transportation charges through truck 
hauling, his local competitors were forced to adopt the 
truck. As a result, the shift to truck hauling has been 
largely by communities and sections. 

The price of cotton has declined substantially during 
the period in which truck hauling has developed and has 
forced every possible economy in handling. The proposal 
to increase rates for the shorter hauls, despite the low 
prices of cotton, undoubtedly increased the antagonism 
of shippers, who were able to protect their interest by the 
use of the trucks. 

5. Texas truck legislation. Because of the importance 
of Texas as a cotton producing state, and because of the 
large amount of trucking which has developed into 
Houston and other markets, state legislation regulating 
trucks has been accorded considerable attention. Three 
acts were passed in 1931 and two of them have been 
upheld by decisions of the United States Supreme 
Court." The most important direct provision is the 
limitation of the total load of any truck to 7'()00 pounds, 
except under special permit. In addition, each contract 
carrier is required to secure a permit from the State 

·u. S. SlJ1)reme Coun, October Term, 1911, No. 126; October Term. 
1932, No. 326. 
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Railroad Commission. Such a permit may be issued only 
if the proposed operation will not injure an existing com
mon carrier, either rail or truck. The Commission is also 
given the right to establish minimum and maximum 
rates for contract carriers. Because of the uncertainty of 
the situation regarding this legislation the receipts by 
truck of the 1932. crop up to December 2.3, 1932. were 
35.1 per cent as compared with 44-3 during the entire 
preceding marketing season. The new legislation greatly 
modified the conditions relating to long-time contracts 
for truck haulage. In effect the law proVides that any 
load of more than 13 bales of cotton is illegal. This 
limitation automatically required an increase in truck 
rates because of the reduced loads which were allowed. 
If there is no change in the law, and it is enforced effec
tively, it appears certain that the quantity of cotton mov
ing by truck in Texas will be reduced in the future. 

6. NIJ'lD carlot,.oil ,.ues. Another factor tending to re
duce the amount of trucking is the establishment of a 
temporary tariff in the Mississippi Valley territory which 
provides for lower rates on carlot shipments with com
pression charges excluded." For example, the rates 
shown at the top of the following page (effective Sep
tember 6,1932. and to expire July 31,1933) are in effect 
from Arkansas, Southeastern Missouri, and Memphis to 
New Orleans. 

This tariff gives the shipper who forwards his cotton 
in carlots with the heaviest minimum weight a substan
tial reduction· in the freight charge to New Orleans. 
In this particular instance (Class D) the shipper secures;. 
a rate which is approximately equal to the river rate by 

- J. E. Jobamoa, c.""" C""-'l T"';I, late .... .., Commm:e Com
miIIioa No.. 2417. 
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For 40 ft. 7 in Cars 
Class A 
Class B 
Class C 
ClassD 

Minimum Weight 
(In pounds) 

.... 25,000 
.. 35,000 

......... 50,000 
.. 65,000 

Rate per ewt. 
(In cents) 

45 
36 
30 
25 

barge. A somewhat similar tariff has been suggested in 
the Southwestern area,'1 and several tariffs are now in 
effect in the Southeastern territory. One of these new 
carlot tariffs" in the Southeastern area provides for the 
following rates and minimum weights: 

Minimum Weight 
For 40. ft. 7 in Cars (In pounds) 
Class A .................... 25,000 
Class B .................... 35,000 
Class C .................... 37,500 

Rate per ewt. 
(In cents) 

46 
37 
31 

Thus the railroads have made temporary and belated 
recognition of the fact that the transportation of cotton 
requires carlot rates similar to those for other com
modities. If permanent rates are established which pro
vide for substantial reductions for carload shipments of 
cotton, part of the incentive to use the motor truck will 
have been removed. 

7. Advantages and disadvantages of truck hauling. 
The chief advantage of the motor truck in the trans
portation of cotton appears to be its lower cost. In nearly 
all other respects, rail shipment is more advantageous. 
Rapid handling is usually not a necessity as it is in the 
case of perishables. Financing, insurance, claims, and 

• DocRet No. 17000, PM' JJ Cotton, Intentate Commerce CommiJ... 
.ion. 165 I.C.C. 595· 

• F. L. SpeideD, S"",,,"II.,.,, eDit"" Tllrij, Intenta .. Commerce 
Commission No. A-714> Supplemenl 69 (effective Oct. 10, 193')' 



TRUCK HAULING OF FARM PRODUCTS 659 

protection' from exposure to the weather areymo 
satisfactory when shipment is made by railroad. 

VI. SUMMARY A..'ID CONCLUSIONS 

It is impossible to make an accurate estimate of the 
amount of agricultural traffic which has been diverted 
from the railroads to the trucks. The records in the case 
of livestock indicate that at least 40 per cent of the move
ment into the stockyards is by truck at present. The in
formation in the case of the other commodities is too in
complete to permit an estimate of the total truck move
ment; but it probably is not as great as is generally be
lieved to be the case. The tremendous volume of agricul
tural"products which must move for long distances re
qUire r.lilioad service, and thus keep the proportion-Of 
the products moved oy Ii'Udfaf a comparabveIy towfo-
centage. - --------.--

~nnage and revenue of agricultural and livestock 
products moved by rail during recent years have been as 
follows: 

Year 
1928 
1929 
1930 
1931 

Tons Originated" 
143,656 
140,250 
133,857 
119,119 

Revenues··~ 

$980,915 
958,085 
898,871 
820,894 

These records show that farm produc:ts in 1931 furnished 
82·9 per cent of the tonnage andS3.9 per cent of the 
revenue of 1928. During the first six months of 1932 
there was a further decline to 8 1.3 per cent of the ton
nage and 81.2 per cent of the revenue of the corre
sponding period of 1931. 

-In thousands. Data relate to Class I roads only. From InlersIIJU 
Co_nu COffIIftissj"" Fr';~'" C_oJity S...uhcs. 
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Despite the competition of trucks, the movement of 
agricultural products has been maintained to a much 
greater degree th;n the other business of the railroads. 
This is shown by the following comparisons, using the 
1928 figures as 100. 

Products of Agriculture 
1928 1929 1930 1931 

Tonnage 100 98 94 83 
Revenue 100 98 91 81 

Animals and Products 
Tonnage 100 97 90 84 
Revenue 100 97 92 91 

Total Freight 
Tonnage 100 104 90 70 
Revenue . . . . . . . . . . . . , ... 100 103 87 70 

The real competition between the_!I1otortruck and the 
railra-adin the transPortation oUirmprod\l~-has -t~ke; 
place inthose producing areas which arereTabvc{r_~e 
to consuming cente~ While the· development of motor 
tiUcknau1ing has been going on for over a decade, the 
greatest expansion has occurred during the past five 
years. This has been due to the increase in the number of 
farms located on improved roads, the greater distance 
over which the truck can be operated with pneumatic 
tires, and the obviol~Leconomies which are effected when 
a trugc is loaded at the farm Or country plant arid direct 
delivery is. niide to fIle desired city destination w[~out 
rehandling. _.. .. 

W1iiletlie early development of trucking was limited 
to the hauling of livestock, fruit, vegetables, and milk, 
nearly all~cultura1 commodities are now being han
dlecfby truck Toraistances up to abouU'o miles. rriicKs 
are competing willi the raiIioad for distaricesin excess 
of 50 miles chiefly in the transportation of livestock, 
fruits and vegetables, milk and' other dairy products, 
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poultry, eggs, and cotton. With the single exce~tion of 
cotton it will be· noted that all of these commodities 
are or' perishab1e c:haract~ 
~ expansjon of tnlOOng in the perishable col!!:" 

modities has been due to two important factors. First. 
~JriiiiO(ljbes have &en mcluded in the higher rate 
groups beci~oI theIrpenSliable_ch~cte;:-;and ths. class 
riifesonthe shorter hauls liavealso increased the relative 
cost of rail transportatioJ!!. T rUCk"rates ijiiagn~tural 
products are primarily based upon truck-load units, 
while the competing rail rates are frequendy those for 
less-than-carload freight or express shipment. Numerous 
additional expenses such as refrigeration, terminal 
charges, and cartage at either shipping point or destina
tion, or both, must be paid by the shipper as a part of the 
cost of rail transportation. 

In the earlier development, the truck charges were 
equal to or slighdy below the cost of rail shipment in
cluding additional charges. But in recent years there 
have been numerous instances where the truck charge 
has declined to such an extent that the truck rate now is 
about equal to the rail rate alone. In some cases truck 
rates are below the competing rail rate, but these are 
probably based upon local competitive conditions rather 
than upon lower costs of operation. Certain shippers with 
a large volume of products have been able to effect sub
stantial savings by the operation of their O'Yn trucks, but 
special conditions which are" not representative of the 
general situation usually apply to these cases. 

The other chief reason for the expansion of truckiDg,. 
has been-the converuence of the servIce to the shipper. 
Ship'!lents nught be made or delivered at any time, 
wlthOU~SChedure:ll1U:ks could 
be sent to any point which had direct connection by high-
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way, and much time saved as compared with the railroad 
service to the same point. Small markets have been able 
to secure more satisfactory supplies of perishables in 
truck-load units than was possible when carload ship
ments were necessary. In addition, much less time was 
spent in transit, which permitted the elimination of re
frigeration expense. Direct delivery from farm or coun
try plant to the city destination resulted in less damage 
as well as reduced cost through the elimination of han
dling. 

Cotton is the chief non-perishable commodity which 
h~ lieel):-shlpped in mge quantities by trUck. This de
velopment has been atceitain markets-where conditions 
were favorable rather than at all points in the cotton 
area. The truck has been co-ordinated with the barge in 
the Mississippi Valley area. Until the fall of 1932, the 
railroad rate structure did not provide carlot rates for 
cotton, but all rates were on an "any quantity," basis. 
Thus the truck rates, which were based on full loads, 
did not find much difficulty in competing with the rail
roads for the cotton business. Depression conditions also 
greatly increased the number of trucks competing for 
this business, and rates were further lowered because 
of this competition. A conflict of interest between sea
port and inland compresses and warehouses has been 
an important factor in the increase in trucking to certain 
markets. 

Legislation in Texas has had an appreciable influence 
in restricting cotton trucking during recent months. The 
establishment of temporary carlot rates in the Mississippi 
Valley and the Southeastern states should permit the 
railroads to compete more effectively with the trucks in 
those areas. On the other hand, there Is every reason to 
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expect a steady increase in direct hauling by truck to the 
mills of the Southeastern states because of the savings 
which this method effects. 

An additional reason for the increased use of the 
mOtor trucfiW ~the attitiUk of the-siiiDDtOward 
the iiUIr"OOd aDd the attitUdeoFr.iiIOfliC@S='dtrUCF 
coifipebbon. DUriiIg the past two years -~i pri~!~el 
£Or £arm products has been considerably be ow the pre
war~~ and averaged 83 per cent of thel9I3b1se 
dUring 1931 and 60 per cent during 1932. Shippers 
naturally resen~ the pa~nt of freightfitarges which 
were 14-5 per cent of the 1913 base, which was the lev.el 
during 1931. I~~~ ~~nt could onll'..be 
shown through-attacks upon t1i~ rate ~ B.!!Ul1lr=-
iDg thep3sttew-years the :iViliIabilitiOf the motor ~ 
has ~_it ~le for the shipper to divert all or a 
portion of his business away from the railroad. In those 
instances where the practice becune general, railroad 
revenues were seriously affected. As truck shipments 
usually resulted in some saving as compared with the cost 
of rail shipment with its additional handling costs, the 
shipper was encouraged to inake further use of the motor 
truck. 

As a group the railroads have until very recently 
failed to recognize this situation. Little effort was made 
to speed up schedules to meet the faster service of the 
motor truck. Requests for higher rates beq1use of the 
decline in the volume in traffic only served to ad: as addi
tional incentive to shippers to develop every possible 
method for reducing the cost of transportation. From the 
experience of years, shippers had learned that improved 
service was usually secured at points where two railroads 
competed with each other. The motor truck created such 



664 AMERICAN TRANSPORTATION PROBLEM 

competition at nearly every point, and the pressure of 
low prices of farm products frequently compelled its use. 

The loss of business to the motor truck has probably 
been greatest in those products which formerly were 
shipped by less-than-carload express. In districts where 
there was a sufficient concentration of production, trucks 
hl/ve absorbed most of this business at rates which are 
lower than the express rates. 

The trucks owned by farmers are usually of the 
smaller sizes, most of them not exceeding the ton and a 
half size. Medium-sized trucks predominate in the haul
ing of farm products for hire, with two to three and a 
half tons as the most common capacities. The larger units 
from the four-ton capacity upward are chiefly found in 
the hauling of milk: and cotton and are relatively few in 
number. Within each group, the larger size is usually 
found making the longer hauls. In general it can be 
stated that there are comparatively f~w trucks of four 
tons or more which are engaged in the hauling of farm 
products on the highway. 

Most of the trucking of farm products for hire is car
ried on by contract truckers who specialize in the hauling 
of a single class of goods or by truckers who purchase the 
products which they transport. Iii addition to presenting 
a problem of regulation as a transportation agency, the 
truck: operator has become a most disturbing factor by 
functioning as a dealer. Numerous attempts have been 
made to control this situation with various types of li
censes, but it will continue to be a difficult problem. 
Flexibility of operation, the chief asset of the motor 
truck:, greatly increases the problem of regulation and 
supervision. 

The general belief that motor truck: hauling is being 
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carried on for long distances is not supported by the 
available facts. While it is true that there are instances 
where hauls of around 500 miles are being made, the 
vast proportion of the trucking is for much shorter dis
tances. Accurate facts can only be sequ-ed by detailed 
studies of the actual truck receipts for a few markets. 
These studies indicate that something like three-fourths 
of such truck hauling over the highway is for distances 
which do not exceed about 100 miles. Most of the bal
ance of the trucking is for distances which do not exceed 
200 miles, and only a small percentage of the total is 
moving more than 200 miles. The hauls for livestock, 
milk, and potat,oes are below the average in distance, 
while those for citrus fruits, berries, butter, cheese, poul
try, and eggs are longer than the average. Cotton and 
most of the fruits and vegetables move about the average 
distances. However, the length of truck haul is still in-

,aeasing. It is determin~ar~ly by the nearness~
ketS:lnd the_relative value per poun~habiliJY 
~fTh~~etW-iiToadS arecomparanvely few, but 
are like! y to inaease if truck rates continue to decline:. 
In general t~1s.em.lLmit of effective trw;king can be 
s~to he the distance ~Dn~er-nighl trip. 
While_~~~~.n of traffic in ~loads is no!.!~gc:.i~ 

pro~i~n to the totaTrarrroad tonnage the lcmJlf rev
enue is importimt,beCausethe ~ have take,! over the 
short-ha~ b~in thesommoditles which pay the 
higller rates. The !~ -Ef traffic and revenue is !!Qt..great 
for the iliili"Oads as a whole, but tbe roo,ce!ltration of 
trUCk ~!!1Pt;~tiQ!UntQ .... limited areas ...!!I!l!~e l~ssor 
revenu!dor the railroads involvedmost serious'.-unress
this loss can be spread-ovtta-cOflsidera.t>Ie volume' of other 
traffic, a continuance of the present situation must event-
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ually force a greater abandonment of service on branches 
and short lines than has already been effected. 

The truck has the fundamental advantage of being 
able to use the public highways for terminal purposes, 
thus eliminating the heavy costs which -are necessary for 
the privately owned terminal facilities of the railroads. 
The ability of the truck to eliminate mllclt r~handling:Jn 
thecilfis-also a: factoroIadvantage to itEom the c()st 
standpoint. Each of these cost factors favors the use of 
thetru"CKfOl' hauls of comparatively short distances. The 
truck has already usurped practically all of the bUSlness~ 
up to about SO miles, and it is probable that it will con~ 
tifiue-to hold its preSent dominant position.on mosthauls 
up to !oo miles. 

In practice,..inl.9c costs in<:rease with the distance of 
operitiOrl,"while rail ~~sts begin "witIlfiirIi f~i-
minar expenses, so that the rail rates are relatively high 
for th-e lower mileages, but do not rise in propoi-ti()nas 
the- distance increases. These two fundamental character
isti~ indlcate that1tletruck will prevail as the dominant 
transportation agency for s~orter distances, while.. !Jte 
railroad will continue to retain the busineSs for the Jong
er distances. -it is-obviously impossible to make any def
iiUteJiiieOtaemarcation between these two distances, as 
such a division in any given case will depend upon the 
commodity transported, the rates and costs of both trans
portation agencies, and the particular service which each 
agency is able to render. 

The _ ~ot0r. ~ck has gr~!!Ldisturbe(L lI}lI.Iketing 
methods an<Cagencie~ dealirig in ,0rnmoditi~handl~dJ"y 

-tru&k. ManLeconomies hav~_lJeen effected thro.ugh_the 
use of the truck, but losses...haii.:i"lso resulted. 'I!t.ese 
losse-;'="f()rinstarice;thOse resulting~astand--=--
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ardization---are partly due to the demand conditions. 
wlllch haveresutrearrom ~sap
pear when more iiOi:1ffiUbusinciS-conditions prevatl. But 
it is(:ertainJ:ha:t,lh~~ WiIIoe continued disturbance in ~., 
marketing agenci~_lliitiI The-fRiCK: 1laS founQ1tSPr:-oper 
pIare anif"coiiditions rulveoeoome-adluSti<!to th~ new 
situation. - - ,.--

Both the motor truck and the railroad are ess\!ntial 
parts of the facilities for the transportation of farm prod
ucts. The' motor truck: now dominates the hauls of less 
than 50 miles, and in many instances up to 100 mi1es~ 
It aossesses natural advantages which make it unlikely 
'that It will be easily repI~ in this field ofiCtiVity. On 
the other hand, the railroad has great advantages in the 
transportation of farm products for long disences. and 
it is now handling the great bulk of thebusmess from 
zoo miles upward. Between these two limits there is a 
considerable volumeon~s!ireSs'"WhiC1j iu,tow di!1.dea 
between the two carriers. Eventually, this will be 
handled by the-agenty"Wlucno£tersthe: best s.fu'i~ 
lowest cosh. or perhapS-by 'a OOmru~ the two 
a@es. '\¥hife the truck: has madecoiislderabl~ inroad
into the business in this field, there is good reason to 
belic,ye that the railro _ retain the OUSiileSnlfanney 
now have an regatn a considerable portion of that wliial 
hasreeliTost. -

,I his can orily be done through a careful consideration 
of each district and each commodity so that the best pos
sible service for the lowest possible cost may be given to 
the shipper. The rate structure should be systematically 
revised ~ect~for the shorter distances), following 
the PfiRE· that the greatest' total revenue'is'iiloStTm--=
portant to~r~a1-W'her~ssible tran5=.._ 
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• port~et:.lI.lliLof pr01uct is the most impo~~ 
to~ncreased tota revenue ~pears to_ h~~e 
been secured in instances where rates have been reduced 
rec~--------'----'----

A drastic revision of the charges which are made for 
ser:viceu.ru.ddltiQ!1~T~eiS~~~~~p-o~;Ui"a-;-';ill 
probably be one of the most productive methods for 
seCuring..ne_~ j:onnitge _ or.:. regaining~4; ThliS!iOi:iIiIIn-: 
elude the question of collecting certain commoditIes, suc1! -
.as liVeSfOClr,ftom the-fa-mr, -as well as the possib~i!y 9f 
reducing the high costs of delivery :w_hich !lOW prevail ilL. 
ce[tai,!_ci!ie~~These two factorS have been among the 
most important reasons for the expansion of truck haul
ing, and a satisfactory solution of the problems sur
rounding them would do much to permit the railroad to 
meet the competition of the truck. 

Each form of transportation has its advantages and 
disadvantages. Each is essential to the InaillTeiiance of 
the most efficient distribution for the benefit of both .P~o
ducers and consumers. Each should be maintained in the 
field of its greatest usefulness to the.pupl!.£: T/leproceSS
of working .out this relationship .il! any_paJ!iw~r .terri
tory is dependent on factors which v~ryin_each instance. 
Shippers must realize that their primary interest is in 
good transportation of _all kinds, truck operators that 
stability of rates at profitable levels is essential to ~ma-:
nent success, and the railroads that the best possible serv
ice fQ~the lowest pra_cticable rate will produce thegreat-
est'"total revenue, . .. ------.---

.. Compare Chapter XXIX. 



CHAPTER XXIX 

POSSIBILITIES OF CO-ORDINATION OF RAIL 
AND MOTOR TRANSPORT 

Possibilities of the motor vehicle as a competing agency 
as well as a USefUl acljuni;[to the rail, for certain classes 
ot traflic~re-notfuily real~ ratfroad officIals poor 
to the World War. Since then th!:};: have been more or 
leSs divided in opinion, some belittling the value of the 
motor, ~h.Ie_~thers have '6een alive to its possibilities. 
In tE:ebeginning the general railroad policy was -toSaP
press.highway transport. However, the motor vehicle 
developed in spite of this policy, and cut heavily into the 
rail business. The railroads as a whole have not been in 
a position to co-ordinate their service with that of the fast 
growing competitor. Consequently, there are at present 
two forms of transport, in· some instances working to
gether, but in general against each other. 

There seem to be two avenu§.!lpen to the railroad~\ 
relative to the truc1Qbusiness. They may confine their 
i~9fl: to r.iL.!ra~~o!1"' I~!he _ mo~_.aS:::a- I 

~~s o[$tterin&.!h~W!l operatin~tho~ or t~y . 
may.b«ome_Ia~ .. t!lln§RQ.r:t_coIIlP~!1i~~th . 
rail~ndJi.~.?:~.services. The second alternative seems,\ 
the better on.2::!.!Js GgicaI to think of the railroad as part /1 
of the land transport scheme as it is to-<iay, and of the 
present railroads as parts orh'uge land transport systems 
in the future. Tho new systems will consist of combina
tions of rail and highway transport. Railroads should pre~ . 
pare for it co-ordinated system which will meet the needs 
of the times and be flexible ~nough to meet them con
tinually. The automobile has a legitimate field and when 

669 
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equipped with improved tires and perhaps the Diesel 
engine, the zone for its economic service is likely to be 
extended. 

I 9>-ordination of rail and highway transport of freight 
\ can be realized when the railroads and the motor opera
Itors come to recognize the zones within which each can 
} b.est render service. This would permit an intelligent 
\ form of competition within those twilight zones where 
I eitheI: mode of transportation, or a combination of both, 
i may be user 

Co-ordination involves such a harmonizing of trans
portation interests as will result in the moving of traffic 
either exclusively by one form of transport or by a.com
bination of rail and motor, depending upon: how it can be 
handled best or at the lowest cost., Complete co-ordi
nation would require the merging of rail and highway 
agencies into unified transportation systems. It can be 
approximated without consolidation or agreements, pro
vided the two agencies are placed upon the same plane of 
competition. 

Railroads may make extensive use of trucks in terminal 
areas, in cOlll)l!ction with replacement of certain line-haul 
service, and freight consolidation and transfer; or they 
may operate trucks over the highway in competition with 
independent motor lines. Buses are operated in both in
tra-city and long-distance service, and are sometimes sub
stituted for unprofitable passenger trains. 

I Assuming that the"railroads will become land Irans-

/

' port companies, there are two general policies which they 
, may adopt; namely, (I) to operate trucks directly, or 
, through subsidiary or affiliated companies, or (2) to con

tract the work out to independent common carriers and 
private contract truckers. They may choose to do both" 
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I. IN TERMINAL FREIGHT MOVEMENT 

~~ f~~e gr~test ?P~rtunity for .reduction in freight 
transportation-costs lies In ~way 
operating statiSticsshowt!iat terminal costs exceed those 
for line haul many times over. For example, in the case ) 
of less-than-carload freight, the line haul cost between 
New York and Chicago is little more than the cost of 
terminal handling at New York or Chicago. 
Terminal~_o~~~_~cularly hea~less-th.a,!1..,gq:

load freig!lt, which reqwr~callabor of making 
<i'iiFpei'llaps twenty-five bills per car instead of one, which 
loads at an average of five or six tons instead of fifteen, 
which requires breaking bulk at transfer points and often 
a great deal of extra switching. The cost of handling these 
small lots is also greater to the shipper because of the 
higher cost of terminal trucking: 

A study of terminal costs at three hundred stations in 
the United States, which went back as far as 1916, showed 
a direct cost (platform, clerical, switching, etc.) of 5 ~ 
cents to over 10 cents per hundred pounds in less-than
carload handling. Such costs usually make up about 75 
per cent of the total cost, which includes rery, investment, 
maintenance, taxes, and other overhead items. Direct 
costs had probably doubled by 1923.' 

Recent studies at Eastern terminals have shown direct 
costs on less-than-carload merchandise freight of over 
$ 3.00 per ton, and total costs of $4.00 per ton. Handling 
carload frt;ight in thee New York terminals costs about 
half as much as less-than-car load lots. • ._ 

An exhib~t presented by the Pennsylvania Railroad in., 
Interstate Commerce tommission Docket 21723, cover~', 
ing a test period in November 1928, gave the cost of 

·w. C. Maxwell in R"uflDd7 Jlg_, June :t6, 1916, p. 1971. 
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handling 682 tons of less-than-carload freight between 
two cities approximately 200 miles apart. It showed that 
clerical costs, platform costs, and switching costs at both 
terminals amounted to $4.80 per ton. This compares 
with the other selected cost items as follows: 

Per Ton 
Terminal and transfer (clerical, platform, 

and switching) .... $4.80 
Road haul, including empty movement . . 1.10 
Car maintenance . . . . . . . . . . . . . . . .17 
Freight claims ~ 

Sum of above costs .... $6043 

Per cent 

74.8 
18.0 
2.5 
4.7 

100.0 

Direct terminal and transfer costs, according to this 
exhibit, were over four times as large as road haul costs. 

Another exhibit filed in the same case by the New 
York Central Railroad showing movement in October 
1928 of 257 tons of less-than-carload freight between 
two cities 400 miles apart, showed total clerical, platf~rm, 
and switching costs at both terminals as $6.70. This com
pares with other selected items as follows: 

Per Ton Per cent 

Terminal and transfer (clerical, platform, and 
switching) ..................... ,. $6.70 71.0 

Road haul, including empty movement . 2.24 23 S 
Car maintenance . . . . . . Al 4.3 
freight claims ~ 1.2 

Sum of above costs . . ..... $ 047 100.0 

In this case direct terminal and transfer ~ were 
three times as great as road haul costs. 

The cost to shippers of terminal cartage on less-than
carload units is also high. In the New York metropolitan 
area minimum single package shipments cost 50 cents to 
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$ 1.00 a package to transport to or from railroad stations. 
In larger lots, which usually average 200 to 300 pounds 
per consignment, and 600 to 700 pounds per truck load 
destined to an average of three railroads, these rates run 
from 10 cents to 20 cents per hundred pounds. 

The accompanying diagram shows allocated direct 
costs for moving a ton of merchandise less-than-carload 
freight from a door in one city to a door in another. 

DIRECT COST PER TON OF DOOR-TO-DoOR HANDLING OF 

L.C.L. FREIGHT (LINE HAUL 4-50 MILES) 

-.. :-1 .. I~ 
NOTE: These figures cover direct costs only. For total costs, including 

rent) taxes, depreciation, and overhead add 25 per cent for railroad items; 
for cartage add 40 per cent. 

RATIO OF DIRECT TERMINAL COST TO LINE HAUL COST 

6.70 
........ -=2.9 

2.30 
I. Railroad only 

10.4-0 
II. Railroad and cartage . ............... , , ,-- = 4-.5 

2.30 

The two cities are located in the East. The railroad 
figures are based on an actual study made in 1928 to de
termine the cost of moving goods from the outbound sta
tion to the receiving station. The cartage figures are 
based on av.erage costs for trucking in the two cities; The 
summary of the actual r,ailroad study, from which the 
diagram figures are taken, did not show the cost for each 
terminal separately; it merely gave the combined cosdor 
each item. Since the average operating costs of the ter-
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minals in the two cities may be considered in the ratio of 
4 :6, the diagram figures were obtained by breaking down 
the summarized costs in this ratio. To get total railroad 
costs including interest, depreciation, taxes, overhead 
items, etc., ZS per cent may be added to the figures 
shown. The total cartage costs may be obtained by add
ing 40 per cent. These percentages are in accord with 
actual data obtained. 

The high cost ~d slow movementafJreight at and 
thrOUgh terminals are-crueinpart-ro the awkward'and 
an~outs of terminals and their facilities; lack 
of unlimited terminal co-operation among the various 
railroads or railroad groups; certain unwarranted dupli
cate facilities; multiple handling of cars and goods; poor 
transfer set-ups; and large wasteful outlays on facilities 
built in an effort to attract traffic to individual roads or 
separate groups of roads. The general problem of ter
minal unification will be discussed in Chapter XXXIII. 
In this chapter consideration will be given to the ways in 
which a better co-ordination of rail and truck facilities 
would contribute toward a reduction of terminal costs. 

I. Co-ordination through use of auxiliary transfer 
equipment. An ideal co-ordination of rail and highway 
tranSport beyond the zone where.the truck may do the 
work alone more economically and with speedier service, 
would be an arrangement whereby the trucker might 
take the goods from the door of the shipper in some kind 
of container to a point on the railroad outside of the 
congested areas, and transfer the shipment for rail haul, 
then retransfer to highway, and thence to door of con
signee. Means for doing this through use of the pres
ent forms of container, demountable truck body, rail 
wagon, etc., are satisfactory to some railroads, shippers, 



FIGURB J 

TranRfrr of containrrs from railroad car to motor vehicle 



FIGURE 2 

Transfer of lime containers 
(Brick. containen have gme dimtnaions.) 
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and truck:ers; but others object to the size of the trans
fer vehicles, the method of placing them on flat cars, 
and the cost. It would seem that concentrated effort 
would develop standard equipment that would be suited 
to universal unit transfer service, from the point of view 
of cost, dimensions, capacity, weight, and mobility. Such 
equipment would save rehandling and sorting of goods. 
It is recognized that some truck:ers prefer to re-sort to 
suit their method of delivery to consignee. Whatever 
type of equipment is adopted it must provide safety and 
have standard features that will permit ready transfer 
to cars of different railroads. 

Figures i and 2 show types of steel container in use 
today, while Figure 3 shows one type of demountable 
truck: body. 

The less-than-carload container is intended to provide 
a means of conveyance of smaller proportions tIlan the 
box car, yet capable of taking suitable lots of less-than
carload freight as unit shipments. Its primary purpose is 
to give the shipper a more expeditious service and a 
cheaper rate. It has also come to be used by some rail
roads themselves. The so-called standard containers have 
a maximum capacity varying from 7,000 to something 
over 10,000 pounds. but experience has demonstrated 
that 7,500 represents a high average load. 

The container is placed at the door of the shipper or 
consignee for loading or unloading. Trucking is done by 
or for the user of this service, who must. also provide 
facilities for transfer of the container to and from the 
truck:. The shippers' packing and wrapping costs are re~ 
duced or entirely eliminated, loss and damage is prac- ~ 
tically eliminated, and the service is faster. The ad
vantages to the railroads are: simplification of billing 



676 AMERICAN TRANSPORTATION PROBLEM 

operations, reduction of light loading and increasingly 
expensive merchandise car movements, and fewer trans
fers in the rail movements. 

The device first came into use between Cleveland and 
Chicago in 1921, and it was introduced between Buffalo 
and New York in 1922. Since then it has become avail
able between a large number of cities in the eastern part 
of the country. The New York Central lines in 1922, 
1927, and 1930 handled 278, 10,217, and 47,886 con
tainers respectively. Between June 20,1928 and January 
3, 193 1, the Pennsylvania Railroad handled 63,084 con
tainers.' Forwarding companies have used containers to 
quite an extent. It has been said that the recent so-called 
"all commodity" rates have not been favorable to the ex
tended use of the containers. 

Use of containers by railroads themselves to replace 
box cars in station-to-station service makes for a reduction 
of sortings of less-than-carload freight and of expensive, 
lightly loaded car movements, as well as for speedier 
service. Containers have been used to a limited extent in 
handling such bulk freight as bricks, cement, and lime. 

Container-concentrating points are sometimes used and 
wider development of the practice has been sugge~ted. In 
some instances where this is done the containers them
selves are trucked to such points; in others the contents 
are trucked for loading there. 

The Pennsylvania Railroad makes use of containers in 
place of box cars between a considerable number of East
ern and Middle West~rn stations, and has eliminated a 
number of its transfer stations where formerly less-than
carload freight was transferred and consolidated en route. 

J I 8:& I.C.C. 341. 



FIGURE 3 
Top: Three truck bodies in a railroad car placed under crane 

for unloading 
Bottom: Trailer with demountable body coupled to truck for 

• movement over CIty street 
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Some railroad officers are not impressed with the pres
ent type of container, believing it to be too heavy and 
too small. Successful use of the container depends on a 
more or less univerSal use, which in turn requires stand
ardization for easy exchange of equipment. 

The demountable truck body was first used in 1917 
in the Cincinnati terminal area, and since 1919 it has 
been used-by all railroads at that terminal It is used in 
effecting a more rapid and cheaper transfer of less-than
carload freight between main stations and sub-stations of 
each road, and stations of different roads. 

Some railroad men look with favor upon the line haul
ing of truck bodies to save rehandling of unit loads and 
to obviate the necessity of expensive highway,hauls. This 
provides means for linking up existing facilities of rail 
carriers and service of truck companies. The possibility 
of the demountable truck body as a device for holding 
traffic to the railroads has been suggested. Many believe 
that the demountable truck body is more suitable for 
handling small shipments than the smaller railroad cars 
which have been proposed. 

The Pennsylvania Railroad has used demountable 
truck equipment between Philadelphia and New York. 
Rates for such movement between these points makes it 
profitable to the trucker to dispense with the line hauls in 
some cases and at the same time give as quick service as 
he can get through use of the highways. 

Truck-body tariffs, effective November S, 1931, were 
filed by the Pennsylvania, the Baltimore and Ohio, the 
Reading, the Central Railroad of New Jersey, and the 
Lackawanna for application between Baltimore and Jer
sey City, Baltimore, and Richmond, and Philadelphia 
and Jersey City. They were permitted to take effect with-



678 AMERICAN TRANSPORTATION PROBLEM 

out suspension by the Interstate Commerce Commission. - I 

Rates vary with size of body.' 
The so-called rail wagon differs from the container 

and the demountable truck body in that the entire unit, 
which is equivalent to a trailer, is run on to a specially 
constructed under-car for inter-city movement. This fea-

_ ture is said to facilitate the making up and breaking down 
of trains, to effect quicker collections and deliveries, and 
to save railroad station and terminal expense. No lifting 
devices are required. An inexpensive concrete ramp is 
used to place the body on the car. 

This type of equipment has been used since September 
1930 by an electric railway running between Cleveland 
and Toledo. A somewhat similar arrangement, consist
ing of closed sealed trailers, is in use on the Chicago, 
North Shore and Milwaukee Railroad (electric) in con
nection with its ferry and truck service. Various types of 
rail wagons are being experimented with. It would seem 
that further development along this line might lead to a 
universally accepted mode of hauling unit shipments .. 

Light trucks in the form of large platform trucks have 
been experimented with and used in a few places for 
picking up and distributing loads to points very near 
freight platforms. 

2. ~Qn thr01llh pick·up' ant£..deliv~-
~cept in one or two isolated cases' American rail-

• ,80 I.C.C. 344-
• ,80 I.C.C. 345. 
• Store·door delivery was furnished for a number of yean at Balti

more and Washington on higher dati shipmenu from New England, 
New York, and Phtladelphia. The eervice was instituted in laSl'in the 
case of Washington and earlier in the case of Baltimore. It was in every 
respect unique and was abolished by the amen in 1913 on a finding by 
the Interstate Commerce Commiaion that withdrawal of the tervice in 
onc pla.ce and itJ retention in another wilt unduly dilCriminatory. 1.7 
I.C.C.347. 
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roads have not renderec!~ck:-up and delivery service. In 
England and Caruida this fOmi: of servIce has oeeil~ 
fO"r ~y'yt!a!S~"lle or th~ ..!~nswhy ~ht 
traffic has gone to the truck is the ajpear which sto~::door 
deliye&-::-serv!Ce JiiiS_tlLSomesfiippers.lnaii" elfOrt to re
trieve this traffic certain raikOaas"'1laVe developed a plan 
comprising truck pick-up and delivery with rail line-haul. 
This type of service may be complete from door of ship
per to door of consignee; from door of shipper to freight 
station in the territory of the consignee; or from freight 
station of shipper to door of consignee. Some of the lines 
adopting the general plan are the St. Louis South
western, the Texas and Pacific, the Missouri Pacific in 
Arkansas and Texas, the Missouri-Kansas-Texas of Tex
as, the Spokane, Portland, and Seattle, the Pacific Elec
tric, the Southern Pacific lines in Texas, the Pacific lines 
of the Southern Pacific, the Yazoo and Mississippi Val-
ley, and the Long Island Railroad. . 

The Long Island Railroad.inaugurated its service in 
conjunction with the Railway Express Agency a short 
time ago and finds that there is a clear i~dication of re
covery of certain business formerly lost to the motor 
truck. In the near future all shippers in four boroughs 
of New York City and the Metropolitan district in New 
Jersey will be given optional pick-up and delivery serv
ice for carload and less-than-carload lots. The proposed 
charges, in addition to the rail rate, are 6 cents to 20 cents 
per hundred pounds, depending on the carload minimum 
weight of the official classification, with special rates 
for newsprint paper, /lour, automobiles,- and silk; and 
higher rates for less-than-carload lots. Under this ar
rangement the terminal trucking agency employed by 
the carrier distributes the inbound freight from the car-
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rier's break-bulk station to store door and collects the 
tariff charge from the consignee. The reverse applies for 
outbound shipments. All railroads furnishing the serv
ices in the Southwest agreed to an arrangement which 
was made effective November 16, 193 I, whereby pick-up 
and delivery serVice is provided at regular rail rates to 
distances in certain instances up 'to 300 miles and at a 
charge of 20 cents for 100 pounds at a greater distance. 
Trucking in general is contracted for by local draymen" 
The Southern Pacific lines have found that they can give 
better service and at less' cost by operating, to a large ex
tent, their own trucks, through their subsidiary, the Pa
cific Motor Transport Company. 

There seems to be general agr~eq1enJ .. among .rail
ro~asandshlppefS1Ilat marly shipments.!:equire the pick
I!P anaae~ice. The general trend towaraa new 
type of distributi011 ~e possible by the truck uncon
sciously makes people, including railroad men them
selves, think less in terms of less-than-carload and car
load lots,~ms oTrruck::l<!:ads. Thjs--new 
tllought is very prono~n railrOaa circles. A 
wider use of pick-up and delivery service may revolu
tionize certain industries. Mr. J. R. Turney, traffic vice
president of the St. Louis Southwestern Railroad, en
visages the possibility of obsolete industrial tracks for 
many on-rail shippers in the distant future.' 

The inability of the so-called cartage service in Canada 
to stem the tide of motor competition illustrates the neces
sity of meeting trucking rates as well as service to make 
pick-up and delivery truly effective, at least from the 
present railroad poin~ of view. In spite of the service the 

• J 8% I.C.C. 340. 
i Traffic WorUl, Nov. 26, ]93:1, p. 1040. 
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Canadian railroads have lost to truckers a large part of 
their less-than-carload business. 

For the store-door service the usual arrangement is 
for the railroad to organize a subsidiary trucking com
pany, which in turn contracts with local truckers for pick
up and delivery. Rates are quoted and bills of lading 
issued by the trucking subsidiaries. The rates are usually 
equal to the regular rail station-to-station rates, though 
in some cases they are made equal to those of certified 
highway competitors. Rates of the latter, as a rule, do 
not differ widely from the rail level. The subsidiary com
pany remunerates the local trucker, pays the railroad for 
line haul, and after the deduction of a percentage for con
tingencies and other percentages for returns on invest
ment, pays over the remainder of the gross receipts to the 
railroad. 

3. Co-ordination through express and forwarding 
companies. The Railway Express Agency has an invest
ment of about $9,500,000 in motor vehicle property. Re
cently it operated nearJ~· nine thousand motor trucks and 
about 450 trailers in city service." The management is' 
giving consideration to the practicability of extending 
operations to include the handling of all less-than-car
load freight of rail carriers. 

As has been previously stated, the Agency and the 
Pennsylvania Railroad are experimenting with the ex
press-freight service ort Long Island. Should railroads in 
general co-ordinate with the Agency in this service, the 
company may contract with private truckers to handle a. 
large bulk of the traffic. In this way the private truckmen 
would become potential solicitors for business . 

• I h I.e.c. ]48. 
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Forwarding and consolidating freight companies, in 
recent years, have'developed a pick-up and delivery serv
ice through the use of trucks under their control. They 
consolidate miscellaneous shipments of less-than-carload 
freight and divide with the shippers the difference be
tween carload and less-than-carload rates. Several of the 
larger companies are under railroad control, and through 
their organizations effect a certain degree of co-ordina
tion of rail-motor service. 

4. Co-ordination through union off-rail freight sta
tions and merchandise warehouses. Recently there has 
been considerable agitation to build inland or off-rail 
freight stations. The union inland off-rail freight station 
recently built by the Port of New York Authority at Fif
teenth Street and Eighth Avenue, is an excellent example 
of a station operated by all trunk line railroads to handle 
less-than-carload freight in a large metropolitan area. 
The building is 14 stories high, the basement and first 
floor constituting the terminal, the upper stories being 
used for warehouse purposes, manufacturing, and gen
eralloft building space. Large elevators connect the vari
ous floors with the terminal. Goods manufactured in the 
building can be delivered by elevator directly to out
bound platforms of the station. Local truckers can deliver 
their goods to the terminal and after clearing the goods 
are taken out by trucks connecting with particular rail
road stations. A well planned and well managed layout 
of this type attracts truckers and through its use they can 
handle freight at a lower rate. Some truck rates have al
ready been reduced because of relief from congestion and 
attendant saving of time in loading and unloading. 

Of nearly three thousand warehouses listed in the 
193 1 Directory of Distribution and Warehouses, 430 
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reported some form of trudringaaivity. T ruck lines were 
operated by 176 warehouses. truck: tenninaIs by 160, 
while 94- operated both truck lines and termina1s.. 

51:. LoWs, Grand Rapids, Louisville, Indianapolis, and 
SiOUI City have a:nttal tenninaIs where the greatrc part 
of the local freight is cleared.. In one of the 51:. Louis 
tenninaIs there are scheduled motor freight rates for 400 
communities in six states.. From this tenninaI. truck serv
ice is given by ovec forty companies. 

OJl-rail freight termioaIs and warehouses; both large 
and smaI.I, are located in many cities to act as transfer 
points for local and ovec-the-highway truck hauling. C0-
ordination is eJlemd through merchandise warehouses 
to which goods move by rail in carloads and from which 
the warehOU5eIll3D, directly or by truck: distribution, pr0-

vides servia: to the local dealers or to nearby communi
ties. Hen; again. quider service is provided than is 
available by rail alone.. Forwarding companies and chain
store; are consigning carload shipments directly to ter
minal warehouses. 

In a number of cities there are truck depots for nxav
ing and forwarding freight, and through these stations 
interline movement is handled. Sometimes the depots are 
built in conjwx:tion with warehouses and storage plamsj 
large trucks operating ovec the highway sometimes using 
them as a:nttal clearing stations, the light truck: piding 
up and delivering at nearby points. The depots are gen
erally used by common carrier operators who utilize them 
for picking up return loads.. The following quotation in
dicates the activities of some depots:'. 

"IL E. ~ ~ ""-....... M ...... Tnd,"" ia 
]-.f l.-J -.I PUlic UlilMp u.-...... A...:- '9J' • 

• j'% Coag., S. cIor... 4J. 



684 AMERICAN TRANSPORTATION PROBLEM 

A truck depot was established at Sioux City, Iowa, in 1928 
following upon the great increase in livestock trucked into Sioux 
City in order to afford return loads for such trucks. The Sioux 
City truck depot handled 49, 180,481 pounds of outbound mer
chandise in 1930, an increase of 38 per cent over 1929. About 
47 common-carrier operators using 250 trucks handle merchan
dise from this depot over a radius of 150 miles. They directly 
serve about 500 towns and connect with other truck lines radiat
ing out of Sioux Falls, S.D., and Omaha, Neb. The Sioux City 
depot gives 24-hour service except on Saturdays and Sundays. 
The average amount per month handled by the trucks from 
January I to October I, 1930, was 4,177,931 pounds. Besides 
the common-carrier trucks some 700 other truck operators bring
ing livestock into Sioux City compete for outbound merchandise. 

At Indianapolis the union truck terminal handled about 
78,000 tons inbound and outbound in 1930. A truck depot at 
Louisville, Ky., serves 33 common-carrier truck lines operat
ing about 200 trucks within a radius of 150 miles. 

One of three ttuck depots at Seattle handled 27,856 tons of 
freight in 1925 and 30,468 tons during the first 10 months of 
1930. Facilities are provided for assembling shipments to other 
States and to Canada, Alaska, and the Orient. The truck ter
minal receives and checks all shipments, applies the rates, a .... 
sumes responsibility for carriage and accounting, for loss and 
damage claims, and C.O.D. shipments. Shippers are not re
quired to take up matters with the individual truck operator. 
Goods destined to Alaska or the Orient from Portland, Ore., and 
moved by truck from that point to the depot in Seattle and 
thence by truck to the dock, constitute a through shipment, 
Portland to the docks, and the rate is so made. From 80 to 115 
trucks, varying with the season, use the terminal. The truck 
terminal is open from 8 A.M. until 6,30 P.M.; rail terminals 
at Seattle close at 4 or 4.30 P.M. 

The off-rail inland freight station in New York is a 
railroad truck depot; in other words it is not designed 
to tie up to over-the-highway trucking. As co-ordinated 
service advances there is no reason why a motor truck 
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freight depot cannot serve as part of a rail freight depot 
and warehouse. 

The foregoing analysis indicates that improvements 
in terminal conditions resulting in great economies can 
be realized with a relatively small outlay of capital. The 
problem consists mainly of developing a high degree of 
rail and truck: co-ordination through extensive terminal 
trucking. Certain minor changes in the present layout of 
freight houses and their facilities would be involved. The 
motor truck: could be substituted more extensively for 
trap or peddler car service between freight stations and 
industries in terminal districts; it could replace freight 
car service between main freight stations and sub-station~ 
located in metropolitan areas; it could be used in place of 
freight car service between freight stations on different 
railroads which have a steady interchange of less-than
carload business; and it could be used as a carrier of 
freight to consolidating stations located just outside of 
the busy terminal districts, thus relieving congestion. In 
many port cities trucking can be done in place of certain 
lighterage service. For various transfer operations within 
and outside of the terminal areas, almost unlimited use 
of the truck: with proper auxiliary equipment could be 
made. These improvements are independent of those 
which might be realized by a general reorganization of 
railroad terminals, or by the complete unification of all 
terminal facilities. The possible economies in these direc
tions are discussed in Chapters XXXIII and XXXVI. 

ll. IN LINE HAUL FREIGHT MOVEMENT 

Railroad efficiency in line haul movement of carload 
freight, generally speaking, has increased greatly during· 
the past decade. This is particularly true in the case of 
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through service; but in the case of short haul movements, 
way-freight service, distribution near large cities, and 
movement in zones where general traffic is heavy, the 
rate of travel is slow and the costs run high. 

I. High cost and slow mO'Vement. Operations in
volving short haul movements of less-than-carload lots 
and package freight have seldom proved profitable to 
railroads and in many instances have been conducted at 
a loss-the standard rail equipment and method of op
eration not being well suited to this class of business. 
For a number of years railroads have operated their local 
way-freight or so-called peddler train service at rising 
costs. These trains are slow moving,' as they serve sta
tions along the route. The tonnage is small, the handling 
of freight expensive, and the level of rates is kept low 
to prevent the loss of traffic. These trains hamper fast 
through-freight running in territory where traffic is 
heavy, causing an indirect loss. The slow movement and 
relatively higher cost of local service have permitted the 
truck to cut into the traffic and attempts to hold this un
profi table business to the rails have been ineffective. 

In many cases the present facilities and equipment for 
handling small shipments are excessive and very expen
sive to operate, thereby creating an out-of-pocket cost 
that has been a disturbing factor to railroad management. 
In order to counteract this loss the rates on other services 
are necessarily higher than they would otherwise be. 

2. C()-()t"aifttJtea motor service. This includes trucking 
from station to station to replace certain way-freight 
trains, and trucking between selected distributing and 
concentrating centers for Iess-than-carload freight in or
der to eliminate station stops and permit straight car 
shipments. 
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Hauling traffic by rail from large merchandise ship
ping centers to well located zone stations, from which 
goods are immediately taken by trucks to other stations, 
has expedited shipments over some railroads. Before the 
truck came into use it was the practice to concentrate the 
rail traffic at important zone stations from which the 
freight was sent by local or peddler trains to its destina
tion on the following day. This added an extra day from 
point of origin to destination. Saving this time and&utting 
down the period of transit by trucking through the ter
minal area at shipping centers has resulted in much bet
ter service. 

For a number of years certain railroads, including the 
Pennsylvania, the New York Central, the St. Louis 
Southwestern, the New Haven, and the Boston and 
Maine, have been substituting motor service for line haul 
movements. The Pennsylvania and New York Central \ 
lines began experimenting with truck service in 1923. ) 
Recently the former operated 49 routes in replacement 
of local way-freights. The operations of the New York 
Central include station-to-station motor service in place 
of way-freight, service between stations on the same di
vision to avoid the handling of freight at intermediate 
transfer stations, hauling by truck from smaller to larger· 
stations to make straight car loading from the larger sta
tions, .hauling by truck from central delivery stations to 
small outlying stations where final delivery is made to 
consignees, interchange service betweezj, railroad and 
steamship lines in place of lighterage servic!;"and use of 
containers." 

The Boston and Maine Railroad is making extensive 
D. G. L. Wilson, Co-orJinauJ °Molo,...Ra;/"Sleamshi, TransporttJlio1l, 

P·97· . 
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use of the motor to co-ordinate rail and highway tranS
port. In 1925 it introduced motor trucking and since that 
time has extended its service, more or less as a by-product, 
to include store-door pick-up and delivery service of 
freight entirely by truck,or by a combination of rail and 
truck. Its trucks replace certain way-freight trains be
sides acting as concentrating and distributing mediums 
to and from designated concentration points on its lines. 
A sub:iidiary company operates the motor service. The 
highway service was organized to compete with inde
pendent trucking companies as well as to replace certain 
trains. 

The railroad has designated concentration points or de
pots at important cities for the collection of freight. Less
than-carload shipments are consolidated into straight 
car loads at these main depots, from which the freight is 
forwarded by rail freight service. For points within the 
zone of a concentration depot, inbound less-than-carload 
shipments are received and distributed by truck to local 
stations or doors of consignees. This cuts down the num
ber of stops of certain way-freight trains and eliminates 
other trains entirely. 

Other tailroads operating trucks over the highway in
clude the St. Louis Southwestern, Southern Pacific, 
Reading, and New Haven. Reports indicate that the ad
vantage of truck co-ordination in some fields is lessened 
because of competitive practices which are resorted to by 
both railroad imd trucking companies. If both agencies 
would face the problem squarely, a high degree of truck 
co-ordination seems entirely practical. 

The basic policy of certain railroads relative to co-or
dinating their truck activities with that of rail service 
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seems to involve two principal objectives; namely, to in
crease rail revenue where there is a large volume of truck 
traffic by substituting freight train service for the road 
haul portion of truck service; and to decrease rail ex
pense where there is a small amount of rail traffic by sub
stituting trucks for light package freight trains. In work
ing toward the first objective one railroad has a four-step 
program; namely, (I) to secure common carrier truck 
operating rights on the highway for its subsidiary truck
ing company; (2) to operate a reliable trucking service 
in such a manner as to secure all possible competitive 
truck traffic between commercial centers and intermedi
ate. points, both truck load and small lots; (3) to re
place subsidiary trucking service by that of competitors 
on inter-line truck traffic to and from territory outside 
the railroad's operating areas; and (4) when truck traf
fic has been developed by the subsidiary company in 
sufficient volume, to divert a substantial amount of the 
road haul through the medium of demountable truck 
bodies Or the so-called "box car" systems, by joint facility 
contract with the railroad on a car-mile or some other 
basis. 

Shortage of box cars drove many railroads to the use of 
the truck in the first place. It was then that the special ad
vantages of trucking became recognized. An extension of 
co-orclinated service by all railroads along the lines indi
cated should result in economies and improvement of 
service; some of the traffic which has left the rail would 
return. If the railroads want the business they may either 
operate trucks of their own, gain a financial interest in 
existing motor companies, or contract the work out" to 
independent trucking concerns. > '.' 
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III. CO-ORDINATED RAILROAD BUS SERVICE 

As we show in Chapter V there has been a great de
crease in railroad passenger traffic since the war. The de
cline has been most marked on short independent lines 
on interurban railways, and on branch lines. 

I. High cost of hauling certain passenger traffic. To
day many railroads are maintaining standard equipment 
and facilities far in excess of the amount required for 
handling the present traffic; also, between many points 
various railroads have been practically duplicating one 
another's service, in spite of the decreasing amount of 
business. However, it is realized that in some instances 
the railroad lines diverge to a great extent between co)ll
mon termini, and what appears to be an inexcusable 
duplication may be somewhat justified on further in
vestigation. 

z. Manner of effecting economies. Real economy may 
be brought about by substituting bus service for all-rail 
operation on unprofitable branch lines where passenger 
traffic is light. The bus can also be made to replace local 
trains on main lines. 

Bus operation in lieu of all-rail branch line and local 
main line service which railroads have found impos
sible or disadvantageous to abandon, has become quite 
common. The St. Louis Southwestern, Pennsylvania, 
Boston and Maine, and New Haven railroads are some of 
the lines which have achieved substantial operating econo
mies by bus substitution as well as providing more fre
quent service. While the bus operations themselves have 
in many cases proved unprofitable, the substitution has 
eliminated greater losses in maintaining all-rail service. 
Improved high speed rail-motor cars, like the rubber 
tired highspeed Diesel-Electric Budd car DOW being ex-
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perimented with by the Reading Railroad, may show 
important economies and that will show this type of 
equipment to be a good substitute for standard rail equip
ment, especially where mail, express, and baggage traffic 
is handled. In many cases where the bus has ultimately 
been used, the gasoline-electric rail-motor was first SIlh
stituted for the regular steam trains. 

Except for terminal convenience, as in the case of the 
Baltimore and Ohio Railroad service from Manhattan 
to Jersey City, and the furnishing of service to off-nil 
points, such as parks and resorts, bus operation as a sup
plementary feeder service seems to have gained but little 
headway. E.xpcrienre seems to shoJI' that bus lines do not 
in general ad: as feeders for rail service. Usually bus 
lines tie in with one another rather than with the railway. 
When co-ordin:atioo devdops to a certain point, however, 
it would seem. that bus lines could ad: as substantial 
feeders and distributors from and to off -r.iil points. 

Bus operation over the highways, that is, activities in
dependent of rail service, are curied on by independent 
motor operators and also by companies controlled by rail
roads or in which the latter have a substantial interest. 
The 51:. Louis Southwestern operations in Texas,New 
Maim, Tennessee, and Missouri; the operations of the 
Boston and Maine, the Reading, the Central Railroad of 
New Jeney, Union Pacific and the Chicago and North
Western through the Inten;tate Transit Lin~ between 
Chicago and Los Angeles, St. Louis and Kansas City, and 
Omaha, Minneapolis and St. Paul, are indicative of di
rect railroad activities in bus service. Among operations 
conducted by companies in which railroads have a SIlh
SWJtial interest may be included the various Greyhound 
Lines. Forenmple, the Pacific-Greyhound, in which the 
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Southern Pacific has one-third stock interest, operates 
along the Pacific coast and east to Salt Lake City and to 
EIl'aso; the Southland-Greyhound Lines, in which the 
Southern Pacific has 35 per cent stock interest, operating 
in Texas; the Pennsylvania-Greyhound Lines and its 
subsidiaries, in which the Pennsylvania Railroad has a 
half interest, etc. In general the principal bus lines paral
lel the railroads in which they are financially interested; 
in some cases they go into the territory of other rail
roads." 

While some of the principal bus lines are yielding a 
nice profit, many are not so fortunate. It would seem that \ 
the bus lines should profit by errors made by the rail- ! 

roads in the past; that they should not attempt to pyra- ' 
mid and duplicate to so great an extent. Through co
operation they should be able to build up systems where 
duplication and competitive wastes could be held to a 
minimum: Consolidation on the part of the railroads can 
bring this about, because of the railroads' direct interest 
in the motor bus service. 

IV. RAILROAD USE OF MOTOR VEHICLES 

In the preparation of data that were used in connection 
with Interstate Commerce Commission Docket 23400," 
questionnaires brought out the following: 

(a) Intercorporate relationships of rail and motor carriers 

There are four ways in which carriers subject to the act en
gage or participate in motor-vehicle operations, (I) directly as 
part of their other operations, (2) through subsidiary companies, 
organized for the purpose or acquired by purchase of existing 
operations, (3) through acquiring a stock interest in independent 

"lh I.C.C. 3S1. 
dill. I.C.C. %63, 393. 
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companies, and (4) by means of contracts with independent op
erators. 

Direct operations are limited in number and are illustrated by 
certain minor operations of the Monongahela Railway and 
Chicago, Milwaukee, St. Paul and Pacific Railroad. Here the 
investment in motor-vehicle facilities and the results of opera
tions are merged with and made a part of the rail operations. 

The second type is the most common. Examples are Boston 
and Maine Transportatron Company of the Boston and Maine 
"Railroad, New England Transportation Company of the New 
York, New Haven and Hartford Railroad, Southwestern Trans
portation Company, subsidiary of the St. Louis Southwestern 
Railroad, and Interstate Transit Lines, jointly owned by the 
Union Pacific and the Chicago and North Western. In this case 
the general practice is to maintain separate investment and op
erating accounts for the subsidiary, only the final results being 
taken into the books of the parent company. However, as indi
cated by part (d) below, there are instances in which the ac
counting is merged with that of the rail carrier. Provisions for 
the distribution of joint expenses and for intercompany pay
ments for services rendered vary considerably. In some cases the 
subsidiary itself enters into contracts with independent operators. 

The third type is illustrated by the interests which railroads 
have acquired in various of the Greyhound companies. In some 
instances the interest is held through the agency of a holding 
company. Thus through Pennsylvania Greyhound lines, In
corporated, the Pennsylvania Railroad has a half-interest in eight 
bus lines whose property investment totals $5,935,667, and 
through American Contract and Trust Company it has sub
stantial interests in seven trucking companies. 

Operations by contract with independent truck companies are 
especially numerous on the New York Central and th.ePenn-
sylvania. ~ . 

(b) Extent rf truck operations of Glass I railroads, 
ltmuary I to June 30, I930 

During the period January I to June 30, 1930, 18 Class I 
railroads engaged in intercity or terminal motor trucking op
erations on one or more of the three bases first indicated in (a) 
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above. Operations were over about 8,865 miles of intrastate 
and 1,547 miles of interstate routes. Some 551 trucks and 115 
trailers were used. (In 1927, 114 trucks and 34 trailers were in 
use.) The traffic reported by 13 of these companies totaled 
413,259 tons, on which revenue of $1,385,369 was earned. 

(c) Extent of hus operations of Class I railroads, 
JlmU', I W June 30, 1930 

During the above period 34 Class I railroads conducted bus 
operations, directly through subsidiary companies or through 
companies in which a financial interest is held. Some 3,105 
busses were used and operations were over 38,169 miles of in
trastate and 27,632 miles of interstate route compared with 745 
busses operated over 2,856 miles of intrastate and 1,051 miles 
of interstate route in 1927. In all, 35,931,000 passengers were 
carried or, excluding city operations, 20,007,554. The total 
passenger revenue accrued, including that from city service, was 
$16,182,029. (Excluding Southwestern Transportation Com
pany, which did not report the number of passengers carried.) 

(tl) Finmu:ial ,.esults of trucl. tmtl bus o[>ert<tiMu of Cltus I 
,._oads, 1"' endetJ Decemher 31,1929 

Returns of the carriers to our questionnaire do not in all cases 
make it possible to show separately the results of their freight 
and passenger operations •.•• [Their] total investment on De
cember 31, 1929, was $46,114,891. Of the companies for 
which complete information was returned 20 reported operat
ing incomes ranging from $457 to $866,356 and aggregating 
$2,036,054> while 27 reported operating deficits ranging from 
$6]2 to $264,285 and aggregating $868,185. After making 
various corporate adjustments, 21 companies had net income 
totaling $1,547,967, and 26 had net deficits totaling $942,268. 
Offsetting many of the deficits shown are savings resulting from 
the removal of unprofitable train service. 

Sinee the foregoing data were received by the Inter
state Commerce Commission certain railroads have great
ly increased their activities in the motor field, one case 



RAIL AND MOTOR CO-ORDINATION 695 

being that of the Reading through its subsidiary the Read
ing Transportation Company. While its activities are still 
in the development stage, it is doing pioneer work and 
gaining experience in anticipation of a more or less com
plete system of rail and motor co-ordination. 

The managers of most railroads believe that it is high
ly necessary to set up a special division to oversee the mo
tor operations of the company. The management and 
personnel of this motor division should be motor minded 
so that old railroad ideas will not hamper proper co
ordination. Such men are quick to grasp special advan
tages which the use of the truck may afford. While cer
tain railroads, through strong subsidiary companies, op
erate their own motor vehicles, most railroads contract 
with independent concerns to perform trucking servic~. 
It is stated by some railroad men that the principal reason 
for utilizing the services of going motor companies has 
been to stimulate local good will rather than incur ill 
will by performing the service with railroad trucks. At 
the same time they avail themselves of the services of an 
experienced organization. 

After three years' experience with the operation of 
pick-up and delivery service on the Southern Pacific 
Lines, the Pacific Motor Transport Company, a subsidi
ary, finds that it can give a better and cheaper service by 
operating its own trucks, with a few exceptions." In its 
operations throughout the states of California, Arizona, 
Nevada, and Oregon, its pick-Up and delivery service as 
far as physical operation is concerned ·is. similar to that 
of the Railway Express Agency; that is, the haul between 

M L. B. Young. V.P. and Gen. Manager, Pacific Motor Tranrport 
Company, "Cutting the COlt of Storedoor Delivery," RailruHJy AgI) DeC~ 
14-,1912• 



696, AMERICAN TRANSPORTATION PROBLEM 

cities and towns is performed by the railroad in railroad 
cars, while the pick-up and delivery is done.by motor 
trucks. The Reading Railroad is also of the opinion that 
co-ordination, in general, can be kept under better con
trol through operation of railroad owned equipment. 

From evidence at hand it is more or less obvious that 
each railroad should set up a strong motor division in or
der to make co-ordinated rail-motor transport truly ef
fective. Whether each railroad or group of railroads 
should organize a strong subsidiary motor company may 
be a question. Obviously, the railroads should control or 
at least hold a financial interest in certain strong and well 
organized key companies. It would seem that all possible 
use should be made of local truckers to handle part of the 
local business, since each one, through close personal con
tacts with business concerns, becomes a potential freight 
solicitor. Even though the railroads should arrange for' 
the Railway Express Agency to handle certain less
than-carload business, the latter would do well to con
tract certain work out to independent local truckers for 
the solicitation and good will feature involved. The per
sonal touch between responsible local draymen and ship
pers is a contact that should lead to 'a most satisfactory 
transport service. 

V.SUMMARY 

A survey and study of rail and highway transport
with co-ordination as the basic objective-to the end that 
the best possible system of land transportation be estab
lished at lowest cost, brings out the following points: 

I. Co-ordination to a high degree, of rail and motor 
operation, should make possible an ideal form of land 
transport, joining the flexibility of trucks in terminal 
operations with the low cost of road haul by rail. 
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z.. The motor vehicle may be used by railroads to im
prove their ~n rail operations; it may be used by in
dependent operators or groups in Competition with rail 
transport; or it may be employed by railroads themselves 
for the purpose of engaging in a general. motor operating 
business- The highest degree of ro-«dination is involved 
in the fu.st case. 

3. The greater the railroads' participation in motor 
transportation the greater may be the extent of co-ordina
bOIL Rail-motor ro-«dination can best be aa:omplished 
through use and not through restrictiolL Thought should 
run along the line of rails 11M motors; not rails 'Versus 

moton.. 
4- The rail and motor should co-ordinate more es

pccia11y at points where railroad operations are most 
limited and apansion most diflicult and rostly; namely, 
in urban areas- A romprehensite use of the motor at ter
minals will relieve die railroads of various forms of 
rostly and delayed service, such as trap car servia: and 
movements that require excessive switching, as well as a 
artain amount of lighterage and car floating in port 
cities. For transfer and consolidation of freight. the motor 
tnd, trailer, and demountable truck body are admirably 
suiteil 

5. Proper m-ardination of rail and motor to the de
gree of setting up effective pick-up and delivery servia: 
should in most ases relieve congestion in terminal dis
tricts; greatly increasing the capacity of certain freight 
stations and permitting the elimination of othen.. Store-' 
door delivery, however, is not to be regarded as a 
panaa:a. 

6. In the unification of freight terminals or steps lead
ing thereto, the truck can play an important part in in-
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creased flexibility of operation. Unification in practically 
all cases is necessary for flexibility and expeditious ter
minal handling of goods at low costs to public, shipper, 
and carrier. 

7. To secure the fullest benefit from co-ordinated 
rail and highway transport, there should be utilized and 
further developed practical auxiliary equipment along 
the line of containers, demountable truck bodies, and 
trailers. This would permit efficient handling of unit ship
ments. 

8. The bus can be used to replace certain unprofit
able branch line passenger service as well as that of local 
main line trains. The use of the motor will permit the 
pruning of railroad equipment and facilities, including 
stations and general structures, and create a great saving. 
Bus lines often serve a class of people who might not be 
able to travel by rail. • 

9. More extended use can be made of the motor to 
replace way-freight and peddler trains, and to consoli
date freight at zone stations. 



PART VII 

OTIlER TRANSPORTATION AGENCIES 



CHAPTER XXX 

OIL AND GASOLINE PIPE LINES 

Pipe lines constitute a unique specialized transporta
tion system developed by the petroleum industry for 
its own use. They serve the oil industry in three ways: 
( I) by assembling crude oil at central points for storage 
or shipment to a refinery; (2) by trunk line shipments 
of crude oil to refineries or marine shipping terminals; 
and (3) by long distance shipment of the principal re
fined product, gasoline, from field refineries or tide
water refineries or tank terminals. The "gathering" line 
pipes are laid on top of the ground and the common 
sizes are two, three, and four inches in diameter. The 
pipes of the trunk lines, commonly six to eight inches 
in diameter, with a tendency in recent years toward 
larger dimensions, are buried in the ground below the 
freezing level 

The railroads also engage in the movement of crude 
oil to refineries and of the various refined products to 
central distributing markets and widely scattered points 
of consumption. The present competitive situation is 
that pipe lines do virtually all of the gathering of crude 
and the great bulk of the overland moving of crude to 
refineries, while the larger part.pf the movement of re
fined products from refinery to retail distribution is by 
railroad tank car. Railroad pre-eminence in distributing
refined products has been affected by truck and barge.
line competition, and more recently by the building of 
pipe lines for gasoline. , 

The pipe-line mileage of the country is equal to al
most 50 per cent of the railway main track mileage. Oil 

701 
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pipe lines measured III,160 miles on May I, 1931,' of 
which 58,020 consisted of trunk lines, and 53,640 of 
"gathering" lines. Gasoline lines (August I, 1931) to
talled 3,210 miles.' Thus pipe-line mileage equalled 
45 per cent and the longer gasoline lines 1.3 per cent of 
the railway mileage of the country. Pipe lines are found 
in only 24 states, and 95 per cent of their principal mile
age is in 12 states. The important trunk line mileage 
radiates out from the Gulf ports to the oil fields of New 
Mexico, Texas, Oklahoma, Arkansas, and Louisiana, 
and extends in a broad sweep northeastward from Kan
sas and the aforementioned oil pools across the states of 
Missouri, Iowa, Illinois, Indiana, Ohio, and Pennsyl
vania. The pipe lines of California constitute an entity 
in themselves. 

I. DEVELOPMENT OF THE SYSTEM 

The development of pipe lines was an integral part 
of the growth of the petroleum industry. The first oil 
well was drilled in Pennsylvania in 1859, and pipe lines 
appeared shortly thereafter. They were destroyed by 
teamsters, thousands of whom had developed a profit
able business hauling oil to the nearest railroad. The 
matter culminated in the "Battle of the Teamsters" 
when the militia was called out. The first successful 
pipe line, four miles long, began operations among the 
oilpools of western Pennsylvania in December 1865. 

In the earliest days of the industry the principal prod
ucts were kerosene and lubricants, and refining was 
done almost entirely near the wells. In 1875 a four
inch line 60 miles long was laid to Pittsburgh, and the 

1 U. S. Bureau of Mines, Reuase No. 10,9</5-
! Bureau of Mines, Technical Paper No. S J 7 
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development-of pipe-line const:nJction increased rapidly 
after 1876, together with the location of refineries near 
such large consuming markets as Cleveland, Pittsburgh, 
BuHalo, Baltimore, Philadelphia, and New York. 

Crude oil for these market refineries was gathered by 
pipe lines and then shipped over the railroads. The Erie, 
the New York Central, and the Pennsylvania railroads 
competed actively for the business through their 
branches in the oil fields. Even then Standard Oil in
terests were obtaining freight rate rebates of 40-50 per 
cent on crude oil and 25-45 per cent on refined products.' 

In 1874 a combination including a number of pipe 
lines was formed by Pennsylvania Railroad interests. A 
contest ensued with Standard Oil interests, who pres
ently acquired all of the Pennsylvania Railroad pipe 
lines and refineries. Although the first important trunk 
line was built by a group of independents in 1878 (the 
Tide Water Pipe Co., Ltd., line from the Pennsylvania 
fields to the Atlantic Coast near New York), the Stand
ard later seCured an interest in the line. 

The Standard then organized a number of additional 
pipe line companies, many of which are still operating. 
Among these were the National Transit Co. in Pennsyl
vania in 1881; the Buckeye Pipe Line Co. in 1886, to 
reach the new Lima, Ohio, field; and the Indiana Pipe 
Line Co. in 1891, to connect this field with its.Whiting, 
Indiana, refinery (built in 1890; the first refinery int!te 
Chicago district). In the late eighties or early ilinetieS" 
the South West Pennsylvania Pipe Line and the Soutli-' . 
em Pipe Line Co. built a trunk line to the Atlantic 
seaboard; the Northern Pipe Line Co. and the New 

• RIfOr1 .f C......uno- .f cort-i-. '9°7. Pt. I, pp. 347-4L 
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York Transit Co. built a line to the Atlantic coast, and 
the Eureka Pipe Line Co. built lines into West Vir
ginia. In 1891 Pittsburgh interests built a trunk pipe line 
to Marcus Hook, Pennsylvania; this became a part of 
the Standard system in 1895. 

Thus by 1892 (the date of the first automobile) there 
were numerous pipe lines, mostly six inches in diameter, 
and aggregating 3,000 miles in length, connecting the oil 
pools of western Pennsylvania with refineries in Eastern 
cities. With the major pipe line systems in the hands of 
Standard Oil, which also controlled over 90 per cent 
of the refihing business, producers had to sell their oil 
to a single company. The railroads in the oil region 
commonly discriminated against independents in rates 
for crude and refined products through rebates given the 
large shipper not only on his own shipments, but also on 
those made by the independents. 

The struggle of one group of independent producers 
of the Bradford, Pennsylvania, district, against Stand
ard interests and the railroads is one of the epics of the 
industry. Organized in June 1891, they had a crude 
oil line from Coraopolis to Oil City and Titusville in op
eration by January 1893, but it took them ten years 
more to get their line to tidewater. They desired twin 
lines, one for crude and one for refined oil. When the 
line reached 'Williamsport, they began shipping over the 
Reading Railroad; this carrier first accepted their traffic, 
then reversed its policy, not wishing to disturb its rela
tions with its chief oil shipper. The Erie Railroad sent 
an armed party to prevent the crossing of its right-of
way at Hancock, New York, despite a prior understand
ing. Nevertheless, the line was put through to \Vilkes
Barre in 1893, whence oil was shipped over the Jersey 
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Central. A million-dollar war chest to aid refiners in 
the ensuing price war was formed in 1895 as the Pure 
Oil Company. The line was taken south to Marcus 
Hook, Pennsylvania, and the first export cargo was 
loaded in May '1901. 

Prior to 1900, as muCh as 96 per cent of oil produc
tion was east of the Mississippi. Between 1901 and 1930, 
66 per cent came from west of the Mississippi; and in 
the year 1930 four states, Texas, Oklahoma, Kansas, and 
California, together produced 86.5 per cent of all the 
crude oil in the United States. The first pipe lines in 
Kansas were laid down in 1903, and shortly thereafter 
were extended to Missouri and Oklahoma. By 1905 
Kansas City was connected with Eastern pipe lines. In 
1909-10 an extension across Arkansas gave connection 
through the Oklahoma Pipe Line Company and the 
line of the Standard Oil Company of Louisiana with the 
latters refinery at North Baton Rouge. By 1914 the 
Gulf Oil refineries at Fort Worth and Port Arthur were 
drawing oil from the Mid-continent and Gulf (or 
coastal) fields of Texas and Louisiana. On January I, 
1914 there were five major companies operating in the 
Mid-continent field having total trunk lines of 6,059 
miles, and total gathering lines of 3,956 miles.' 

A few short pipe lines were constructed in California 
in the nineties, but the rapid development «U11e with 
the opening of the San Joaquin ValIey wells ~hortly after 
1900. By 1919 there were five companies operating ih 
California with lines extending 2,439 miles. Since 1920 
the California mileage has more than doubled, and the 
area covered has been greatly widened. Whereas prior 

• Federal T",de CommissioD, Pip. LiM T,.,.".,., 0/ P ..... ku .... 
19·6. 
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to 1920 the principal movement of crude oil had been 
by pipe line from the Mid-continent field across the 
Central Western states, the swift rise of production in the 
Los Angeles basin in 1923 created a flow of cheaper·oil 
to Atlantic coast refineries, and replaced a large part of 
the crude previously drawn from the Mid-continent 
field. The Eastern group of pipe line companies suf
fered successive losses of traffic as a result of large ship
ments from the Mexican field in 1920-22, the use of 
California oil in Eastern refineries beginning in 1923, 

-and the growing volume of tanker shipments from the 
Gulf during the last few years. 

The development since 1920 has been part of the 
growth of large integrated oil companies, both Standard 
and independent, distributing refined products over a 
wide area. Many companies have set up comprehensive 
transportation systems of their own, combining pipe 
lines, tankers or barges, and trucks. In the rise of sev
eral of the large independent oil companies, they first 
obtained advantageous production in the new fields as 
they were developed, and built pipe lines to the al
ready existing transcontinental or Gulf coast lines, and 
shipped over these common carrier lines or the rail
roads to refineries which they established in the princi
pal markets. With the numerous oil discoveries in re
cent years there came adequate oil reserves for all, and 
the competition shifted to the development of markets. 
The great growth of industrial, public utility, railroad, 
marine, and, especially, automotive uses for oil and its 
products had enormously increased the demands on the 
oil industry, and the various oil companies secured dif
ferent positions in serving this market. 

Gasoline pipe lines are the latest specialized trans-
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portation service developed by the oil industry. While 
pipe lines have been used to move refined oil and gaso
line to tidewater shipping terminals for years, it is only 
recently that they have been utilized in distributing gaso
line to marketing points. On February I, 1930, the Tus
carora Pipe Line Co. (Standard Oil Company of New 
Jersey controlled) began transporting gasoline inward 
from the Bayway refinery on New York harbor; pre-

Year 

1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 

GR.OWTB or INTERSTATE PIPB UBES1 1921-1931-
(Dollar figum; in thousands) 

MiJesb Investment Operating Net I Dividends 
Revenues Income Declared 

55,260 $365,000 $115.900 $34,400 $32,096 
57,349 382,300 128,100 S8,S68 ' 57,121 
64,760 432,100 131,200 62,639 42,962 
68,185 496,200 146,900 72,234 41,151 
70,009 511,100 164,600 88,495 72,209 
72,846 539.400 173,100 80,401 50,929 
76,070 609,400 195,600 93,239 74.131 
81,676 659,100 222,100 117,206 80,897 
85,796 741,000 251,400 142.216 125,314 
88,727 772,700 237,900 123,741 132,826 
93,090 845,050 222,900 120,738 125,281 

• Interstate pipe lines reporting to Interstate Commerce Commission, 
Sld/islieJ of RAi/fIJ4:/l. 

b Trunk and gathering lines operated. 

viously it had been solely a crude oil pipe line. Since then 
gasoline lines from tidewater refineries have been built 
by Socony-Vacuum in New England; by Sun. Oil Co. 
and Atlantic Refining Co. through Pennsylvania-,to 
Pennsylvania-Ohio-New York, and Pennsylvania points, 
respectively; by Phillips Petroleum Co. northward from 
the Mid-conttnent field to Wichita, Kansas Cty, and St. 
Louis; and by a group of six oil companies from their 
Mid-continent refineries to Omaha, Minneapolis, and 
Chicago, with other extensions in prospect. 
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The growth and financial condition of the interstate 
pipe line industry (oil and gasoline) is shown by the 
preceding table. 

As was already indicated, the total pipe line mileage, 
including intrastate lines, is 1 Il,160. There are no pre
cise data as to the ton mileage of pipe line traffic; but the 
Bureau of Railway Economics has made a rough estimate 
for 1928 of about 30,000,000,000 ton miles.' It will be 
seen from the table that the industry is very profitable 
and was not affected severely even in the depression year 
193 I. This is of course attributable to the well sustained 
demand for oil and gasoline. 

II. REGVLATION 

The interstate pipe lines were made common carriers 
by the Hepburn Act of June 29, 1906. They were placed 
under the jurisdiction of the Interstate Commerce Com
mission, which requires such pipe line companies to file 
financial and statistical reports upon a standard form. 
These reports are public records. 

A change in the control of pipe line companies re
sulted from the decree of the Supreme Court on May 
15, 19 II, dissolving the Standard Oil Trust. Stocks 
of the pipe line companies were distributed ratably to 
the shareholders of the old Standard Oil Company of 
New Jersey, beginning December I, 191 I. 

The Interstate Commerce Commission then initiated 
formal proceedings to require the common carrier pipe 
lines to file schedules of rates charged. Decision was 
rendered in this case June 3, 1912, and orders were is
sued to the common carrier pipe lines to file their rate . 

• Bureau of Railway Economics, An Economic SUNJ61 o/lnLmJ W4-
Jerway T,..nJ1orI41;Otl in lire UniteJ Statu, Special Srries 56,1930, p. :z8. 
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schedules with the Commission on or before September 
I, 1912. This order was carried through to the Supreme 
Court in order to establish the authority of the Com
mission in the matter. The decision was rendered June 
22,1914, in what are known as "The Pipe Line Cases.''' 
The interstate pipe lines were declared to be common 
carriers in fact, with the single exception of a private line 
connecting oil wells in Oklahoma with a refinery in 
Kansas. 

No interstate common carrier business had been done 
by any of the companies operating in the Mid-continent 
field prior!. to the Pipe Line Cases decision, although 
both the Texas Co. and the Gulf Oil Co. pipe line sys
tem had published tariffs soon after the passage of the 
Hepburn Act. Prior to this decision the Prairie Pipe Line 
Co. had refused to act as a common carrier. Soon after 
the decision, however, it issued tariffs in conjunction with 
connecting lines for shipments to the refineries east of the 
Mississippi River. The Oklahoma Pipe Line Co. had al
ways acted as a common carrier for intrastate shipments 
under the Oklahoma state law, but prior to the decision 
Prairie Oil and Gas was the only shipper over its lines. 

Even when tariffs had been filed with the Interstate 
Commerce Commission, the use of the Standard Oil pipe 
lines by independent refineries was precluded in most 
cases by the size of the minimum quantity required for 
shipment, and consequently the lines continued to sqve 
only Standard refineries, This situation was attacked in 
1922, and a Ioo,600-barrel minimum requirement was 
ordered reduced to 10,000 barrels to two points in Penn
sylvania. In this case' the rates were found to be reason
able, but the minimum tender was reduced . 

• ')4 U. S. S48. 
, BruMn4 Bros. vs. Pmmyl(1(mia Pip. Lim Co., 61 I.C.C:. 4-58. 
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The Commission stated in a letter to the House Com
mittee on Interstate and Foreign Commerce: 
This is the one and only occasion on which the Interstate Com
merce Commission has been asked to regulate these rates and 
charges. The Commission has prescribed accounting regulations 
for pipe line companies, secures periodical reports from them, 
and has required them to file published schedules of their rates 
and charges. 

I. Rebates and discriminations in the oil industry. The 
history of pipe lines touched on conditions prevailing in 
the transportation of both crude petroleum and its refined 
products during the late 70's and early 80'S. The Stand
ard Oil interests controlled pipe line transportation, and 
secured price advantages over its competitors in railroad 
transportation. Local discrimination in freight rates and 
the practice of giving reba~es to large shippers were com
mon in all industries at this time. Although the enact
ment of the original Act to Regulate Commerce in 1887 
was intended to provide federal regulation of railroad 
rates, the authority and jurisdiction of the Interstate 
Commerce Commission was not definitely established for 
some years, and discriminatory practices continued. 
Those used in the petroleum industry included rebates 
and allowance of fictitious claims; blind billing and false 
waybills; lower rates for tank: car shipments; and dis
continuance of prorating by connecting railroads. 

2. The "Commodities Clause." According to the 
United States Supreme Court the Commodities Clause 
has for its object to prevent carriers engaged in interstate 
commerce from being associated in interest at the time 
of transportation with the commodities transported.' 
When this section of the present Interstate Commerce 
Act was being drawn, the inclusion of pipe lines with the 

-231 u.s. ;16. 
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railroads under its provisions was considered; but as 
finally enacted May I, 1908, the Commodities Clause 
covered the railroads, but specifically excepted all pipe 
lines. Common carrier status was enforced upon oil pipe 
lines, but not upon gas and water pipe lines. The 
specialized nature of pipe line carriers was obvious then, 
and the' struggle of "independent" oil interests to free 
themselves from railroad discrimination by means of 
pipe lines was still fresh in the legislators' minds. 

More recently there has been renewed agitation for 
the application of the Commodities Clause to pipe 
lines. Under date of November 20, 1930, the Associa
tion of Railway Executives issued a "Declaration of 
Policy" suggesting, among other means of equalizing 
competition between the railroads and other transpor
tation agencies, "that pipe line common carriers be sub
jected to the same restrictions as to the transportation of 
commodities in which they are interested, directly or in
directly, as the railroads now are." This would mean 
that no oil company could own a pipe line, and that 
private capital would have to take over, or develop 
anew, this specialized transportation service. 

On January 29,1931, Congressman Hoch introduced 
a bill proposing to amend the Commodities Clause so 
as to make it applicable to "any common carrier subject 
to the provisions of this, the Interstate Commerce Act," 
rather than just to a "railroad company." At the. hear
ings on this bill on February 17 and 18, 1931, some of 
the so-called independent oil companies produced wit
nesses, who offered in testimony the fact that large-scale 
production, continuous modernization of refineries, and 
development of markets to the point which justified the 
erection of lines gave large integrated companies an 
advantage over small independent producers. 
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The Interstate Commerce Commission had been asked 
to review the bill, but replied that it did not possess 
sufficient information to express an opinion as to whether 
pipe line conditions called for the application of the 
Commodities Clause; that while it had limited jurisdic
tion over pipe line carriers it had had little occasion to 
exercise this authority. Partly in the light of this situa
tion the House Interstate and Foreign Commerce Com
mittee, to which the Hoch bill was referred, instituted 
an investigation of pipe lines by sending questionnaires to 
all the pipe line companies to elicit information as to 
control, traffic, and charges. As yet the results of this in
vestigation have not been published. 

3. State regulation. Regulations applicable to pipe 
lines have been examined in 14 states· having the prin
cipal pipe line mileage of the country (970% of total 
trunk line mileage as of May I, 1931). All but four 
have declared oil pipe lines to be common carriers. West 
Virginia, Missouri, and Wyoming regulate them as they 
do common carriers by including them in their public 
utilities acts. Indiana has no specific regulations for pipe 
lines except that the right of eminent domain is given 
to them as such. In every state, pipe line companies have 
the right of eminent domain. In Texas and Oklahoma 
this may be exercised only after a written acceptance of 
common carrier status has been filed. In Illinois a cer
tificate of convenience and necessity must be procured. 

The regulating body with general powers of super
vision and control is the railroad, public service, or pub
lic utilities commission, except in Illinois where it is the 

• Ten!, Oklahoma, Pennsylvania, Ohio, Kansa~ California, West 
Virginia, Missouri, Illinois, Louisiana, Indiana, Kentucky, Arkansas, 
and Wyoming. 
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Commerce Commission and Oklahoma where it is the 
Corporation Commission. Oil pipe lines are not specifi
cally subjected to the'Railroad Commission of Kentucky 
or the Public Service Commission of Indiana. Among the 
specific powers of the regulating body is the power to fix 
rates after hearings on its own motion or on complaint. 
The power to require such reports, accounts, and in
formation as the commission sees ,fit is specifically be
stowed in every state except Texas and Arkansas where 
it would seem to be included in the commission's gen
eral powers. The laws of Ohio, Kansas, California, Illi
nois, and Wyoming specify that annual reports shall be 
made. Those of ,California and Louisiana require that 
reports made to the commission shall be kept confiden
tial. In Illinois reports are published unless the com
mission withholds them, and in Ohio the commission 
may withhold them for a "reasonable" length of time. 

III. COMPETITION BETWEEN RAILROADS AND PIPE LINES 

The extent to which pipe line companies compete with 
the railroads is shown by the following table, which 
gives the revenues received by Class I railroads from 
oil traffic, crude and refined, and the revenues received 
by pipe line companies reporting to the Interstate Com
merce Commission for the years 1928- I 93 I :'. 

Railway Pipe Line 
Year Revenues Revenues 

1928 $357,000,000 $222,000,000 
1929 380,000,000 251,000,000 
1930 367,000,000 238,000,000 
1931 318,000,000 223,000,000 

• Pipe line revenuC$ from SI4IU';CS of Railw."s; railway revenues 
from Interstate Commerce Commission, Freight CommoJ;I1 Statistics. 
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The pipe lines move the great bulk of the crude oil; 
for example, in December 1932, tank car movements 
constituted only 2.6 per cent of domestic refining re
ceipts. Conversely, the railroads move most of the re
fined products; the pipe line movement of gasoline for 
the year 1932 (which was double that of 1931) being 
only 7.4 per cent of the total refinery production. 

The data are not readily available with which to make 
a satisfactory comparison of railway and pipe line rates 
for. identical services. Railroad rates for the long haul 
of crude oil from Mid-continent points to Eastern mar
ket refineries are approximately double those charged 
by pipe lines. Such rail rates are "paper" rates in the 
sense that they are probably very high. For some of 
the shorter hauls from the Texas fields to Gulf coast 
points, the railway rates are only about 50 per cent 
higher than pipe line rates. Since 1920 there have been 
a number of reductions in trunk pipe line rates; and the 
differential between pipe line and rail rates is now 
greater than it was before the war. The rate structure 
investigations conducted under the Hoch-Smith reso
lution covered, among other things, rates on petroleum 
and petroleum products. The rates on refined products 
agreed upon by the majority of the Commission were 
referred to by Commissioner Eastman, in a dissenting 
opinion as setting maximum rates, the thought being 
that if the railroads really wanted the oil industry's 
traffic they would do well to establish competitive rates 
well under these levels.u 

The pipe lines have exerted a considerable influence 
on rail rates by controlling shipments of crude oil and 
gasoline. The effect of this significant development has 

"171 I.C.C. %86; and 171 I.C.C. 11 .. 
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been to influence not only the rates on rail movements of 
petroleum and its products but also the rates on bitumi
nous and anthracite coal, which are competitors, in IIlllny 
respects, of petroleum products in both industrial and 
domestic markets. At the present time efforts are being 
made to procure a schedule of rates in Southwestern ter
ritory which will enable the railroads more effectively to 
meet severe competition which they are encountering 
from pipe lines and trucks. 

Nor is it possible to compare the relative costs of pipe 
line and railroad transportation. On the one hand it is 
impossible to allocate railroad costs specifically to oil 
traffiC; and on the other hand pipe line costs vary so 
widely that it is impossible to give an average that is 
significant. Inspection of the detailed reports of inter
state pipe line companies indicates wide cost variations. 
Three items, however, always make up the bulk of the 
investment total. In order of importance they are pipe, 
construction, and station equipment, which together ac
count for from 70 to 85 per cent of the total. 

As compared with railroads, the costs of pipe line op
erations are relatively low mainly because of the sim
plicity of the operations and the comparatively small 
number of laborers required. The ratio of employees' 
compensation to operating expenses in 1931, for ex
ample, was 65 per cent on the railroads as compared with 
38 per cent on the pipe lines. The wages per employee, 
howeve£i differ only slightly. In 1930,. the. average 
amount earned per employee on the railroads was 
$1,714 and on the pipe lines $1,844. The relatively high 
wages of pipe line employees are doubtless attributable 
to the relatively high proportion of skilled workers. The 
pipe line companies, like the railways, are subject to 
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property taxation on both fixed structures and equip
ment, and to corporate income taxes. The comparative 
weight of pipe line and railroad taxation is indicated in 
Chapter Xl. 

The pipe lines are the only form of transportation 
other than the railways which does not receive annual 
subsidies £rom the government; nor have they at any 
period received land grants. 



CHAPTER XXXI 

AIR TRANSPORT 

Although air transport is not at present an important 
part of the national transportation system, it is grow
ing rapidly enough to be worthy of careful study. This 
chapter will be devoted to a survey of the present scope 
of air transport, to a discussion of the various ways in 
which its development has been aided and regulated 
by the federal government, and to a consideration of 
the steps which should be taken to make it an efficient, 
self-supporting part of a co-ordinated national trans
portation system. 

Expansion of air transport in the United States has 
been rapid since 1926. That year witnessed the estab
lishment of the Aeronautics Branch of the Department 
of Commerce, and the beginning of its efforts to provide 
airways and aids to air navigation. The year also marked 
the establishment of the first domestic contract air mail 
routes. 

From the beginning certain air mail carriers offered 
passenger services, at first in air mail airplanes, later in 
special equipment and on special schedules. Passenger 
air transport services independent of mail contracts be
came increasingly numerous in 1927, 1928, and 1929. 
The security markets of the period were favorable to the 
flotation of aviation issues; two aviation holding com
panies interested in air transport were created, each qp'i
talized at more than $50,000,000, Aviation Corporation 
and United Aircraft and Transport Corporation. 

The year 1930 witnessed the collapse of the aviation 
boom. The Post Office Department had already been 

717 
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seeking legislation designed to place air mail service on 
a more stable basis; the legislation sought in 1930 was 
broadened to include aid to distressed passenger air serv
ices. Legislation was obtained in the form of the so
called Watres Act of 1930, by which four-year air mail 
contracts were replaced by ten-year air mail route cer
tificates, the compensation for mail carrying was changed 
from a poundage to a mileage basis, and the Postmaster 
General was given authority to determine the compensa
tion for the transportation of air mail. Air mail carriers 
have since been required to furnish passenger service, 
and air mail and passenger routes have been greatly ex
tended. 

I. SIZE AND ORGANIZATION OF THE INDUSTRY 

The accompanying map' of air passenger transport 
routes in the United States indicates the geographic scope 
of the industry. The air transport routes in the United 
States totaled 28,550 miles at the end of 1932, of which 
27,458 miles were traversed by passenger service, 
25,593 by mail service, and 27,058 by express service. 
Airplane miles scheduled daily averaged 132,476, in
dicating an average frequency of service of more than 
twice daily.' Miles flown by domestic scheduled air trans
port in 1932 exceeded 45,000,000. Transport airplanes 
to the number of 407 were in domestic use on June 30, 
1932; pilots numbered 481, co-pilots 166, mechanics 
and riggers 1,488, hangar and field employees 954, 
and office personnel 803; a total of 3,892.' The capital 
privately invested in air transport probably amounted 

t Supplied by the Aeronautjcs Branch of the Department of Commerce. 
:I Air Commerce Bullet;", Jan. ], 1931, Vol. 4, p. 13. 
-Information from the Depal'tlmnt of Commerce. 
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to at least $ 50,000,000, although information on this 
point is difficult to obtain. 

Tl!:. business.entities ~hich make \lE-!h~s
port mOustrya!:~~~~~ivided i.n~ two classes, the 
air maitcarriers and the non-mail carriers. Tne disiinc
tionbelweendie two classes IS Important, because almost 
no generalization E~9rting to apply to both classes at 
operafciismay safely be macic;. - .. -- . -. .-. -..---.-

The air mall·carriers as·;1 grO\I.ILll.!:~ older, larger, and 
more stable tnantne non-m~il carriers. Air mail route 
ceftrflcates -ii-e· much in the natur~ of fra.nc~ises; thei 
confer. a lilllited _!l1onopoly, security of tenl!r~.L and a 
reasonablyassuredjnC;Q.m~.These advantages account 
for the fact that no air mail. route has been abandoned 
by the carrier since 1927; since that date air mail car
riers have passed out of existence only through mergers. 
Of these there have been many. 

The present air mail carriers are ten in number. Four 
of these are of dominant importance: United Air Lines, 
Transcontinental and Western Air, Inc:-, l\:maicanAi!'"
·w~~EllsternAirTran;p().rt. Each of the first three 
named operates a transcontmental system; Eastern Air 
Transport operates a north and south system between 
New York and Miami. The other six air mail carriers 
are the following: 

Western Air Express 
Northwest Airways 
Transamerican Airlines Corporation 

(controlled by American Airways) 
Pennsylvania Air Lines 
National Parks Airways 
United States Airways 

TheJl.~~g~_lli.t:-JnmsPQ.rt operators with no plail. 
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contracts persist as a group, but the existence of ~-
di~~embers _ 0 ___ .e gr~ has_be.!.ILPr~.gI.Jlous. 
Non-mail passenger air traJiSport companies have orig
inated since 1924 and ceased operation, merged, or,be
come mail carriers, as shown in the following table: 

MOaTALl"IT 01' NOH_MAIL PASSENGo. &IlUIfES-

Stopped. M~ or Became 
Operating 

Year Number 
Mail 'er 

January 1, 
Started S.arted 

Is. I 2nd I 3rd I 4th I 5th 1933 
Year Year Year Year Year 

---:----
1925 1 0 1 0 0 0 0 
1926 2 1 0 0 0 1 0 
1927 4 2 0 1 1 0 0 
1928 10 5 4 1 0 0 0 
1929 21 7 6 5 1 - 2 
1930 19 6 4 3 - - 6 
1931 13 6 3 - - - 4 
1932 7 2 - - - - 5 

To.al I 77 I 29 18 11OJ-2--1-1--
17

-

• DoMes'" Air NnlS. May 30, 1929, p. 8; June 15, 1929, pp. 9-10. Jwo
"'Jlli~s BMlkti" No. t, Mar. IS, 1928, p. 7. Air CommefTe Blilldi", Dec. 2, 
1929, p. 4; Dec. 16, 1929, p. 14; July 1,1930, Vol. 2, pp. 11-13; Dec. 1,1930, 
Vol. 2, pp. 281-83; Apr. 1,1931, vol. 2, pp. 493-96; May 2,1932, Vol. 3, 

rzs~f:~~e ':bi:tisb::~ri=ti~n:~:e,i!:!~ ~h~9~;p~;;tP~r 
Commerce may never have obtained a record of some of the early companies; 
also it is frequently impossible to obtain accurate information as to the time 
operation ceascd. 

The number of years of operation refers to calendar 
years; that is, carriers ceasing operation during the calen
dar year of beginning are included as stopping during 
the first year, and so on.. • " 

Non-mail passenger airlines operating at the end of' 
1932 are shown in the table on the next page. 

The development of air express services should be 
noted. The present volume of traffic is negligible in 
amount, but growing rapidly. Certain air mail carriers 
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have long co-operated wit~_the Railway Express Agency_ 
to proVioe-fa:ciIltliS fOrhandIlngair express. Two new -
air express organizations have come into existence dur
ing the past few months. One organization, known as 

NON.MAIL PASSENGER AIRLINES, JANUARY 1, 1933-

Name 
Year Airway A~:::e 

Started Mil .. Scheduled 
Daily 

Bowen Air Lines ......... ..... 1930 1,028 2,596 
Braniff Airways . ............. 1930 2,007 4,004 
Commuters Air Se"ice . ....... 1932 24 192 
G. & G. Airlines Co., Ltd .. ..... 1930 128 768 
Gorst Air Transport . .......... 1929 15 330 
Hanfords Tri-State Air Lines . .. 1932 240 480 
Inter-City Airlines, Inc .. ...... 1932 79 316 

~3f:;~~A~rlin~7:;~.', " " ~ : : : 1929 259 1,040 
1930 355 4,890 

Martz Airlines, Inc •. .......... 1930 323 646 
Maine Air Transport Co., Inc .. . 1932 30 60 
Rapid Air Transport, Inc .. ..... 1930 644 1,288 
Reed Airline ................. 1931 124 248 
Seattle-Vancouver Airways . ... 1932 123 246 
Varney Air Service, Ltd .. ...... 1931 435 3,988 
Wllmington Catalina Air Line . . 1931 31 310 
Wyoming Air Service, Inc .. .... 1931 476 952 

Total ................... 6,321 22,354 

• .Air Commnu Blii/elin, jaD. 3, 1933, Vol. 4, pp. 328-31, and information 
obtained from the Department of Commerce. Airway mileage duplicat:ol1l 
were Dot eliminated. 

General Air Express, provides the interchange frame
work for several air mail and other carriers; pick-up 
and d~lj~ry service i(?rovided b~~l Ielcgraph
messen~ organization, Air Express Cor
po;.won, is a full-fledged transpo!!-CQ.I!!~~Y devoted 
only to air exp~whlch It transmits between New York 
and Los Angeles in sealed airplanes. 
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II. ECONOMIC CHARACTERISTICS OF AIR "TRANSPORT 

Two economic characteristics of air transport are espe
cially wortllYof note: (I) the industry is one in which 
larger size-Is ordinaruy acromparued by lower cost; (2) 
the indUStrY-iS-one mwnlch-rapia technological change 
is still in procesS: - -. "-. . --- "". 

Lower" cost accom£!l!!L~J:l,rger si~e_in air transport 
because ·th~jilcI\l~tn'j§.!!.o~~~l]i~l!.~tili:zeaca
p~~~-. 

Some element of unused cap!l~ity is J1!!'sent in~most Eery 
cosriilCurred 31.._the small airJin...!', induding costs for eyeO' 
JcliiiroreifuTpment and g'!"ade of personnel. These wastes are 
progressiv:l.r.re.duced as the scale of operation tncreases. ~ 
auseny unused ••• space is glaring up to the point of the 
maximum attainable utilization of the minimum of capacity 
which can be scheduled. As the number of trips daily is in
creased, economy results from the larger number of /lying 
hours per airplane and pilot, and from the lower proportion of 
reserve equipment and /lying personnel. When trips are sched
uled at close intervals, the frequency can be adjusted to volume 
of traffic, and a greater proportion of the capacity scheduled 
can be utilized. Finally, when traIIic increases to the point 
where several airplanes are dispatched simultaneously on each 
/light, only the last will/ly with a partial load! 

Possibly the practical limits of these economies will be 
reaChea:-wli.ef!.:.1.Q--E~~L~!planes move oveitne 
airwaYs at ten-minute intervals. That amount of traffic 
is miny ye.a~fUture, particuIarlyOii'"ilrWaysof 
comparatively light traffic density. Meanwhile, the cost 
situation is such that co~tition between airlines "~r= 
ating oveLih~.§a~~ .fJ)utc..appc;ariilrjdesn:able. 

The ~pportunities of the airplane as a vehicle are con
.. Paul T. David, "Federal RegulatioD of Airplane CommOD Cu

rien," JoUNllll of Lmul tmil P.JJli& Utility EcotuJnUcs, Nov. 1910, VoL 
6. pp. 359-71. Reference may be made to this source for a more com
plete anaJysiI. 
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stantly being widened by research and progress in de
sign. The fundamental characteristics of the airplane 
have undergone little fhange in sOllle_years, but the con
stant pressure for improyed perfosmaru:e-~ hringiDg 
for~h results which are at times startling. Four fields of 
researCii are of special importance: aerodymimics,engine 
design; structures and materials, ano -prootems of air 
navigation. M--,:!ch- -is still eXEe~QrnJ~earch seek
ing'to rriirumize the drag of each component part of the 
airp!ane1 and to'reduce-ihe drag resulting,from aero
aynamic interference between the ~ts. "Large drag 
reductions even for the mo~t efficient existing airplanes 
still appear to be possible.'" 

In the field of engine design, phenomenal increases 
in power output per unit of engine displacement are be
ing obtained by the use of super-chargers, the more per
fect scavenging of exhaust gases in connection with fuel
injection systems, and the development of two-cycle 
engines. High-speed compression ignition (Diesel) en
gines promise much in the way of lower fuel consump
tion, and in the use of fuel of lower cost. Four different 
types of such engines are said to be under development 
here and abroad.· 

Problems in connection with air navigation are of great 
importance to air transport, and remain in large part un
solved. Blind or instrument flying through clouds and 
fog passed from the experimental to the routine stage 
only recently; the landing of airplanes in thick fog is 
still decidedly in the experimental stage, although meth
ods of some promise have been devised.' Such methods 

• See National Advisory Commiuee for Aeronautics, Annual Retort, 
191Z, p. 56 . 

• The same, pp. 56-59-
'The lame, pp. 34-3S· 
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when fully developed will require reliance on delicate 
instruments and also exceptional skill on the part of 
pilots, but without them air transport will remain 
weather-bound at frequent intervals. 

III. FACTORS INFLt'ENCING THE COMPETITIVE POSITION 
OF AIR TRANSPORT 

Air transport may be compared with other forms of 
transportation with respect to at least six criteria: cost, 
speed, safety, reliability, comfort, and convenience. In 
this section the present position of air transport in each 
of these matters will be summarized and the existing 
tendencies will be stated. 

I. Cost. Air transport is at present l!..highly costly. 
~~m of ~.!l~ortation. Exact statistics of cost are 3iffi
cult to obtain, but inlormation received from govern
mental agencies and individuals experienced in the 
industry indicates that costs as high as one dollar per 
~pa9.tLtQn_rn,ik§!i!L'?~c.u~· 'the costwvenmCIiiaes de
preciation and taxes. C~paqg ton-mile costs of 60 to 75 
cents are common; probably the lowest figures aClileved 
in air mail service are a little below 50 cents per capacity 
ton mile. The Ludington Line, possibly the lowest cost 
airline in the world oecauseotafavorii6Ie conjuncture 
of circumstanceS, ~eports a cost ohppf()liimat~tzAQ~ts , 
per capacitY.. tonlniIe:L.lfhedifferences in cost of opera
tion are prinopally-due to differences in managerial abil
ity, the frequency of schedules, the distance'. be,tween 
stops, the kind of terrain, and the type of airpl~,e used. 

The capacjty ton-mile costs indicated may' readily be 
• The cost indicated is that of moving a fullY' loaded one-totl air- } 

plane one mile i the "capacity ton mile" differs from the usual "ton 
mile" in that complete utilization of capacity i. assumed. 

-Information received from the company prior to its recent merger 
with Eastern .Air Transport. 
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changed to seat-mile costs by dividing by ten.'· ~ 
are then seen to range from four to ten cents per seat-
mile. . .. -' - - _... -"""-

.. ~ Actual passenger.mile costs may be obtained by ad
justing for the percentage of capacity which is utilized. 
Statistics compiled by the Department of Commerce for 
13' months ended October 31, 1932 indicate 41.57 per 
cent utilization of the passenger capacity provided by 
American air transport." During the fiscal year ended 
June 30, 1932, the comparable ratio for the passenger 
business of the domestic air mail carriers alone was 36.66 
per cent." The highest ratio for an air mail route was 
59.49 per cent." The Ludington Line, probably the 
highest ratio non-mail carrier, achieved a ratio of 64.5 
per cent during the year ended August 31, 1931, but has 
not been able to maintain this record." High percentages 
of utilization are likely to accompany low seat-mile 
costs; the reverse is also true. The range of passenger
mile costs is therefore much greater than the range of 
seat-mile costs. Passenger-mile costs in a few rare in
stances have been below seven cents, through low seat
mile cost and high utilization. The more common case 
of a seat-mile cost of eight cents and a utilization factor 

-It is the custom of the induttI'J to allow zoo pounet. for the aver
age g .... nger and baggage. 

Air Commerce BuUelm, Dee. IS, 1932, VoL., p. 296. U. S. for
eign air transport routes are included. 

U Information from the Superintendent of Air Mail Service. 
D From the ame lOurce. The lowest ratio wu not releued. One 

air mail carrier, National Parks Airway., is reported by the Depart
ment of Commerce as carrying an average puaenger load of .51 pu
leDger. Thit woul.d represent 14.5 ~r cent utilization of a four pu
senger airplane. A" Commerce Bullelm, Sept. I, J 932, Vol. 4, p. III. 

It Information received from the company. The recent lower ratio 
hal resulted from inability completely to adjust achedules to the decline 
in business resulting from the depression. 
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of 40 per cent yields a passenger-mile cost of 20 cents 
a mile. At the high cost end of the scale, passenger-mile 
costs have recently exceeded 50 cents a mile. Airlines 
operating under such conditions are maiD.tained in exist
ence only through federal aid in the form of mail con
tracts. 

Air transport costs have been coming down steadily 
during the past three years and will continue to do so, 
unless cost sacrifices are made to obtain speed. A capacity 
ton-mile cost of 35 cents seems within reach on several 
heavy traffic routes during the next five years. The small 
size of the air transport traffic unit facilitates the adjust
ment of capacity to traffic; utilization' factors of 60 to 
70 per cent should become common on the best routes. 
Unit costs of about five cents per passenger mile or fifty 
cents per ton mile are thus readily possible in the near 
future on the best routes. 

The distinction between air transport costs and air pas
senger fares should be noted. The previous discussion 
has been confined to costs, on the assumption that even
tually the fares actually charged will approximate the 
costs which in practice are incurred by the operators. ~ 
far t little relation between costs and fares. 

he non-mail carriers most. mvana y been 
fo.r:ce~.to. q\!oJ~fares below costin ordert<iobi:3.[iii:iifljc, 
wh..ile. ~.!he . .9§~.maa .taFners,- pai't. oL.t:b.e..£ost 
h~ be.t!n ~et!>YJheir income from ma;I,. 

Air passenger fares averaged 6.2 cents per mile dur
ing 1932, according to the Department of Commerce. 
These fares apply only to the distance between airports; 
some additional expense must usually be met by the pas
senger in connection with transportation to and from 
airports, but on the other hand, airline distances are from 
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10 to .~Q .Pl!LcenLshQ!:.t..erJ.hllJ1lh.e-mmparable..distances 
bLr.!\ilr9ad. Air passenger fares usually include the 
transportation nyo p!ll,u.!~s ~Daggage .ani! iJs()usually 
irlclude mea Is serYJ;.<i e!1. r()~lround tri.2.hres . .al.most 
invariably are 10 per cent less than twice the one; way 
fare.'fhepresenfpassenger fares biair and by rail with 
PiilTman service are compared for several sample routes 

, in the llccompanying table. 
Ant. AND RAIL PASSENGER FARES ON SELECTED ROUTES 

Distance 1ime Fare 
Route (In miles) (In houn) 

Air Rail Air Rail Air Rail 
I-

:Sew York-Chicago- 736 909 6l 18 ~ 47.95 ~ 51.70 
New York-Los Angdes- 2,626 3,111 261 lOS 160.00 152.40 
Sew York-Miami 1,210 1,348 141 29t 73.67 65.10 
New Y ork--.W ashington 204 227 2 5 12.95 10.02 
Fort Worth-Oklahoma 

Ciry 
San Francisco-Los An-

182 205 2 61 12.50 9.26 

geles 350 475 2t 12 18.95 21.54 

• Rail (are via extra (are trains. 

2. Speed. The high cost of air transport is balan~ed 
by_!h~ hlKl.!.~e~s-ifE!()vides..:During the' fiscal year 
1932, the average speed realized in practice by air mail 
carriers was 108.I miles per hour. The general average 
was held down by old type single motor airplanes used 
only in mail service; the average speed of tn-motored 
equipment was more representative of the passenger 
service offered and amounted to 114-4 miles per hour." 
Accurate statistics are not available for the non-mail 
carriers; in the main they operate two classes of air
planes: low speed tri-motors, cruising around 110 miles 

;as Information obtained from the Superintendent of Air Mail Service. 
The average is based upon time between stops, but ill aHected by time 
lost in landing. 



AIR TRANSPORT 

per hQur, and high speed single motor airplanes cruising 
from 140 to 175 miles per hour. 

The future of air transport speed is much in doubt. It 
seems unlikely· that new equipment will be purchased in 
the future unless capable of cruising at about 140 miles 
per hour; on this point there appears to be general agree
ment. With respect to higher speeds, well informed in
dividuals are in disagreement. Some hold that· speeds 
can be advanced to 175 miles an hour without increase 
in cost; others think a prohibitive increase in cost will 
occur, followed by a reaction to possibly 140 miles per 
hour.'· 

Large orders have recently been placed for equipmerit 
expected to cruise at more than 150 miles per hour, but 
it will take at least three years to raise the average of 
the industry to any such point. 

3. Safety. The speed of airJJlIlls\W'U'L@li be m!?!.e 
attractiy~if accompanied by less risk. The-hazard may 
beenggerated in the mind of the public ";but nevertfie
lesSiSveryI'eaI:ltiiieriCiiilair'fransport accident expen
encesmce 1928 is summarized as follows: 

SAFETY IN UNITED STATES SCHEDULED All. TIlANSPOll~ 

Year 
Miles Flown per 
Pilot Fatality 

Miles Flown per 
Fatal Accident 

Pasaenger Miles per 
Passenger Fatality 

1928 ......... 1,185,939 889,454 956,019 
1929 ......... 1,197,214 1,047,562 2,408,403 
1930 ......... 4,618,150 4,105,023 4,322,802 
1931. ........ 4,307,817 3,529,929 4,770,876 
1932 ......... 3,395,531 2,996,057 8,862,103 

.. AmmIJulitJ Bulltlin No. 13, July I, 1932. p. 12; Air CDmmITte Bulletin 
May 16, 1932, Vol. 3, pp. 558-59. Passenger miles per passenger fatality in 
1928 and 1929 were estimated, using 250 miles per average trip. Data for 
1932 obtained from the Department of Commerce. The experience of U. S. 
foreign airlines is included . 

.. The latter view is held by Mr. Edward P. Warner, the editor of 
ACI;al;on. 
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Comparison with foreign experience is difficult. This 
is because the volume of traffic in other countries is rela
tively small and therefore in any given year chance 
plays a large part in determining the percentage of fatal 
accidents. But the American record appears to be very 
much better than that of Germany, France, or Great 
Britain." 

On the railroads in 1932 the passenger miles to the 
passenger fatality averaged 548,333,624." While such 
a record may never be approached by the airlines, the 
achievement of United Air Lin~w:hich carries more 
th~~fr~-0B.he -d~mestlc a!~~~~lIgc:r -.!raflic.,_s~~s 
that the rIsk of air transportation ~_ a wellorgl!n1zed 

, compiny corripares-not unfavorably with the"risk in in
diyiduaLpasSengiruautomobire5. In i 93 I and 1932 this 
company averaged -17;"-2 S;92Irevenue passenger miles 
to the revenue passenger fatality." This figure may be 
compared with 20,840,000 passenger miles to the pas
senger fatality in ordinary passenger automobile trans
portation." It is well to bear in mind in comparing these 
figures, however, that the law of chance may have 
worked during this particular penOd to make the record 
of the United Air Lines better than it would be over 
a longer period. On the other hand, the enormous auto
mobile passenger mileage virtually eliminates the ele
ment of chance. 

Air transport seems destined to become steadily safer, 
unless flying in very bad weather is undertaken pre-

II' A~J March 193:1, VoL ]1, p .. 131 .. 
11 Year ending June ]0. A"muJ. Retort Df lhe InUrlkIU Comme"cl 

Commission, 1932, p. 72. 
11 Information received from the company . 
• Estimate for 1929. TrtmSaclUms of 1M Aa-uu 10eM" of ".uri

C". May ]9]1, Vol. 32, p. 253· 
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maturely. Increased volume 'of traffic should lead to 
, operation of a more routine type, with greater ease in 

the establishment of safety habits. Regulation may well 
become more stringent, and should bring the laggards 
up to the present status of the best companies. 

The accident records of the mail carriers and the non
mail carriers compared as follows during. the year 
~hich ended June 30, 1932:" 

Pilot miles per pilot fatality 
Passenger miles per passenger fatality 

Mail Non-Mail 
Carriers Carriers 

2,300,155 5,115,978 
6,307,892 2,110,128 

Air mail pilots frequently fiy alone in weather so bad 
that passenger fiightS arc not permitted, hence the 
greater risk to air mail pilots than to air mail passengers. 
The apparent difference in risk between non-mail pilots 
and non-mail passengers cannot be explained and prob
ably would not be present if a larger sample were avail
able; the non-mail pilots escaped in two of the four fatal 
crashes in non-mail transport during the period. The 
comparison in passenger risk so unfavorable to the non
mail carriers may exaggerate the difference between the 
two classes of operators. With. all due allowance for 
chance variation, it lends much support to the view that 
the mail carriers as a group are safer because of their 
financial strength, better equipment, and lon~er experi-
ence. , 

4- Reliability. The index of reliability moS£"used in 
the industry is the perce~tage of miles scheduled aCtually 

Ii A"""., R''Pori of llu Potl Office DeptIt'lmnU, 1932, p. 10; Air 
Commera BIIlIe:in, Sept. I, 193.1, Vol. 4, p. 114; and information re
cei,,-ed from the Department of Commerce. 
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Hown. In air mail service, the ratio was 93.34 per cent 
during the fiscal year 1931, and 93.31 per cent during 
the fiscal year 1932." Similar ratios for passenger serv
ice by air mail carriers are not available but would be 
distinctly lower. The similar ratio for passenger service 
by non-mail carriers during the fiscal year 1932 was 81.8 
per cent." This ratio confirms statistically a fact of com
nion observation, that the serVice of the non-mailcar-' 
rie~ is.Je:.s~. r~liable_ thaI). J:h~t of themail Carrier'§" Light 
passenger reservations usually 'c;inclde-wit4 bad 
weather, and the two factors together lead the non-mail 
carriers to cancel trips that a mail carrier would Hy. 

Comparison with other forms of transportation with 
respect to reliability requires recourse to additional cri
teria. It is difficult to obtain information as to the num
ber of scheduled trips arriving late and the degree of 
lateness, but one investigator concluded that the follow
ing distribution would now be typical in air transport:" 

Trips canceled . . . . . . . . . . . . . . . . ..... . 
Trips not completed ................. . 
Trips completed on time .............. . 
Trips late less than 15 minutes ......... . 
Trips late more than 15 minutes ........ . 

) 

Per cent 
11.5 
6.6 

43.8 
17.9 
20.2 

100.0 

A high percentage of trips completed late because of 
adverse winds may be remedied by the simple expedient 
of revising schedules, but the trips uncompleted because 

.. Computed from A"""," Rep." ., ,/u P." 0lk_ Dep",,_, 
J93%,P. JJS. 

21 Computed by the Department of Commerce, using an ettimate for 
miles scheduled hued on trips lCbeduled, and disregarding mileage 
flown on uncompleted trips. 

.. Security Owners Association, A SIuJ.y of TrllllS'Iorla'itm by A;,~ 
~)' lIS Re14uJ to Competition wit}, RIlU ClII"P"i#rs, p. 32. 
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of bad weather are a serious difficulty. The methods now 
proposed for meeting the problem seem hardly condu
cive to safety even when fully developed. 

s. Cowoenience tmtl comfort. These are ~ess~~le 
£acton of competitive importance Air~ . .ticketL are 
now readily obtainable, and facilities for transportation 
to airports are rapidly being provided, although they 
add appreciably to the cost of the average air trip. Ter
minal facilities are reasonahly comfortable and are being 
improved. Methods are now known by which airplane 
noise may he reduced to a level dose to that obtaining 
in railroad trains, but the noise abatement methods are 
costly and are therefore only slowly coming into use. 
The newer airplanes are more commodious than the old, 
but for reasons of economy the airplane seems destined 
to remain a vehicle in which the passenger is rather 
aamped. An exception may he made for routes capable 
of supporting large flying boats. 

Airsickness remains the greatest obstacle to comfort 
in air traveL To some extent it can he prevented by het
le.- ventilation and greater stability in flight, but it will 
he some time hefore the average passenger can look for
ward to an air trip in.rough weather with any pleasure. 

IV. AIR. TRAFFIC LEVELS ,um JlATES OF GROWTH 

Three classes of ~ traffic must he considered: passen
ger, mail, and express. Passenger traffic is now the most 
important class from the standpoint of physical volume 
and also of outlay by the public.. Mail traffic continues 
to he the most important class from the standpoint of 
the revenues derived by the carrier.;. 

I. PlUSetJger. The growth in air transport passenger 
traffic since 1916 has heen as foUo~: 
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UNITED STATES DOMESTIC Ant. TRA.NSPORT PASSENGER. TaA.J'PIc-

Number of I Passenger Average Fare 
Estimated 

Year Passenger 
Passengers Miles per Mile Revenues 

1926 ... 5,782 1,445,500 ,0.12 , 175,000 
1927 .. 8,679 2,169,750 0.106 250,000 
192< .. 48,312 12,078,000 0.11 1,500,000 
1929. 163,114 40,778,500 0.12 4,850,000 
1930. ...... 374,935 84,015,572 0.083 6,950,000 
1931. 469,981 106,442,375 0.0674 7,150,000 
1932 474,279 127,038,798 0.062 7,900,000 

• Sources: Passengers, 1926 and 1927 (rom Air Commtr(l Bul/din, May 
16,1932, Vol. 3, p. 55'>; 1928 and 1929, the same, Dec. 2,1929, p. 4, Dec. 16, 
1929, p. 14, July 1, 1930, Vol. 2, p. II, omitting Pan American and Pan Amer~ 
iean Grace Airways; 1930 and 1931, the same, July 15! 1931, Vol. 3, p. 40, and 
May 2, 1932, Vol. J, p. 532. Passenger milea through 1929 were estimatcd{ 
assuming an average trip of 250 miles. Passenger miles (or 1930 and 193 
werc from the same source as passengers. Average fares, Air Commtru Bulle. 

1::'~ Mtb~ J~p;:r~~n~~I to:·';e~:~. AU information for 1932 was obtained 

During I932, air passenger traffic was more than one 
per cent of average Pullman passenger traffic. During 
the four-year period I 92 8-3 I Pullman passenger miles 
averaged I 2,600,924,000 annually." 

Prediction of future air transport passenger traffic is 
dangerous for several reasons. Governmental SUPPQ~_ 
important, and the ind\1~try is also too y~un!L!~r::ruJL 
trenn.:-e_§~-Assuming-X;o sudden Withdrawal of 
support on the routes now furnishing most of the traffic, 
an annual growth rate of 25 per cent would seem readily 
possible during the next few years. Compounded an
nually, that rate of growth would indicate a ten-fold 
increase in ten years, at the end of which period air trans
port might be carrying a passenger traffic equal to more 
than ten per cent of present Pullman traffic. 

~ir passenger tr~!li:yill not nec~ssarily .!>e drawn 

• Information from the Pullman Company. 
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completely from ~~~ilrQ~~,. SO~~~~~I!~ 
traffi~=nr.y-cQffiemto exist.ence as speed l~ds to ~ 
triI!s and longer trips. More Important is the fact th~t 
the flexi6iIity and the tremendous speed advantage of OJ,lr 
transport mayCIraw passengerS from pr~ate ~utOJnobiIes 
who at presenflinif1illreaQVaiitag~- il!.railr0a.d trans-
portation.· ._- .. - . 

2. Air mail. The growth in air mail traffic is shown 
in the following table: . 

UNITED STATES DOMESTIC AIR. MAIL TUFrIc" 

Fiscal Year I 
Reported IEsrimated Netl Reported Estimated 
Poundso{ Pounds of Ton Miles Ton Miles 

Mail Mail of Mail of Mail 

1926 ........ 32,000 
1927 ........ 473,102 

.1928 ........ 1,861,800 
1929 ........ 5,635,680 
1930 ........ 7,719,698 
1931 ........ 8,579,422 3,845,109 3,297,550 
1932 ........ 8,845,967 3,544,263 3,137,968 3,044,473 

• SOurces: Reported. pounds of mail, estimated by the winter for 1926, for 
other'years from Annum Report of 1M Posl Office Depdrlmen/, 1932, p. 118. 
Estimated. net pounds and estimated. ton miles, Post Office Department, 
Appendix to the COSI ASltrlainmml Report, 1932, Tables 3 and 5. Reported 
ton miles were obtained from the Superintendent of Air Mail Service. 

The fiscal year 1932 marked the first decline in the 
physical volume of air mail.'· The fiscal year 1933 will 
probably witness a {urther decline, because of the in
crease in air mail postage rates effective July 6, 1932. 
During the fiscal year 1932, air mail ton miles amounted 

• The increase in pounds as reported It.y the carriers may ~ dis
regarded, since a varying amount of duplication occun as services art 
shifted. Unfortunately, the carrien did not report ton miles during aU 
of the fiscal year 1931. The disagreement of the two ton-mile figures 
in 1932. may be accounted for by the fact that the total reported by 
the carrie" includes the weight of mail sacks. ~ 
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to approximately four per cent of the non-local first class 
mail ton miles.2T 

The future volume of air mail traffic depends al
most entirely on the postage r~te oli . The transporta
tion of all long dis ance rst c ass mail by air is some
times advocated, but seems unlikely to occur for many 
years. A more riasltable ~licy would be_!hC:...£!:.<;>gt"':5-
sive reduction 0 t e rur mail postage rate from time 
to timeuntirtlie- air matlrctter rate is only one cent 
higher than the normal first class letter rate. The ex
cess revenue from air mail should then amount to about 
fifty cents per ton mile, a cost which transport operators 

. should soon be able to achieve on heavy traffic routes." 
Lower air mail postage rates would tend to divert a 
larger proportion of first class mail from the railroads, 
but first class mail is so minor a source of income to the 
railroads that the loss should not be appreciable. Dur
ing the fiscal year 1932, the railroads were paid 

• Post Office Department, Appendix to the Cosl A scertainmenJ. Re
porI, J 932., Table s. 

-The July 1932., increase in air mail postage rates appea.n to be 
justifying itself by lOme in~rease in postal revenues, but the increaaed 
postage ratcs were accompanied by a vigoroua program of traffic mHd· 
tation by the air mail carriers, the first in two yean. In any c::ue, high 
postage rates are not the way to encourage growth. Lower poltage 
rates seem a more likely source of increased revenue through increaxd 
volume; the jDcreued load. of air mail would Dot nec:eaitate larger 
payments to cani.en becauae of the large amount of unuted tpace now 
being purchued. Lower air mail postage rates mould not increue the 
lost on the service, and in time might reduce it. 

The estimated excess revenue from a one cent differential wu ar
rived at as followl: Firat class mail averagct 37 letten to the pound. 
At the low rate, air mail would average no heavier than fint clalt 
mail. and the ace. r~nue "'ould be 37 centl a pound. Thil will 
equal 50 cents a ton mile jf the average haul il no longer than 1480 
miles. During the last fiscal year, the average haul was 17%0 miles. 
A lower air mail rate should lower the average haul to a point nearer 
that for first clasa mail, which last year wu SJ9 miles. See the murce 
cited in the preceding footnote. Chart 3. 
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$23,754,09 1 for the transportation of first class mail" 
3. Air express. Domestic express traffic has developed 

since 1926 as follows:'· 

Year 
1926 
1927 
1928 
1929 

Pounds 
3,555 

45,959 
210,404 
250,034 

Year 
1930 
1931 
1932 

Pounds 
359,523 
788,059 

1,033,970 

The present amountof air express is negligible, and the 
future of this class of traffic is much iii doubt. The pres
ent shipments in almost all cases result from emergencies 
or are designed to obtain publicity for the shipper." One 
investigator who hopes much for air express found no 
one who would predict future air express rates lower 
than three times the comparable rail rates." At such 
rates, air express may provide an important source of 
revenue for the air carriers, yet certainly will be a neg
ligible competitor of surface transportation. 

v. CO-ORDlNATION WITH OTHER TRANSPORTATION 
FACILITIES 

Co-ordination of transportation facilities seldom be
comes an _~jlorlinfproDremexc~pt m connection with 
the handlipg.Qf freight. Air Illaills the pnncipaI freight 
load of .!hl;..~~.i. all necessary co-ordinating ofm 
mail service occurs through the medium of the Post 
Office Department." The co-ordination of air express 

-The same, Table 60 • 
• Air Comnurc, Brdlet;,., December %» 19:19, p. 4-; December 1&, 

'9:l9. p. 145 July I, 1930, Vol. z, pp. II-I); July IS, 1931, VoL 3, pp. 
4G-.P·; and information from the Department of Commerce . 

.. The larger volume of sucb traffic abroad appears to result from 
the desire of shippen to sho ... -<:ircuit the delays experieoeed by surface 
traffic at customs houses. 

• Monte C. Abrams, ''Perplexities of Air Express," AviIlJiMJ, Nov. 
'9l', VoL 30, pp. 65'-53. 



738 AMERICAN TRANSPORTATION PROBLEM 

services is a more difficult problem. Surface pick-up and 
delivery services are prerequisite to the establishment of 
successful air express services. Co-operative arrange
ments have accordingly been entered into, in one case 
with the Railway Express Agency, in the other with 
the Postal Telegraph-Cable Company. Further experi
mentation is needed in order to determine the relative 
success of the two arrangements. Possibly in the end 
some joint solution will be reached by which small par
cels will be handled by messenger and large parcels by 
the Express Agency. A single comprehensive air express 
service seems desirable, but possibly can only be achieved 
after a period of competitive experimentation. 
Co-o~tion ~f ~irj>assenge..I:.!acilitiesis .~. 

portance ... beg.us!;.Jhe p~sengei=-domuch of. hi~.Q~.n_ 
c<K>rdinating,J:fowever, the transfer of passengers from 
one form of transportation to another-can.be made much 
moreconveiuent as soon as the- volume of traffic war
rantslt. A:C1leip;~~Pid, and con~lentToniiOTtraris
Jiorfation betweenaiq,orts "3:nd'-:-metropolitan centers is 
mi!ch to. be4esired, but present -ir:if!iC levels do not 
warrant even the regular scheduling of small motor 
buses in most cases. Taxis are usually pressed into serv
ice, to be followed by small buses with growth in traffic, 
and possibly by rapid transit extensions to exceptionally 
busy airports. It is perhaps unfortunate that more air
ports have not been located adjacent to railroads, but 
steam railroads are not well adapted to supply the need 
for transportation between airports and metropolitan 
centers. Passenger interchange between railroads and 
airlines is of slight importance, and seems unlikely to 
become more important. In most cases the air traveler 
will be able to approach his destination closely enough to 
complete the trip by taxi, electric railway, or bus. 
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VI. EXTENT OF GOVERNMENT AID 

The.JJnitec;LStit§.isJlll.ique amQllg...s;ountries aiding 
civil aviation in the amount that it spends. In recent years 
tIie feaeraI fUnds spent to aid ~VlI aViation have aggre
gated about a third more than the total spent by France, 
Germany, and Great Britain. However, there is ample 
reason to believe that the United States receives more 
for its money in terms of the actual scheduled and non
scheduled traffic which is aided. U 

The federal expenditures within the borders of the 
United States Sow through three channels: the Air Mail 
Division of the Post Office Department, the Aeronautics 
Branch of the Department of Commerce, and the 
Weather Bureau of the Department of Agriculture. In 
this section, some attention will be paid to each class of 
expenditure and also to expenditures of local govern
mental units in the establishment of airports. 

The financial history of the domestic contract air mail 
service is summarized in the following table: 

UNlTEDSTATES An MAIL REVElfCES AIiD PAYKEIITTO UIt.RlEU& 

Estimated I Payments Excess of Revenucsu 
FiscalY..,. Postal to Air Payments a Percentage 

Revenue Mail Carrien Over Revenues of Payments 

1926. .- ... .$ 118,407 $ 89,754 $ 28,653 132 
1927. .... 1,500,000 1,363,228 136,772 110 
1928. .... 3,640,000 4,042,777 402,777 90 
1929" .... 4,250,547 11,169,015 6,918,468 38 
19.111.. ..... 5,272,616 14,618,231 9,345,615,. 36 
1931." 6,210,345 16,943,606 10,733,261 37 
1932 .... 6,016,280 19,938,123 13,921,84.3. ;30 

I 
1,27,008,195 \$68,164,734 1$41,156,538 \ 40 

• Esrimared. postal revenue for 1926, An","" RqH1rI of Iltt Posl Offiu IH. 

=:r/i~z'!!rio!:~~ rh:.!f;~ ~fo~2~o:~~~~o~Y ;~ ::ri~:S ~: 
Post Office appropriations bill, 1929, p. 301; for 1929-1932, WPost Office De. 
partment, Cost Astn1l1i"",nrl &parts, 1929-1932, p. 9 . 

• For comparisons, ICC ACUI/ion, March 1932., pp. 1]6-19. 
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The two striking features of this table are the de
cline in the proportion of self-support by the air mail 
service and the increase in the annual loss on air mail 
service. Under the original Air Mail Act of February 
2, 1925, the carriers could be paid only four-fifths of 
the air mail postage." The service was established with 
the definite intention that it should be self-supporting, 
and it was self-supporting during the first few months. 
The first amendment of the Air Mail Act" struck out 
the prohibition against payment of more than the postage 
receipts in order to avoid the necessity of counting the 
postage on air mail letters. A few months later, on Feb
ruary I, 1927, air mail postage rates were simplified" 
and in effect reduced, with the result that the air mail 
service operated at a small loss during the fiscal year 
1928, as shown in the table. The Air Mail Act was 
again amended in 1928, to provide for lower air mail 
postage rates and an extension of air mail contracts, with 
the expectation that the compensation of the carriers 
would be reduced .... Air mail postage rates were reduced 
from ten cents per half ounce to five cents for the first 
ounce on Aug. J, 1928." The volume of traffic at once 
doubled, but no immediate readjustment was made in 
the poundage rates paid the carriers, and the service 
operated at a loss of more than $7,(JOO,OOO in the fiscal 
year 1929." After the third amendment of the Air Mail 

If 41 Stat. L., 805. 
·44 Stat. L·t 69%, June 1, 19%6. 
• A.nual Rep_ of the Pod Office Dep .... mem. '9'7. p. '9 . 
., 4S Stat. L., 594, May '7. 1928; Congressionlll ReeorJ, Jan. 6, 

192.8, v. '9:1l1l. 
• A.nual Rep_ of llu Pon Office Dep._. '9'9. p ... 6. 
• Allowing for an indeterminate amount of postal expente in addi

tioD to paymenb to carnell. 
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Act in 1930,'° the, compensation of the carriers was re
adjusted, but new policies were inaugurated. The Post
master General undertook to foster air passenger serv
ice, and to bring about a national system of air mail and 
passenger routes. Air mail carriers have since been re
quired to provide passenger service, and the loss on pas
senger service has been a material factor in determining 
the compensation for carrying mail. The results of this 
policy are apparent in the record for the fiscal year 
1932. Air mail revenue amounted to only 30 per cent 
of the payments to carriers and to only 25 per cent of 
the total expenditures in connection with air mail, which 
amounted to $23,771,367'" The net loss for the year 
was $17,755,087. 

The federal government thus appears to have spent 
20 cents on the average five-cent air mail letter during 
the fiscal year 1932, or to have lost 15 cents each on 
such letters. In view of the motives underlying the ex
penditures, however, a portion of the loss may be al
located to the passenger traffic which indirect! y was 
aided. During the fiscal year 1932 the air mail carriers 
were responsible for 3,137,968 ton miles of mail traffic," 
and 8,635,942 ton miles of passenger traffic," a total 
of 11,773,910 ton miles'" If the loss on air mail service 

• The so-called Watrel Act. 46 Stat. L., _ S 9. 
G A_ R,,_ 0/ ,Iu Postmaster Gmeral, '93-, p. 99. These 

expenditures include an apportioned share of the cost of collection, post 
office, rail way mail, and delivery service, in addition to .U direct ex:= according to informatioD received from the POlt"..p~~. Depan-

• Information from the Superintendent of Air Mail Service. '''"' 
• Computed from Ait- C0ffJmIIrC4 Bulk';", Mar. I, 191~, VoL" :I, p. 

411, Sept. I, 191Z, Vol. 4, p. 119, and infonnatioD supplied. by the 
~rtment of Commerct'. , 

.. Air express and miSttllaneous traffic are disregarded. 



DISTR.IBUTION or AI. MAIL AND PASSENGER 

Carrier and Rou te 

I 
Passenger 

I 
Mail Total 

Ton Miles Ton Miles Ton Miles 

Transcontinental and VVestem 
Air 
New York-Los Angeles . . 

United Air Lines 
1,154,598' 659,209 1,813,807 

New York-Chicago . .... 1,060,208 447,605 1,507,813 
Chicago-San Francisco . . 1,024,061 949,678 1,973,739 
Chicago-Dallas . ........ 432,801 143,042 575,843 
Salt LakeCity-Seaule . . 122,506 101,916 224,422 
San Diego-Seattle . .. 617,128 118,504 735,632 

Total .............. 3,256,704 1,760,746 5,017,450 
'£astern Air Transport 

New York-Miami . ....... 884,992 240,952 1,125,944 
Western Air Express 

Salt Lake City-San Diego .. 164,151 102,874 267,025 
Cheyenne-El Paso ..... 56,767 12,098 68,865 

Total ................. 220,918 
American Airways 

114,972 335,890 

Atlanta-NewOrleans .. .. 4,441 19,704 24,145 
Boston-New York ........ 359,121 11,232 370,353 
Omaha-Adanta ......... 53,711 54,044 107,755 
Dallas-Brownsville . ...... 74,072 16,557 90,629 
New Orleans-Houston . ... 2,388· 7,571 9,959 
New York-Fort Worth . .. 387,449 49,252 436,701 
Ad.nta-Los Alfgeles .... 473,080· 9a,686 566,766 
Chicago-Cincinnati . ... 107,453 7,279 114,732 • 
Dallas-Galveston ... .... 27,418 4,349 31,767 
Chicago-Memphis ...... .. 205,328' 9,979 215,307 

Total .............. ... 1,694,461 273,653 1,968,114 
Northwest Airways 

Chicago-Pembina . ....... 
Pennsylvania Airlines 

416,770 46,448 463,218 

Washiagton-Clevdand .... 160,862 10,856 171,718 
U. S. Airways 

Kansas City-Denver ..... 87,409 5,388 92,797 
T ransamerican Airlines 

BayCity-Chicago ....... 
National Parks Airways 

383,161 16,783 399,944 

Salt Lake City-Great Falls. 44,099 8,961 S3,Q60 

Total, all carriers ....... 8,303,974' 3,137,968 11,441,942 

• Passenger ton miles were computed on the basat of tim paucngers and 
baggage to the ton from Ai, Com",n'CI Bulldill, Mar. 1,1932, Vol. J, pp. 
409-11, and Sept. I, 1932, Vol. 4, pp. 117-19. Mail ton miles were obtained 
(rom tne Superintendent of Air Mail Service. Mail paymentl are from 
the A""uM RrP!J"'I oj 1M Pos11IUISIn' Gntera/, 1932, p. 118, IUpplemented 
by information from the Superintendent of Air Mail Service. Mail revenua 
were apportioned among the routeaon the baai, of,I.91725 per ton mile, the 
average revenue per ton mile as computed from Pose Office Department, 
CoSI Asu".i"",ml ~, 1932, p. 9~ 



SUBSIDY AMONG ROVTES FISC&L YEA., 1932-

I I U~W ~W I 
Total Mail 

Total Apponjoacd Payments Paymcuts PaymeDts 
Mail Mail over per per 

Payments Reven_ Apponioocd Too Mile Mail 
Revenues Tra.'fic TODMiJ: 

• 2,608,390 $1,263,868 • 1,344,522 •. 74 , 3.96 

1,388,940 858,170 530,770 .35 I 3.10 
3,366,325 1,820,770 1,545,555 .78 3.54 
1,065,781 274,247 791,534 1.37 7.45 

814,650 195,398 619,252 2.76 I 7.99 
981,568 227,202 754,366 1.03 8.28 

7,617,264 3,375,787 4,241,477 .85 4.33 

1,810,042 461,965 1,348,077 1.20 7.51 

539,331 197,235 342,096 1.28 5.24 
412,282 23,195 389,087 5.65 34.08 

951,613 220,430 731,183 2.18 8.28 

163,329 37,777 125,552 5.20 8.29 
145,176 21,535 123,641 .33 12.93 
708,247 103,616 604,631 5.61 13.10 
229,599 31,744 197,855 2.18 13.87 
111,610 14,515 97,095 9.75 14.74 
934,119 94,428 839,691 1.92 18.97 

1,796,536 179,619 1,616,917 2.85 19.18 
'211,147 13,956 197,191 1.72 28.23 
125,905 8,338 117,567 3.70 28.95 
291' ,l!l9 19,132 279,357 1.30 29.91 

4,724,157 524,660 4,199,497 2.13 17.26 

883,718 89,052 794,666 1.72 19.03 

207,218 20,814 186,404 1.09 19.09 

142,584 10,330 132,254 1.43 26.46 

621,322 32,177 589,145 1.47 37.02 

371,815 17,180 354,635 6.68 41.49 
'" 

,19,938,123 $6,016,263" 1,13,921,860 ,1.22 I , 6.36 
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is apportioned between the. two classes of traffic on a 
weight basis, $7,543,415 may be assigned to mail traffic 
and $ IO,2I 1,672 to passenger traffic'" On thi~ basis, the 
federal government appears to have spent a little more 
than eleven cents on the average five-cent air mail let
ter during the fiscal year 1932, losing six cents a letter, 
and to have added almost 12 cents per passenger-mile 
to the fares paid by the passengers transported by air 
mail carriers. 

The various routes differ greatly in the extent to 
which they are self-supporting. In the table on pages 742 
and 743 the excess of air mail payments over air mail 
revenues has been allocated to the'various routes on the 
basis of the ton miles of mail and 'passenger traffic over 
each route." The table shows that during the fiscal year 
1932, the federal contribution in tl;1e form of excess pay
ments varied from $0.33 per ton-mile, to $9.75 per ton
mile of traffic aided." The range from $0.78 to $6.68 

• The excess of paymentl to carriers over air mail revenuet wu 
apportioned between mail and passengen in accordance with weight, 
and the mail lhare was increased by $1,131,244, the estimated pottal 
expense in connection with air mail other than paymenu to carrien. 
The allocation of loss thus arrived at is at best a first approximation, 
various refinements would be in order if sufficient information were 
available . 

.. Postal expenses other than payments to carrien have been di.
-regarded in this table, for two rea.5OllI: (I) they are not applicable 
to passenger traffic; (z) they teem extraordinarily large by compariton 
with the average expense of handling fint-cla. mail. The longer aver
age- haul of air mail may account for the heavy postal expeDJe, but if 
this is the case, it simply means that 6nt-clast mail which would have 
been carried at a large 10M because of the diataDet it tra'W'JelJ hat been 
transferred to air mail. If this is correct much of tbe la- would have been 
incurred in any case, and it would hardly be appropriate to allocate it 
to air mail. 

., The computations auume that all of the traffic carried over the 
route by the mail carrier was aided. In the cue of the $0.11 per ton· 
mile route, most of the pauengen were carried on dedules on which 
no mail Wat carried. It can hardly be doubted, however, that mail 
payments were an aid in carrying on pa..enger ICrvi~ OYer the route. 
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was more representative of the results achieved on routes 
over which passengers were carried throughout the year, 
and over which passengers were carried only in air mail 
airplanes. Stated differently, the contribution on such 
routes varied from 8 to 67 cents per passenger mile. The 
average contribution was about 12 cents per passenger 
mile. 

Total payments per mail ton mile are also shown in 
the table for comparative purposes. These payments va
ried from $3.10 per ton mile to $41.49 per ton mile. 
The average postal revenue from air mail amounted to 
$1.92 per ton mile." 

The history of appropriations for the work of the 
Aeronautics Branch and the airway service of the 
Weather Bureau is summarized in the following table: 

AP .... opl.I.t:no.s .oa THE AEIlO.AV'I1CS BUNCH AIfD AIRWAY 
WEATHE .. SE"VIC~ 

Aircraft Air Airway 
FIOC8!Y .... La ~~ti~D Weather 

Comm...., Service 

1927 •.•••....... , 250,000 , 300,000 , 75,000 
1928 •........... 700,000 3,091,500 120,000 
1929 ....•....... 859,500 4,659,850 243,500 
1930 .....••..... 958,000 5,458,620 710,080 
1931.. •..•••.... 1,260,830 7,944,000 1,272,660 
1932 •.......•.•. 1,369,660 8,992,600 1,709,340 
1933 ....•....... 1,000,000 7,553,500 l,46S,440 

Total.. ..... $6,397,990 I $38,000,070 $5,596,020 

• AssistaDt Secretary or Commcrc:e for ACIODautics, 4""..J Report;'l932, 
p. 21; 4rMiUnJ, March 1932, Vol 31, poliO; TJUSUrY Depanmmt, Diresl of 
4ppropri;dwlU,1933,p.184. 

Appropriations authorized under the title "Airaaft; in 
Commerce" are devoted to the general administrative,_ 
promotional, and regulatory activities ~f the Aeronautics 

• Computed from iDformatiua received from the Poot Office De
putmeat. • 
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Branch. A portion of these appropriations is applicable 
to air transport; the remainder is expended in the regu
lation of aircraft manufacturing, in the regulation of 
miscellaneous civil fiying, and in other activities designed 
to aid civil aviation generally. The appropriations au
thorized under the title "Air Navigation Facilities" are 
expended in the construction, operation, and maintenance 
of civil airways. Airways are provided with emergency 
landing fields, beacon lights, radio beacons, and radio 
weather broadcasts. Special weather service along the 
airways is· provided by the Weather Bureau in co-opera
tion with the Aeronautics Branch; the appropriations 
used by the Weather Bureau for this purpose are shown 
in the table. 

The airway system provided by these expenditures 
has not been equalled outside the United States, either 
in quality or extent. 

At the close of the fiscal year 1932 there were in operation 
and under constructibn or installation 19,500 miles of lighted 
airways, 69 radio communication stations, 94 radio range bea
cons, 118 radio marker beacons, and 233 teletypewriter stations 
on a leased wire system comprising some 13,000 miles of cir
cuits. The total personnel of the airways division was 2, I 02, of 
whom 897 were part-time employees serving as attendants or 
caretakers at intermediate fields an~ beacon lights." 

The cost of airway construction is relatively small 
compared to the·cost of operation and maintenance. Con
struction expenditures of the Aeronautics Branch totalled 
$9,501,290 during the fiscal years 1927-1932.'. This 
amounted to 31.26 per cent of the appropriations for 
aids to air navigation during the same years. Construc-• 

.. . .o\ssistant Secretiry of Commerce for Aeronautics, ,ItJ1JUIl1 Report, 
19JZI p. 7· 

:lit Information received from the Department of Commerce. 
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tion expenditures amounted. to $1,596,650 during the 
fiscal year 1932, compared with a total appropriation for 
aids to air navigation of $8,992,600. 

Expenditures on airways have been of primary benefit 
to the mail carriers. The non-mail carriers have received 
less benefit because they have flown little at night and 
have been slow to adopt the airaaft radio equipment 
necessary for use of the radio beacons and weather 
broadcasts. Miscellaneous civil flying has received a 
measure of benefit from the airways. Military aviation 
has benefited greatly, since the airways facilitate the 
movement of airaaft between IniJitary airports. The air
ways also add to the effective strength of the Inilitary 
air force by increasing its mobility. 

The investment in airports in the United States pr0b
ably amounted to about $135,000,000 at the end of 
1931. Commercial and municipal airports were almost 
equally respongble for the total!' Most of the airports 
used by air transport companies, however, are munici
pally owned.. In many cases IIlllDic:ipalities have given 
airlines the rigbt to use airports free of charge for a term 

of years as an indurement to the establishment of the 
service. In other cases, airlines make contributions in the 
form of hangar rentals and landing fees.s, So little is 
known concerning the financial results of municipal air
port operation that the extent to which air transport is 
actually aided is most uncertain.. 

VIL REASOSS FOR FEDEJLo\L .>\ID TO AIR TlL~"'SPORT 

Three types of reasons account for the aid lavished 
upon civil aviation in the United States: IniJitary, ceo-

D A;' C~I • .ua:.. Fdl.. ~ 19:;%'" Vol Z, p.. li9--
• Sec JI~ • .ua;.~ ~ '7,. Jdf •• '9J% .. pp.. :~Z7M 
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nomi~_aQ,d.politi.cal. Military, as well as economic, rea
sonshad much to do with the establishment of the Aero
nautics Branch of the Department of Commerce. Ec0-
nomic reasons in the form of a desire to expedite the 
mails were probably the primary consideration in the 
case of the Post Office Department up to 192.9, but air 
mail policies have been frequently defended by refer
ence to military considerations. Political reasons only 
can account for the establishment of certain mail routes 
in sparsely settled regions. 

The airplane is unique among vehicles in that it is 
a weapon as-~lf-aSa means of transportation; -a-fact 
wliicTlliasIed to activities del!ign.¢~ to Jos~er aviation 
iri afmost<dh:onntries. -The natural sequel of such aid 
ha'STieenaji'lttenlj>t to include civil aviation within the 
scope of disarmament programs.·1 This attempt has been 
strenuously resisted by the United States and Germany, 
with the result that the stringent restrictions upon civil 
aviation proposed by France and other countries have 
been whittled down to the following proposed clause of 
the draft convention: 

The High Contracting Parties undertake not to subsidize, 
directly or indirectly, air lines principally established for military 
purposes instead of being established for economic, administra
tive, or sociaI purposes." 

In the case of the United States, this clause merely ex
presses national policies of long standing which found 
expression in the Report of the President's Aircraft 
Board in 192.5." Notwithstanding this fact, federal sup-

• See Kenneth W. Colegrove, I"""""i",,," C_ol of Aw..;.", pp. 
1 34 •• 1 • 

.. League of NatioDl Secretariat, Information Sectio~ DiuIrwuIIJUId
P''f.''''';MII fo, 1M G_1Il C.,q.,."ce, February, '93', p. 91. 

P.6. 
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port for civil aviation is constantly being sought on the 
basis of its military value. The proponents of this view 
seem not to realize that they are running counter to our 
traditional policy of a clear separation of the civil and 
military budgets. Moreover, by resting their case on the 
military value of civil aviation, they place their indus
try in danger of a sudden withdrawal of support if the 
United States enters into the prospective disarmament 
commitments referred to above, and they also increase 
the danger of more drastic international control of 
aviation. 

Civil aviation appears to need little aid for military 
reasons in the United States, even aside from such con
siderations of national policy. I t seems clear that the 
United States would lead in civil aviation even if all 
federal support were withdrawn.'· The non-subsidized 
passenger air lines without mail contracts were responsi
ble for more passenger miles of actual traffic in 193 1 
than the combined total for Germany, France, and Great 
Britain, notwithstanding the competition received from 
the mail carriers." Miscellaneous civil flying receives 
only a negligible amount of indirect aid, yet the United 
States has for many years been outstanding in this field. 

These facts might not disprove the military need for 
aid to civil aviation if our military air forces were greatly 
restricted and civil aviation were our principal military 
reliance; but the situation is otherwise. During 1930 and 
1931 'our military aviation establishments were the most 
expensive in the world; on the basis of personnel and 
equipment, the United States was rated third among air 
powers, which were listed in the following order of 
strength: France, Great Britain (including India), 

• Other than purchases of military airplanes. 
• Computed from ANI;on, March 1932, VoL )1, p. 1371 and Air 

COfI!IfIUrCl Bulk,;", May 1, '932, Vol. 3, pp. S12~lS. 
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United States, Italy, Russia, and Japan.'· Each of the 
other five of these leading air powers adjoins one or 
more of the others, whereas the United States is sepa
rated from the others by some thousands of miles.'· This 
fact greatly increases the adequacy of our air forces. In 
summary, there appears to be no present justification for 
basing aid to civil aviation upon military considerations.'· 

Economic reasons appear to offer~_der gro.u.od.1or_ 
ai<!.-~o~ir trans-p-ort. :rhe i~Uiliyoff~rs_a serricewhich 
/iiis appealed, JQ the-imaginatio!lof.rnclLcHp,lL!ges. Ihe 
service has come into existence only through a difficult 
period of technical development, a period which is far 
from completed. Meanwhile, traffic is low because of the 
barriers of cost and fear. Federal support of a distinctly 
new service does not seem inappropriate under the cir
cumstances, but it should be clearly understood that the 
aid is not to be permanent. 

Air transport has so far shown little tendency toward 
self-support. Possibly the present non-mail air lines are 
not as great a source of loss to their owners as were the 
earlier non-mail air lines. The far larger part of the in
dustry, the mail carriers, were as a class less self-support
ing in 1932 than in any previous year, if mail traffic only 
is considered. Even if the passenger traffic of the mail 
carriers is given due weight, the total traffic of these car
riers appears not to have been self-supporting by more 
than one-third during the fiscal year 1932."' 

• A."uu;orl, March ]932, Vol. ]1, p. 134. 
• Aside from the p~oximity of Siberia and A.l.a.ska, a comideration 

which will not be relevant until both localities become much more 
adapted to the operation of air forces than at prnent. 

• The military value of our system of airwaY' i. 10 direct that a 
portion of their cost might ",ell be allocated to the military budget. 

• Postal patrons paid a little more than $6,000,000 and pat«ngen 
perhaps SS,ooo,ooo during the fiscal year 1912. The COlI: of operation 
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The lack of progress towards self-support can only be 
explained by recourse to federal policies. The table be
low sets forth the growth in air mail route mileage and 
miles of service."' The early routes were in most cases 
those on which the heaviest traffic might be expected; 
the expansion of route mileage has extended the service 
to areas where the traffic density is very low. The light 
traffic routes have been a drain to the service, and have 
prevented the real improvement achieved on the better 
routes from becoming manifest. 

Fiscal 
Year 
1926 
1927 
1928 
1929 
1930 
1931 
1932 

Length of 
Air Mail 

Routes 

3,597 
5,551 

10,932 
14,406 
14,907 
23,488 
26,745 

Miles of 
Service 
Flown 
396,345 

2,805,781 
5,585,224 

, 10,212,511 
14,939,468 
21,381,852 
32,202,170 

To some extent the Post Office Department appears to 
have been over-optimistic concerning the prospects of 
certain routes, but a reading of recent air mail and ap
propriation hearings will indicate the large part taken -
by politics in the establishment of some of these routes. 

of air mail airlines has not been released by the Post Office Depart
ment, but the revenues of the carriers were probably little if any in 
excesl of their cost of operation. The revenues of the carriers may be 
estimated at $2.5,000,000. Additional postal expense in connection with 
air mail was estimated by the Post Office Department at nearly 
' ... ,000,000, to which may be added at least 'S,ooo,ooo of airway ex
pense applicable to air mail carriers. Costs which may be estimated at 
S 34,000,000 ,,'ere thus offset by revenues from CoDsumers of perhaps 
S I • ,000,000. The basic data for these estimates ate supplied in the 
last se~tion. 

&I Antluill Re,orl of 1M POSi Offic' De,.i,,",,', 19]&, p. III. 
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Consider, for example, the Atlanta-Los Angeles route. 
The excess of mail payments over apportioned mail 
revenue on this route during the fiscal year 193z 
amounted to $1,616,917." The average load of ail mail 
was 80 pounds," and the average load of passengers was 
Z.I passengers.·' The federal aid on this route in the 
form of mail payments amounted to z8 cents per pas
senger mile." The Salt Lake City-Great Falls, Mon
tana, route is a more glaring case; aid on this route 
amounted to 67 cents per passenger mile, but the total 
mail payments on the route were less than $400,000. 

The thin traffic routes cost almost as much for airway 
aids as do the heavy traffic routes; if the cost of aids to 
air navigation were allocated to the various routes, the 
disparity in economic merit would only be accentuated. 

The immediate elimination of all parts of air mail 
routes on which mail cannot be carried for ten dollars 
a ton mile, or half a cent a pound mile, may well be 
considered by Congress. The elimination of these routes 
would permit the reduction of the air mail appropriation 
by at least one-quarter, and would also permit a very sub
stantial reduction in the appropriation for airway aids. 
A precise estimate of the savings cannot be made with 
the information now available, because many high cost 
routes have their heavy traffic sections, while many low 
cost routes have weak extensions."' It seems entirely 

• From a table in the last leCtion. 
II Computed from infonnation .upplied by the Superintendent of 

Air Mail Service. 
·Computed from Air Commerce Bulletin, Mar. 1,1932, VoL :JI p. 

409, aDd Sept. J, 19]2, VoL 4, p. 117. All oft'-line extenaiolll ex«pt 
the one operated by Western Air Expl'ell were inclDded. 

• From a table in the last xenon. 
• For example, the Bay City-Chicago route includes Detroit..chicago, 

wbile the Chicago-San F ranciJCO route jnel udes an extension from Omaha 
to Watertown, S.D. 
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probable that the apparently drastic curtailment just sug
gested could be made without losing more than 10 per 
cent of the air mail traffic. During the fiscal year 1932 
the mail traffic of the routes costing more than ten dol
lars per air mail ton mile aggregated 35M83 ton miles, 
or 11.30 per cent of the total mail ton mileage, but cost 
$7,199,767, or 36.11 pei- cent of the total mail pay
ments. .. The loss of passenger traffic from such a cur
tailment of mail payments would probably be greater, 
but it is likdy that the parts of routes responsible for 
most of the passenger traffic could be retained. In any 
case, mail payments up to fi~e times the postal revenue 
from air mail" should be a sufficient amount of federal 
aid to carriers which in many cases compete with non
subsidized air passenger carriers. 

VllL EXTENT AND CHARACTER OF EXISTING REGULATION 

Air transport receives a measure of regulation from 
two federal agencies---the Department of Commerce 
and the Post Office Department. Certainstaie-regwatory 
bodies are afsO be~g to exert inlluence. 

Broad powers designed to promote safety in air com
merce were cOnferred upon the. Department of C0m
merce by the Air Commerce Act of 1926." Jurisdiction 
over aircraft and airmen engaged in interstate commerce 

• Computed from a table in the last soctiou. The better pan. of 
theoe "'!Utes would be retained. Some ttalIic originating 00 the eliminated 
rout<S would be '- to the retained ro_ but, on the other _. 
some JraiIic rould be .... routed and thus retained at coosiclenbly less 
thaD its presr:ot cost. 

-The suggested limit of $10 per toD mile is more than five times 
the ."....ge to....rule reftIlue duriDg the fiscal year 193&. The a~ 
.......... per too mile is doubdess higbeJ oodeJ the present postage ra .... 
If the p ...... t postage ...... an: retained. a limit of p_ibly $. 5 per too 
mile might be more appropriate. . 

·44 Stat. L, 561. 
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was assumed almost at once; regulation in these fields 
has become progressively more complex and more 
stringent." Jurisdiction over interstate scheduled pas
senger air transport services was assumed in 1930. No 
such service may now be placed in operation without 
first securing a certificate of authority from the Secretary 
of Commerce. Existing services are required to adhere 
to high standards of operation, set forth in detailed 
regulations." 

The Department of Commerce concerns itself little _ 
witli rewlations of an economic nature· )ts powers are 
se\'ereIy limited in this respect. Possl~he Department 
might find some justification for an examination of the 
financial ability of certificate seekers, ~~ financiaL 
stl"!!ngth)sintimately associated with safety of-operation 
in most transport fields,._but so firt!le-DepartmeiitIlas 
tiFenno 'steps in this direction. Stringent safety regula
tions doubtless restrict airline competition to some ex
tent, particularly competition from small, newly or
ganized companies, but the Department is specifically 
forbidden to establish airline monopolies.TO 

Regulation by the Post Office Department applies 
only to air mail carriers, but is quite comprehensive 
within that field. The air mail carriers in many respects 
are in the position of participating in a regulated indus-
try. Their air mail route certificates represent a monopo
listic right to carry mail over their respective routes until 
April 5, 1936:' This right is sufficient to :!ssure a com-

fa For the current regulations applicable to aircrah and ainnen, 
see Aeronautics Bulletins 7 and 7-A through 7-H. 

ft Air Commerce Bulletin, Sept~ IS, 1931, Vol. 3, PP. 111-36. 
ft 44 Stat. L., 568, at p. 571, 
,. All certificates expire on thi. date according to information re

ceived from the Superintendent of Air Mail Servitt. 
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plete monopoly of air transport in most cases, since only 
exceptional routes offer possibilities attractive enough to 
lead a non-mail carrier to compete for passenger and 
other traffic. The Postmaster -General has the right to. 
extend and consolidate air mail routes. He may require 
mail and passenger service in such amounts as he may see 
fit, and he may require the employment of satisfactory 
equipment and personnel. He has prescribed a system of 
uniform accounts for the use of air mail carriers.75 

Finally, the Postmaster General determines the rate of 
compensation for the transportation of air mail subject 
to the limits of 'the appropriations provided by Con
gress." 

The present location of the powers just noted. may 
well be challenged. The powers are clearly analogous 
to those commonly exercised by regulatory commissions. 
Such quasi-legislative and judicial powers are seldom 
conferred on single individuals, since by definition they 
involve the making of decisions rather than the perform
anceof work, and decisions involving property rights 
are best made with some consultation and exchange of 
ideas among equals. It may also be noted that the Post
master General is in the position of sitting as judge in 
cases to which his department is a party. Procedural 
safeguards have been almost wholly lacking, and the 
utmost secrecy has been maintained concerning the finan
cial position of the carriers. It is not strange under the 
circumstances that the transfer of regulatory authority 
from the Postmaster General to the Interstate:. .Com7 

.. Unifo,.". S,,,.,,. of A"oun" for earN"" by Air, Post Office Dc"' 
partment, July J, 1930. 

ft For the statutory and contractual expressions of the Postmaster ee .... 
eral's authority, see 44 Stat. L., 259-60, and 72 Cong. J sess., S. doc. 70, 
pp .• 9-2.1 (a typical air mail route certificate). 
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merce Commission is being suggested with increasing 
frequency:' 

Regulation of all air transport by the Interstate Com
merce Commission has often been suggested in the past, 
but no action has yet been taken. The cost characteristics 
of air transport indicate that duplication of service over 
the same route is wasteful and likely to lead to uneco
nomic competition. The Interstate Commerce Commis
sion should therefore be granted authority to issue certifi
cates of convenience and necessity, with the expectation 
that duplicate services will seldom be authorized. Exist
ing carriers capable of meeting adequate standards should 
be permitted to continue, but the consolidation of car
riers serving the same route might well be encouraged. 

The present non-mail carriers may be considered typi
cal of air transport in its unregulated state. Previous sec
tions of this chapter have indicated the instability of 
these carriers as a group, their relative lack of reliability, 
and their unfavorable accident record. The Department 
of Commerce has done its work well; but it seems un
likely that any amount of policing will insure safety from 
carriers which as a class are unseasoned and financially 
insecure. Some form of economic regulation is necessary 
to prevent such carriers from coming into existence. 

Commission regulation of air transport by the states 
has so far been confined to the activities of eleven regu
latory bodies. The public utility commissions of Arizona, 
Colorado, Illinois, Maryland, Nevada, New Mexico, 
North Dakota, Pennsylvania, Tennessee, and Wyoming, 
and the Board of Aeronautics of West Virginia have as-

" For example, by a former Second Assistant Postmaster General, 
now an officer of the largest air mail carrier. 73 Cong. 1 1eIL, 4;" Mail, 
Hearings on HoO R. 1]90 and 9841 before House Committee on Post 
Offices and Post Roads, 193:&, pp. 67, 69, 7:&. 
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sumed jurisdiction over scheduled air transport:" In 
view of the intrenched position of the Department of 
Commerce in safety regulation and the predominantly 
interstate character of air transport, regulatory activities 
by the states see~ unlikely to become important in this 
field. 

IX, CONCLUSIONS 

The conclusions supported by the information in this 
chapter may be summarized as follows: 

I. Air transport is now the least important of the 
V'£orms of organized transportation available to the 

American public, but is growing rapidly in importance 
and in this country has already far surpassed the devel
opment abroad ... 

z. Study 6ffactors in which the industry must com
Jlete with other forms of transportation indicates that 

/' it will be a serious competitor of surface transportation 
only fo!, passe..!l~r<Speeds of 150 miles peihour, a de
gree of safety appr~iiigtliat of passenger automobile 
transportation, and passenger fares of five cents a mile 
all appear likely to become typical on major air routes 
during the next few yea~ _ 

30ir transport passenger traffic is now in excess of 
one per cent of Pullman passenger traffic. Growth to a /' 
level of more than 10 per cent in ten years appears pos-
sible. Some traffic is likely to be drawn from passenger 
automobIles .. beC;ius~p.ea:::=!.<i.van!age;·~--·· . 

4- Air mail pound miles amounted to 4 per cent of 
first-class mail pound miles during the fiscal year 1932 . 

.. Fred B. Fagg, Jr., and Abraham Fishman, "Certificates of Con. 
venience for Air Transport," }our".l of Air Law, Vot 1, pp. 12.6-50, 
at p. :40. 
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Lower postage rates appear necessary to develop this 
class of traffic; it is not believed that this change would 
intrease the loss on air mail service. First-class mail is 
so minor a source of income to other forms of transporta
tion that the diversion of traffic would not be important. 

5. Federal aids to air transport amounted to 
$26,774,027 during the fiscal year 1932. Contributions 
of passengers and postal patrons did not exceed 
$15,000,000. Much of the aid took the form of mail 
payments and airway aids on routes of extremely light 
traffic density. It is believed that the aid dispensed on 
these routes could be eliminated without a substantial 
loss of traffic. 

6. Air transport companies comprise two groups: mail 
V carriers and non-mail carriers. Both groups carry pas

sengers. The mail carriers operate over a unified system 
of routes totaling about 26,000 miles; the non-mail car
riers operate over about 6,000 miles of disconnected 
route. 

-../'7. The mail carriers receive a large measure of regu
lation from the Postmaster General, who supervises 
service, requires uniform accounts, and de~mines the 
compensation for the transportation of mail.'l1tese pow
ers are exercised under air mail route certificates which 
expire in 1936.J' 

8. The no~ail carriers are regulated as to safety by 
--J the Department of Commerce, but are subject to no reg

ulation of an economic natu~ 77 non-mail airlines 
started during the period 1925-32, only 17 were in exis
tence as such an January I, 1933. The service offered is 
distinctly less reliable than that offered by the regulated 
mail carriers. Despite the more frequent cancellation of 
schedules, the passenger fatality risk on non-mail lines 
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was three times as great as that on mail lines during the 
only periexl for which information is available) 

9. Air transportation is an industry of decreasing unit 
cost with increasing size, principally because of high 
o.verhead expense and light tr~c ... ~ompetition within 
the industry should accordingly be limited to service V 
over alternative routes between large cent~he com
petition of surface transportation seems adequate to pro-
mote efficie, Commission regulation appears to be 
prerequisite to the granting of monopolistic certificates 
of convenience and necessity for particular rout~ 

The following recommendations are suggested for 
conSideration: 

I. The payment of more than half a cent per pound 
mile for transporting mail over any air mail route or 
part thereof should be prohibited. Air mail carriers 
should be permitted to withdraw from service on routes 
where such rates prove not to be compensatory. The sav
ings resulting should be impounded and returned to the 
federal treasury. 

2. Expenditures in aid to air navigation should be 
reduced on routes on which air mail service is eliminated. 

3. At some time prior to the expiration of air mail 
route certificates in 1936, provision should be made for 
the transfer of regulatory authority from the Postmaster 
General to the Interstate Commerce Commission. This 
change should be made to remove air mail service from 
the political sphere as far as possible and t~ provide for 
the orderly liquidation of the present subsidy polig.. 

4- General jurisdiction over air transport should be ~. 
conferred upon the Interstate Commerce Commission, I / 

in order to prevent the establishment of new airlines in- V 
capable of meeting reasonable financial standards and in 
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order to prevent unwise competition among airlines. Ex
isting airlines capable of meeting reasonable standards 
should be permitted to continue. This change should be 
made as soon as possible, in the interests of safety. 

5. The present jurisdiction of the Department of 
Commerce over matters connected with safety should 
not be disturbed; the preceding recommendation should 
not be interpreted as a reflection upon the existing ad
ministration of the Department. 

6. Air transport should eventually be placed upon a 
completely self-supporting basis. It would then be de

\/ 'sirable to allocate a share of the cost of airways to. the 
companies using them. 



PART VIII 

STABILIZATION OF THE RAILROAD 
INDUSTRY' 



INTRODUCTORY STATEMENT 

We turn in this division of our study to an analysis of 
the problems involved in restoring the railroad industry 
to a stable and prosperous condition. The reorientation 
in regulation that is required in connection with the en
tire transportation system of the country is, however, 
reserved for consideration in Part IX. Here we shall 
confine our attention to the problem of railroad stabili
zation, to the end that this basic industry may contribute 
toward the resumption of general prosperity. 

The preceding analysis has shown that the present 
condition of the railway is the result of two factors: First, 
the increasing competition of other transportation agen
cies, particularly the highway, and, second, the depres
sion, which has affected the railroads in common with 
all other industries and at the same time intensified 
competition. Of the two factors, the depression is of pri
mary significance so far as the ability of the roads to meet 
fixed charges and earn a modest return upon stock in
vestment is concerned. An increase in traffic of moderate 
proportions would enable those roads whose capital struc
ture is sound and whose general position is favorable to 
meet fixed charges and to make progress in restoring their 
credit position and in rehabilitating the condition of their 
physical properties. The railroads cannot, however, main
tain a passive attitude in connection with the general 
problem o~ recovery. They must participate actively in 
the readjustment processes upon which general prosperity 
depends. 

In the following chapters we shall consider the prob
lem of readjusting rates and costs and the possible econo-
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mies that might be obtained by means of terminal uni
fication and through general consolidation of railway 
companies. Attention will also be given to the relation 
of transportation to constructive planning of city develop
ment. 



CHAPTER XXXII 

THE READJUSTMENT OF RATES AND COSTS 

The railroads have been looked upon during this de
pression as a favored industry. This is the only industry 
in which an effort has been made to maintain financial 
solvency through the process of raising rates. It was 
hoped that the downward movement of prices and of 
business might be arrested if railroad rates and earnings 
could be maintained. The anticipated result was not, how
ever, attained and, as we have seen, the railroads haye 
been forced by sheer pressure of circumstances to reduce 
to some extent individual rates both on freight and pas
senger traffic. 

The disparity between the price of railway transpor
tation service and the prices of commodities generally 
may be summarily indicated. The average freight rev
enues per ton mile decreased from 1.094 cents in 1928 
to 1.062 at the end of 1931, or a decline of 2.9 per cent. 
During the same period the wholesale commodity price 
index declined by 24.5 per cent. The commodity price 
level for the year 1932 sh.owed a decline of 33 per cent 
from 1928. While data are not as yet available for the 
average freight revenue per ton mile for the year 1932, 
it is known that the decline has been only moderate. Be
tween 1913 and 1931 freight rates increased 45 peJ;.,.(:ent, 
while the wholesale price level in 1931 was only 5 'per· 
cent above the pre war figure. 

When one considers the trend of prices in certain par
ticular industries the nature of the problem becomes even 
clearer. Freight rates now absorb a substantially larger 
proportion of the value of many leading commodities, 
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particularly in the case of agricultural products and cer
tain raw materials where the price declines have been 
most pronounced. The burden, of freight rates on farm 
produce, measured by the ratio of rate per ton to value, 
more than doubled from 1928 to 1932.' 

There can be no doubt that high freight rates now 
serve as a deterrent to business recovery. The Wleven 
character of price declines has, however, resulted in great 
variations in the weight of the transportation burden. Ac
cordingly, the argument for a simple horizontal rate 
reduction is not strong at this juncture. What is needed is 
a downward readjustment of railroad rates, with atten
tion given to the conditions prevailing in different 
regions, and particularly with reference to different 
types of traffic. The suggestion that the reduction of rates 
should proceed along experimental lines is, however, 
not to be interpreted as indicating that the need for sub
stantial reductions is not an urgent one. A considerable 
reduction in rates is clearly essential to the readjustment 
of production costs to purchasing capacity, and hence to 
the resumption of business activity. 

A reduction in railroad rates would doubtless mean, 
immediately speaking, an increase in railroad operating 
deficits. While in individual items of traffic lower rates 
might stimulate the volume of traffic sufficiently to off

-set the reduction in charges, such a result could not be 
expected for traffic as a whole-at least until general 
business recovery occurs. In any event, the financial con-

I Average freight revenue per ton on agricultural and animal products 
in 19%8 was $6.8]; for the ntst six montu of 1932., the figure Wat 

$7.2.0. The Bureau of Labor Statistics index Dumber of farm produce 
prices fell from IOS.9 in 1928 to 49.2 in the fint half of 1913. The ratio 
of freight rate per ton to value thw increased 2..J times from 1921 to the 
tint h.1f of 19}" 
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dition of the railroads is such that reductions in the ex
penses of operation are essential if the railroad industry 
is to be placed upon a solid foundation. At'the same time 
that rates are being adjusted downward, it is therefore -
necessary to cut costs. 

We have indicated in Chapter VIII the nature of the 
drain imposed upon railroad systems by obsolete, and ob
solescent, branch lines and in Chapter XXIX we have 
suggested the possibility of saving expenses by a more 
extensive utilization of trucks and buses on branches of 
light traffic density. In the same chapter we also pointed 
out that very substantial economies may be realized in 
terminal areas through the co-ordination of rail and high
way transport facilities. We have also indicated that cer
tain lines possess unbalanced capital structures which 
must be reorganized as a preliminary to the restoration 
of sound financial conditions. 

Another possible means of reducing operating expenses 
is to effect savings in wages and in the costs of materials. 
It is assumed by many that the only practical means of 
reducing the cost of railroad operation further is to re
duce wages. Inasmuch as the wage bill represents ap
proximately 60 per cent of the entire cost of railway op
erations, they urge that here and here alone lies the pos
sibility of large economies. Our analysis of the wage situ
ation in the ·railroad industry indicates that the wage 
rates for most classes of workers for which comp"arilble 
wage data are available increased by about 90 per cent 
between 19 I 5 and 192.9. A considerable part of this rise 
came in the pre-war and federal control periods, the in
creases after 192.3 accounting for but a small portion of 
the total advance. After the 10 per cent cut negotiated 
in I932., the average rates for railroad employees were 
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approximately 70 per cent above the 'I 9 1 5 level. The 
reported rates for other organized labor show a slower 
rise from 1915 to 1920 but a much more rapid advance 
thereafter, and in 1929 stood ISO percent above the 1915 
level. Since 1929 actual reductions in general trade union 
rates have apparently been at least 25 per cent, leaving 
the level around 90 per cent above that of 19 I 5.' 

During this same period the cost of living for the 
United States as a whole rose from an index of 105.1 in 
1915 to 170.8 in 1929, and fell thereafter to 135.7 in 
June 1932. In terms of real wages, in other words, rail
road wage rates in 1932 were approximately 30 per cent 
higher than they had been in 1915. 

It seems not unreasonable that full time employees 
in the higher paid wage groups should contribute some
thing toward the establishment of financial stability in 
the "'industry upon which they are dependent; and the 
same observation is applicable to the salaried groups. 
But for reasons set forth in the introductory chapter it 
should be the policy to maintain, wages as high as is 
economically possible; and there is much to be said for 
leveling up wages in competing lines of transportation 
rather than forcing railway wages down to the plane of 
the lowest. It should be borne in mind, moreover, that 
even if there were a further wage reduction of 10 per 
cent, the net saving of $150,000,000 would not be suf
ficient to cover even the deficit in fixed charges that ac-

. cruedin 1932. 
In any event there is no justification for a program 

which would require those who are employed in the rail
way services to make the primary contribution to the re-

2 See pp. 199-20% for supponing data. For wages 01;1 boat lines tee 

p. 461; on trucks see pp. S:U-2). 
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habilitation of railroad finances. The price of steel rails, 
which has declined much less than the prices of other 
commodities, should also be reduced. The railway equip
ment industry has just as much stake in the restoration 
of a sound railroad, financial situation as have other in
terested groups. Moreover, it is of the utmost impor
tance not only in the interest of stabilizing the railroad 
situation but with a view to giving this country the kind 
of transportation servit:e which it requires that the ef
ficiency of railroad operation be increased. 

We shall consider first the possibilities of effecting 
economies by individual roads acting independently. 
Many who charge the existing railroads with gross in
efficiency, and point to the great' economies that are 
possible, fail to differentiate between economies that 
might be possible under a consolidated system which 
would eliminate competitive wastes and those which 
might be accomplished by independent roads. Competi
tive companies can hardly be expected to ignore competi
tive requirements. In the following analysis we shall 
endeavor to distinguish between the economies that are 
possible for individual roads and those which are con
tingent upon co-operation or unification. The latter type 
of economies will be considered in later chapters. 

It is contended by many that the quasi-monopolistic 
position of the railroads hllS tended to make railroad man
agers content with ,what they have and slow to lei: with 
reference to new possibilities. This point of view is well 
expressed in the following statement made to the Na
tional Transportation Committee by one who has de
voted a life-time to the study of railroad transportation:' 

• Dr. Eugene Davenport, Dean and Professor Emeritus, the Univenity 
of Illinois. 
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I have known railroad service from the outside for over half 
a century and its most pronounced feature, next to safety of 
operation and special equipment of the de luxe trains, has been 
its indifference to changing conditions and the growing neces
sities of a rapidly advancing civilization. The result is that with 
thousands of country and smaIl town people the Bying machine 
is actually a more vivid reality than are the railroads. 

It is not difficult to cite instances of this apparent indifference 
to the public need as well as to changing conditions. For exam
ple, I knew personally, some forty years ago, one Emory Cobb 
of Kankakee, lIlinois. As a young man he was associated with 
Ezra CorneIl in the promotion of the telegraph and the effort 
to induce the railroads to run their trains by tekgraph. They 
considered the proposition absurd and would not even permit the 
company to erect poles on the railroad right of way. This he 
told me with vast satisfaction after the wire had, reluctantly at 
first, but of necessity at last, been adopted as the only possible 
way to handle the increased traffic. 

It was only recently that the roads were able to boast that 
they were moving heavy freight at the rate of twenty miles a 
day. Back in the days when it moved only ten miles a day
ox-cart speed-the demand arose for faster movement, espe
cially of the lighter and more valuable stuff. The railroads 
refused to give a better service and the express companies were 
organized. So the railroads lost an opportunity and a source of 
revenue that has supported the express companies rather hand
somely for a service that the railroads could have rendered 
cheaper. 

Again, the public desired to sleep while it was spending the 
night upon the train and asked for service. It was not granted 
by the railroads and the Pullman and the Wagner companies 
were organized to furnish it. And for many years the roads 
actually paid the sleeping car companies for the privilege of 
hauling their cars and passengers. 

Still again: When Mr. Armour desired to ship refrigerated 
meats he urged the roads leading out of Chicago to build and 
operate refrigerator cars. They ~ould not even consider it. (See 
The Packers, the Private Car Lines and the People, by J. Ogden 
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Armour, pp. 22 and 23.) So again the parties int=sted in 
developing transportation were obliged to provide their own 
equipment and take over this branch of the transportation prob
lem. They bave done the same in other intereslS, such as fruiL 

To mention one more instance: The railroads, even the 
small branch lines, permitted the electric interurban to parallel 
their tracks and take away from them not only their local busi
ness but the direct OlntaclS with the people of their own terri
tory. The roads bad the initia\ advantage, baving already the 
right of way and the track upkeep. all of which was in mCl6t 
c:oses idle from 90 to 99 per cent of the time with plenty of 
opportunity to run "scooters" which would bave put the inter
urbans out of business before they were fairly started. 

I oner called a conferener between the farmers of Illinois 
and the railroads that served the state. There was a fine at
tendaner on both sides. One of_ the questions put up by the 
farmers was: "Why does a hull always weigh 2000 pounds 
when he is shipped whether he is six years, six months, or six 
weeks old?" After a bit of "stalling" the answer was: "WeD, 
we don't want the business anyhow and recrive it only as a 
matter of accommodation." Could any reaso:>n bave been weak
er? Besides, James J.- Rill was at that time shipping bulls of 
any age free if billed to the territory served by his line, and 
good business it was as .,..ents proved. 

By these short-sighted policies long continued the railroads 
bave reduced themselves to """"ncies for maintaining tracks, 
locomotives, and the most ordinary freight cars and day roaches, 
handling the gr<l6Ser freight and keeping up terminals, while 
private rompani£s bave skimmed the cream off the transporta
tion business.. 

Before they can get out of the rut that they bave' dug for 
themselves the railroads will bave to win back the-aal reK",tl 
of the Public and it will be a sorry day for all of us if they do 
not succeed. \Ve need a universal conviction that the r.ai\roads 
are the foundation of the national problem of transportation 
and that they will take care of it. But if this jeeli"K of confidence 
is to become a reality the roads will bave to institute a radical 
change of policy regarding the public they serve. 
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While remarkable progress, as we show in Chapter 
VI, has been made in railroad operating efficiency since 
1922, railroad managements have nevertheless not been 
perhaps as alert as they might have been with reference 
to new developments in the transportation field. They 
failed to realize the potentialities of highway transporta
tion. The short-haul freight and passenger traffic and 
the less-than-carload services were regarded by railroads 
as unprofitable and no serious attempt was made to ar
rest diversion to the highways. But now that these classes 
of traffic are going or have gone to the highways the rail
roads are deeply concerned. 

In the matter of operating efficiency there is wide vari
ation on different roads. The railway journals, the pro
ceedings of the professional railroad societies, and the 
utterances of experienced officials speaking for individ
ual railroads, afford innumerable specific instances both 
of inefficient practices and of progress made by certain 
roadS that reveal the backwardness of others. The extent 
of variations in operating efficiency between different 
roads is illustrated in the following table where the re
sults attained in 1928 by 142 Class I railroads in gross 
ton miles per train hour, car miles per car day, and pounds 
of coal consumed per 1000 gross ton miles are com
pared! 

In the interpretation of the variations in efficiency 
shown in the table it must be remembered that it is ex
tremely difficult to eliminate the disturbing effects of dif
ferences in the conditions under which the various com
panies operate. With respect to gross ton miles per train 

4 Data embrace J 4% companies whOle repom are available in CtHIf. 
pIlI'alifJe SlaUmenl Df Operllling AfJeragel, 19%5-29, Bureau of Statistics, 
Intentate Commerce Commission. 
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hour, for instance, we find that the companies produc
ing over 30,000 gross ton miles are mostly roads with 
heavy coal or ore traffic-like the Pittsburgh and Lake 

Efficiency Grouping 

Gross ton miles per train hour: 
Under 5,000 ................... . 
5,001-10,000 ................... . 

10,001-15,000 ................... . 
15,001-20,000 ................... . 
20,001-25,000 ................... . 
25,001-30,000 ................... . 
30,001-35,000 ................... . 
35,001-40,000 ................... . 
40,001-45,000 ................... . 
45,001 andover .................. . 

Car milcsperar day 
Und ... l0.0 ........................ . 

10.1-20.0 ....................... . 
20.1-30.0 ....................... . 
30.1-40.0 ....................... . 
40.1-50.0 ....................... . 
5O.HiO.0 ....................... . 
60.1 andover .................... . 

Poonda of ooal <OIlSUIIlcd per 1,000 gross 
ton miles 
UDder 90 .......................... . 

91-110 ......................... . 
111-130 ......................... . 
131-150 ..•....................... 
151-170 ......................... . 
171-190 ......................... . 
191-210 ......................... . 
211-230 ......................... . 
231-250 .....................•.... 
251-270 ......................... . 
271-290 ......................... . 
291-310 ......................... . 
311 andover ..................... . 

Numbcrof I As a Per-
Roads centageofTotal 

4 2.82 
18 12.68 
28 19.72 
32 22.53 
31 21.83 
18 12.68 
4 2.82 
3 2.11 
3 2.11 
1 .70 

11 7.75 
25 17.61 
50 35.21 
35 24.65 
13 9.15 
5 3.52 
3 2.11 

4 2.82 
29 20.42 
33 23.24 
34 23.95 
12 8.45 
7 4.93 
6 4.23 
3 2.11 
1 .70 

~ 4 "2.82 
3 2.11 
3 2.11 
3 2.11 

Erie, Chesapeake and Ohio, Norfolk and Western, Vir
ginian, and Duluth, Mesaba, and Northern. Likewise, 
we find that roads making extensive use of oil are almost 
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invariably making good showing with respect to fuel 
consumption: ' 

Under these circumstances, it is impossible to draw 
precise conclusions as to managerial efficiency. Yet there 
is a presumption that at least some of the showings are 
attributable to differences in management. It is true that 
roads showing excellent results with regard to gross ton 
miles per train hour are mostly roads with heavy coal or 
ore traffic; but it is also true that many of the roads with 
equally heavy coal or ore traffic are making very poor 
showings. In fact, one of the roads in the lowest class 
shown in the table above has traffic in mine products to 
the extent of 81.4 per cent of its total traffic. When, there
fore, eleven companies can maintain an average of 30,000 
gross ton miles per train hour, it is hardly probable that 

. companies now.under 5,000 gross ton miles cannot do 
better. 

In the field of passenger service numerous improve
ments in service have been suggested. Passenger servo 
ice is the channel through which railroads come into con
tact with the public, and accordingly the public attitude 
as to railroad transportation generally is largely deter
mined by the character of such service. On long distance 
"crack" trains there is little ground for criticism, but 
anyone familiar with local service, particularly on branch 
lines, cannot fail to be impressed with the fact that pas
senger accommodations are little if any better, and that 

• One difficulty here u in adopting a common unit for compariton 
between oil and coal consumption. ~ L. F. Wilson, "Comparing l' nit 
Fuel ConSDDlptioos," R"ibway Agl, July 14. 19%1. The choice brtween 
oil and coal lies within managerial discretion, but if the prnmt man· 
agemeat bas a large surplus of .. rviceable coaI-buming loc:omotivn, it 
may be cheaper to continue to use them lhan to make expensive changes 
to oil bumen, evm though the showing with rapect to fuel collJDmptiou 
remains poor. 
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train schedules are less satisfactory than they were a 
generation ago. As a result vast numbers of people now
adays never think of traveling by train, but instead au
tomatically go by private car or bus. Some of this atti
tude is merely the rellection of a motor-minded age; but 
much of it is directly attributable to high rates and in
ferior railroad service. 

While it may be ariUed that declining traffic makes 
deterioration of service inevitable the fact remains that 
aggressive efforts have in most cases not been made to 
prevent the diversion of traffic. For example, high speed 
combination passenger freight train service, now advo
cated by some leading railroad men as an aid in recover
ing both passenger and fast freight traffic, might well 
have been developed earlier. Similarly, the use of motor 
vehicles to supplement railroad service and the running 
of motor car trains at frequent intervals"are being some
what belatedly experimented with. Other aspects of the 
passenger problem, neglected until recently, are dif
ferentiated rate structures and popular price excursions. 

The Baltimore and Ohio recently inaugurated a night 
day-coach service between Washington and New York at 
30 per cent reduced fares, that is, at 2..5 cents per mile. 
The number of passengers increased 150 per cent in 
five months. The transcontinental earners inaugurated a 
$40 day-coach fare between Chicago and California. 
These carriers believe that this new fare has justified 
itself by preventing further diversion to higltways. The 
Chicago and North Western in November 1932 began to 
experiment with reduced passenger rates. A reduction 
from 3.6 cents to 2. cents a mile resulted in a loss of rev
enue. When the rates were reduced to 1.5 cents there 
was still a loss as compared with the regular rate, but it 



776 AMERICAN TRANSPORTATION PROBLEM 

was smaller than at the 2 cent rate. A cut to I cent a 
mile resulted in increasing traffic by more than 500 per 
cent, yielding an increase in revenues as compared with 
the rate of 3.6 cents. The experiment was tried in three 
different districts and the results were uniformly the 
same. 

While this development is still in the experimental 
stage, it appears not unlikely that it points the way to 
an opportunity for increased usefulness of the railways 
to the traveling public and increased revenues for the 
carriers themselves. The experiences of the roads in han
dling commutation traffic over a long period of years 
shows that passengers can be carried profitably for 1.1 

cents a mile if the trains are full. Passenger traffic which 
the railroads have lost to private automobiles and buses 
is gone forever if the railroads can offer services only at 
3.6 cents, or for that matter 2.6 cents, a mile. But if they 
can carry passengers at one cent a mile, or perhaps at 1.5 

cents a mile, it would appear impossible for buses to 
compete with them since volume of business for buses 
means almost proportionately increased expenses. More
over, for runs of more than a few hours the railroads 
have the advantage in speed, in comfort, and in safety. 

Likewise with reference to the private passenger auto
mobile: while it appears unlikely that any rate policy 
will enable the railroads to recover that part of the traf
fic which represents vacation and other recreational travel, 
the bulk of the traffic which has forsaken the railroads 
and taken to the highways is probably available for the 
railroads whenever they can offer transportation at a 
figure below the direct cost of gasoline and oil involved 
in running an automobile--say 1.5 cents per passenger 
mile. 
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In other words, given the existing investment in rail
way right of way, equipment, and terminals, it seems 
almost certain that railway transportation of passengers, 
in reasonably full train loads, is basically cheaper than 
highway transportation and that a rate level can be found 
which, coupled with inexpensive improvements in quality 
of service" would make the use of the railways once more 
a standard method of personal transportation.' 1£ these 
devices show results .now they would presumptively have 
shown results earlier, preventing in some measure the 
persistent decline of the passenger business. 

Having called attention to the possibility of improve
ments in efficiency both in freight and in passenger busi
ness, it is only fair to point out that many improvements 
theoretically possible are frequently not immediately 
practicable. 1£ it were feasible for any railroad to scrap 
all of its present plant and equipment and make replace
ments with 1933 m.odels there is not the slightest doubt 
that operating costs could be greatly reduced. But a rail
road, like every other business enterprise, is concerned 
with a financial problem. Even when the raising of capi
ta! is not difficult there is always a question as to the best 
time in which to scrap old equipment or properties and 

• Such as fine mesh .."..... in day coach.., free reclining chain ouch 
as have been in use OD certa.iD Western roads for many yean, and added 
attention to clcanl.io.esa of c:a.n, convenience of -=hedules, and similar 
cletaila of ...-vice. 

'f The loss of revenue on very long distance travel which roads have . 
10 far been able to main could largely be obviated bj' the retention of 
......... hat high .. fareo on tick ... good in sleeping can, and by the institu
tion of lOme diffuentiation of fareo between lint and second class coach ... 
It is to be Doted, however, that in European countries, where several 
c1assea of JerYioe are maintained, very little revenue is obtained from 
high.. class tramponatiOIl. Ex.,... fareo on the &stool and most con
venient trainl have been more auc:cessful AI revenue producen both in 
Europe and in America. 
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replace them with new. There were submitted to the Na
tional Transportation Committee a wide variety of sug
gestions for increasing efficiency-by an earlier replace
ment of old locomotives with new and improved equip
ment, by better purchasing methods, by the abandon
ment of individual company shops, by the modification 
of certain practices, etc.; but the financial aspects of the 
problem were usually not carefully considered. Some of 
the suggestions may be immediately feasible, while oth
ers are not. 

In concluding this discussion of the problem of railroad 
management attention may be called to the fact that the 
railroad managers have been confronted with certain very 
time consuming problems which have militated against 
concentrated attention upon the business of transporta
tion. Reference is here made to the problems connected 
with the system of legislation and commission regula
tion, to financial issues incident to acquisitions and poten
tial mergers or consolidations, and to the adjustment of 
labor problems. So important have such problems be
come that in the selection of railroad officials nowadays 
emphasis is commonly placed rather more upon legal 
training and diplomatic qualities than upon railroad op
erating ability. 

Looking forward, the prospect for significant increases 
in railway efficiency, accomplished by individual roads 
operating under competitive conditions, does not appear 
promising. Between 1923 and 1930 it was possible to 
accomplish results of great importance, thanks to the 
prosperous condition of the country as a whole and to 
the comparative ease with which new capital could be 
raised. During the next few years it is improbable--as
suming no basic changes in railroad organization-that 
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the necessary capital can be obtained to effect significant 
operating improvements--and in any event the most 
obvious types of improvement have already been effected. 
The economies of the near future will depend primarily 
upon the extent to which the wastes which are incident 
to the duplication of services aDd costs under a competi
tive system can be eliminated. 



CHAPTER XXXIII 

THE PROBLEM OF TERMINAL 
UNIFICATION 

Public interest in the consolidation of railroads may 
be said to date from the experience with unified opera
tion obtained during the period of federal control. Its 
interest in the railroad terminal problem, on the other 
hand, antedates the war experience, though receiving 
positive stimulus during the congestion of terminal fa
cilities which occurred at that time. The present chapter 
examines the difficulties which terminals present and 
considers possible lines of betterment. In so doing it con
tinues the analysis of means of securing a greater degree 
of transportation efficiency through the development of 
.l more fully co-ordinated and unified system of trans
portation. 

The word "terminal" is used in a broad sense to em
brace all facilities directly or indirectly called into use 
in the loading and unloading of cars and the making up 
and breaking down of trains. It includes not only tracks, 
stations, and freight houses, but also industrial sidings, 
storage facilities, and whatever else contributes to the 
performance of the tasks mentioned. Ownership need 
not necessarily rest with the railroads; facilities fur
nished and owned by the large shipper or receiver of 
freight, and expenditures (such as those for highway im
provement incident to terminal development) borne 
from the public purse, all enter into the picturt. So like
wise "terminal operations" embrace activities of car
riers, of shippers, and of a public that may be affected 
by the manner of terminal operation and the location 

780 
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of terminal facilities. The problem is distinctly a many
sided one. 

Terminals fall into two classes, namely, &eight and 
passenger. The &eight terminal problem is of greater 
conrern and is considered in this chapter more fully than 
the passenger terminal problem. Special attention is also 
given to the significa.ru:e of the produce terminal. 

L THE PLACE OF THE FREIGHT TERMINAL IN 
RAILWAY OPERATIONS 

Freight terminals do not permit of ready classifica
tion. In size they range from a single loop dropped off a 
main line to give service to a small community, to the 
gigantic networks of tracks found at such traffic centers 
and gateways as ChicagO, Indianapolis, and St. Louis. 
Classi6.ed on the basis of location, there are termioaIs 
at the termini of railroads, at ocean ports, at intermediate 
points, and at points of junction with other carriers. This 
cla.ssification is not entirely satisfactory, however. Thus 
the port terminal may handle a large volume of domestic 
traffic; and intermediate terminals, where the carriers 
re-make their trains, may originate and receive much 
traffic on their own account. Nearly all terminals are, 
then, of a mixed character. 

To many, a railway terminal suggests a maze of tracks, 
laid down according to no discernible pattern and ap
parently used with no partirular show of system. It is 
hard to appreciate how much effort has gone into their 
development or to what extent close supervision goes 
into their daily use. The essential parts of a freight ter
minal are tracks or "yards" devoted to the receiving, 
classifying, storing, and repairing of cars, as well as de;. 
livery or "team" tr:u:ks for the loading and unloading 
of carload shipments, scale tracks for the weighing of 
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shipments, icing tracks, departure tracks, interchange 
tracks with other roads, etc., with, of course, the attend
ant structures. In the case of port terminals, piers, and 
pier stations, lighters and car floats are included. Spurs 
and sidings reach out to the industries along the car
rier's lines. As terminals grow in size the tendency is to 
multiply the number of distinct units rather than to ex
pand existing uruts. The object here is, of course, to avoid 
unnecessary switching. 

Seldom does our industrial system show itself in a 
more complicated form; for here we see a myriad of 
movements, each of which must take place as quickly as 
possible in order that the yard may be kept clear for 
other trains soon to follow, that equipment may be 
promptly released for other uses, and that shipper and 
consignee may not be kept waiting for commodities es
sential to the continuous operation of their businesses. 
Particularly complicated is the handling of less-than
carload freight, both because it represents small units, 
each requiring separate billing, weighing, checking, etc., 
and because it usually has to pass through the freight 
house in being loaded onto or unloaded from the cars. 
Carload shipments, on the other hand, require the 
"spotting" of cars, either on team tracks or on the ship
per's own industrial track. 

Terminals exert a controlling influence over the char
acter and cost of transportation service. They have con
tributed on many occasions to seriously delayed and ir
regular transportation service. A large number of the 
delinquencies charged against the railroads in the last 
two decades or so have really had their origin in faulty 
terminal situations. The congestion, particularly at the 
Eastern port terminals, during the recent war will long 
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be remembered. Here equipment, badly needed in other 
parts of the country, was piled up and rendered practical
ly us~less. What is not so obvious is that, even under the 
best of conditions, terminals constantly put a brake on 
the rapidity with which traffic moves and cause irregu
larities which shippers or teceivers of freight flnd it dif
ficult to contend with. As Mr. Loree has well expressed 
it, "the large terminal stations and the large terminal 
yards are the graveyard of cars.'" His calculations indi
cate that considerably more than two-thirds of the 14.9 
days involved in a typical completed car movement is 
spent in terminals. If such items as surplus cars, Sunday 
and holiday delays, and delays due to repairs be elim
inated from the calculations, 86 per cent of the time 
is chargeable to terminal operations and only 14 per cent 
to the line haul. There has been improvement in recent 
years, but this has been general and it is doubtful wheth
er the proportions indicated have undergone much 
change. More expeditious and regular movement of 
freight is, therefore, conditioned very largely by the 
adequacy of terminal facilities and the effectiveness 
shown in their use. 

Terminal costs form a large part of the aggregate cost 
of furnishing transportation service. The lay public 
thinks of railroads too exclusively in terms of road mile
age. Terminals involve extremely large investments of 
capital. Unfortunately, no figures are available showing 
the aggregate investment in terminal property, but one 
railroad authority has said that "the terminals alone rep
resent a greater amount of money than all the remainder 
of the properties of the roads.''' This same authoritYeh . 

I J. A. Droege, Freight Terminals ana Trains, (:ad ed.), 1915, p. I. 
I L. F. Loree, R,,;uoatl Freight Trllnsportat;on, p. 34-. 
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timated in 19IZ that the New York freight termi
nals for a new four-track trunk line to extend from 
Chicago to New York would cost anywhere from 
$125,000,000 to $150,000,000 (if on the Jersey water 
front, $75,000,000), or the equivalent of from $75,000 
to $150,000 per mile of line for the tidewater terminal 
alone. These figures would be very much higher to-day. 

Some conception of the extent and multiplicitJ( of ter
minal operations is obtained from a comparison of the 
mileage made in a year by road locomotives and yard 
switching locomotives. In 1925, the mileage made in 
yard switching was, in the case of the ten largest Eastern 
roads, 60 per cent of that made in road movements, 
ranging from 44 per cent in the case of the Erie to 87 
per cent in the case of the Michigan Central. Of the 
single item "transportation" in the operating expense 
accounts, considerably more than a third is attributable 
to yard operations. These are but rough measurements, 
but they serve to indicate the extent to which terminal 
operations enter into the determination of transporta
tion costs and suggest that there may be inefficient prac
tices here that will bear looking into. 

Terminal costs behave differently from line-haul 
costs. Line-haul costs are, roughly speaking, proportion
ate to distance; terminal costs are practically the same 
whatever distance shipments are sent.' Their effects on 
rate construction are, therefore, divergent. Furthermore, 
terminal operations pass out of the "increasing returns" 
stage much sooner than line-haul operations. The mat
ter is simply one of capacity. There is an elasticity of 

• We refer here, of roune, to costs incurred at a particular terminal. 
With increaaed distance the neceaity of pa.-age through intermt'diale 
yards or of interchange with other carrien presumably increuet. 
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. capacity in the case of road mileage that enables in
creases in traffic to be handled with increased effective
ness and, therefore, at lower costs; whereas in the case 
of terminals, owing to the multiplicity of operations, the 
point is much sooner reached where increases in traffic 
to be handled pile up costs at a disproportionate rate. 

The terminal is a competitive device of major impor
tance. It is difficult for laymen to appreciate how all
important it is to carriers to have terminal facilities as 
good as those which their competitors enjoy. The ex
planation rests in the controlling influence which ter
minal facilities exert over the securing of the line haul. 
Nearness to the wholesale center of a city and to the 
chief industrial districts and direct connection with as 
many large industrial establishments as possible are of 
decisive importance in the securing of business. It is small 
wonder that carriers will undergo enormous terminal ex
pense in order to attract business away from their com
petitors. Nor is it surprising that, with rates minutely 
regulated as they are at present, carriers will "absorb" 
terminal costs of one kind or another in order to attract 
business from rival carriers. In some cases actual losses 
are known to be taken on terminal operations in order 
to secure business. The terminal, then, is one of the 
last strongholds of carrier competition. However, much 
of the competition originating at terminals has brought 
about such questionable practices and so much waste in 
duplication that on the whole no resultant advantage 
accrues to anyone railroad-imd only harm to the entire 
industry. When terminal cities reach a certain point in 
growth and importance, the value of the competitive 
£eature-ronsidering the vast outlays of money involved 
--becomes an illusion. 
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1. Problems of the individual terminal. The discus
sion divides at this point into two major parts, one re
lating to aspects of the individual terminals of a car
rier, considered apart from the terminals of other 
carriers, and the other relating to the functioning of the 
terminals of various railroads in their necessary rela
tions with one another. 

Many terminals are poorly adapted to present needs. 
The reasons are largely historical, reflecting enormous 
growths of traffic in the past, lack of planning, the large 
increase in normal times in urban land values, the com
plexity of urban building and street developments and 
the lack of available land. Droege, speaking particularly 
of the illdividual terminal, says: 

Most of our larger freight terminals are examples of evolu
tion from smaller to large yards. Like Topsy, they "jus' 
growed." Additional tracks were hung on wherever there hap
pened to be a vacant piece of land and where the least grading 
was required. In many cases it was necessary to get any addi
tional track facilities that could be had at any place available, 
to avoid congestion or blockade on the line. In other cases it 
was due to lack of foresight. The bill has been paid many times 
over." 

He also refers to the "shortsightedness of years ago, in 
not providing for necessary expansion where it was most 
needed and before industrial development and increased 
property values rendered it almost prohibitive." To this 
general cause of weakness in the terminal situation he 
adds such special ones as "the paramount desire of run
ning a line to a large city and the failure to provide suf
ficient funds to carry the line well into the terminal 
city," and, in the matter of design, the effect of the pay-

• Freight Termi"als tmJ Trains, p. 9. 
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ment for the use of other carriers' cars on a mileage basis 
(changed to a per diem basis in 1902» which resulted 
in the yards being operated "in an expensive and awk
ward rrianner," because the "tracks were built for stor
age purposes rather than for switching." 

There is much reason to believe that a considerable 
part of our terminal problems in normal times can be 
solved by a moving from crowded in-town centers to 
the open spaces on the outskirts of cities. Here land can 
be had of sufficient area to permit a comprehensive design 
with adequate provision for the future. Such a moving 
out would not be feasible if it were not for the avail
ability of the modern motor truck and the possibility of 
making greater use of belt lines, especially the inner belt 
lines, whi~h will make for a facilitated transfer of cars 
from road to road and district to district.' 

"The possibilities for savings in yard operation are 
practically limitless." This editorial utterance of the 
Railway Age' suggests lines of inquiry into operating 
practices which, as in the case of terminal design, might 
easily lead us far afield. Perhaps a single example of 
what improved methods can accomplish will suffice to 
demonstrate the need for new ideas and energetic study 
of terminal practices. The example used relates to the 
manner of malcing up trains in terminals, giving rise to 
the so-called "main-tracker" freight train. The process 
is well described in a report of the Interstate Commerce 
Commission: -' .' 

.~.,.:' 

The importance of preclassifying freight trains has been'?,;., , 
peatedly called to the attention of the carriers. One of the im
portant features of operating efficiency is to move traffic in solid 

• See Chapter XXIX . 
• uPanaceas for Yard Ailments," Mar. 19, 19:&7, p. 921i. 
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trains, kept together for the longest possible distances. Under 
this practice freight is assembled in trainload lots at or near 
the originating point. These trains are then dispatched through 
to destination, or, where that is not possible, to break-up points 
near destination. 

This practice not only promotes expeditious movement but 
minimizes switching in transit and at intermediate terminals, 
with resultant savings to the carriers. We have also urged the 
carriers to deliver cars to their connections in blocks so that pre
classification may be worked out easily and with less switching. 
Many carriers have adopted our suggestions along this line, 
with saVings which amply demonstrate the soundness ot the 
practice.' 

This single improvement is working large changes in 
carriers' outlook on their terminal problem. It has, in 
fact, made necessary a re-planning of many terminal op
erations, some intermediate terminals losing in impor
tance and a greater burden being thrown on others. 

There is so much repetition in terminal operations that 
standards of good performance readily suggest them
selves. These might take the form of number of cars 
handled in a period of time, as suggested by Droege, 
or the number of "yardings'" per car handled, or the 
daily percentage of cars moved of total to be moved, as 
suggested by Charles E. Lee, or they might take more 
minute forms: percentage of cars or contents damaged, 
number of "rides" per yard brakeman per hour or day, 
number of tons of less-than-carload freight handled per 
gang per day, and so on. These are mentioned here mere
ly to emphasize the possibilities of doing with 'greater 

, Anmllll Report, Dec::ember I, 192$, p. S5- For a lucid deteription of 
thit type of operation, see H. R. Fertig, "System CIa.ification Plan Im
proves Yard Efficiency," RaiJway Age, Feb. '9,19:17, pp. 5JS"z:z • 

• Defined u ''any halt in movement in which the car yarded it te1 
out and iu movement interrupted." 
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efficiency the multitude of tasks which, day in and day 
out, go to make up the round of terminal operations. 

2. Securing greater unity of terminal operations. So 
much, then, by way of brief analysis of the problems of 
the individual terminal. Let us now consider the more 
deeply seated and stubborn problems presented by the 
two basic facts that, to perform a completed service, car
riers must interchange traffic, and that, in a particular 
locality, carriers are almost certain to be unequally pro- ' 
vided with terminal facilities. 

For the most part, extreme individualism has char
acterized the development of American railroad termi
nals. As just indicated, there is constant need for transfer 
of shipments from the lines and yards of one carrier to 
those of another. Carriers' terminals, therefore, should 
be designed in such a way as to facilitate interchange in 
order that .extensive switching and related operations 
may not be necessary. But, if individual terminals have 
represented constant compromise with the most efficient 
design, there literally has been no designing of the ter
minals of various carriers in many localities for effective 
joint use.' The greatest number of freight terminals, in
cluding most of the important ones, reB.ect extreme in
dividualism in their design and lack of co-ordination in 
their daily use. 

The outstanding example is, of course, New York City 
and vicinity, where each carrier has acquired land and 
erected facilities for its exclusive use. The dect is du
plicated facilities; in many instances the holding of land 

• It mould be especially noted that the terminal .. either of an indi
vidual road or of groups of roads, do not permit of treatment solely 
on the basi. of conditions in a lingle locality. Defeett in a terminal 
at one point are reflected backward and forward in the operation of 
all related terminals. 
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beyond reasonable requirements in order to prevent its 
acquisition by rival carriers; and confusion, delay, and 
extra costs for the shipper, who must make use of a num
ber of freight houses or piers when concentration would 
serve his needs better and relieve congestion of the city's 
streets. Duplicate lighterage and car ferrying facilities 
add to costs. This service is similar in character to the 
car switching which takes place in other terminals in 
transferring freight between the lines or yards of indivi
dual carriers.'· 

Excessive individualism in the design or operation of 
terminals adds cost and detracts from quality of service. 
As is seen in the case of New York, it causes extra car 
handlings and often unduly long car movements within 
terminals; it adds confusion, necessitates complicated ac
counting and record-taking, often results in unnecessary 
empty car movements, and in general injects elements of 
constraint into a situation where the maximum of speed 
arid fluidity is to be desired. 

The reasons for the highly individualistic character 
of our terminals have been suggested by what has gone 
before. There is principally the historical fact that car
riers reached a particular city at different times, with the 
res)llt that some secured the most advantageous terminal 
sites, while others, coming later, were required to build 
in less desirable locations or go without. It is also true 
that some carriers have shown greater foresight and skill 
in developing their terminal facilities than others. Back 

• The development of "inland," "off-rail" freight ltations for .hip
pen' convenience and of Ilore-door delivery has afforded lOme relief 
in New York, as bas the IOmewhat recent conrtruction of a belt liM' 
bv the Port of New York Authority. The new union off~rail .ration 
;.; designrd to give further relief, but is not a permanent IOlution. 
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1>f situations created'in this way is the obvious fact that 
differential advantages in terminal location, secured as 
a result of early building intp a city or of foresight, 
would not be shared with other carriers, where the latter 
were competitive, except on onerous terms. 

Varying degrees of joint use of .terminals are found 
in different centers. In some cases carriers lacking ter
minal facilities at a certain point will turn over their 
traffic to another carrier, "absorbing" the latter's switch
ing charges in the rate." Such joint use may not go far 
toward a unification of terminal operations; it may be 
merely a partial correction of an irksome situation. Car
riers in any way cpmpetitive with the grantor company 
may use its facilities, if at aU, only on onerous terms. In 
other cases, a separate terminal company may be found. 
It may be controlled by and be used primarily in the 
interest of one company, as the Baltimore and Ohio Chi

'cago Terminal Railroad Company, which, however, 
grants the use of its facilities to, and does switching for, 
other carriers. Or it may be controlled hy a group of 
railroads in their joint interest. A random example is the 
Atlantic and East Coast Terminal Company at Jackson
ville, Florida:" 

Belt lines and other terminal facilities, such as ware
houses, elevators, piers, etc., are in a relatively few cases 
furnished by some public authority, as in New Orleans 
and San Francisco. ' 

The situations at Chicago and St. Louis require special 
mention. In the former, "the largest and most important 

11 Sometimes, on non-competitive traffic, the switchin, charge is in
cluded in the rate the shipper pays. 

12 Owned jointly by the Atlantic Coast Line Railroad and the Florida 
East Coast Railway. 
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cross-roads and nerve center of the world's greatest sys.
tem of transportation, land or water,"" there is said to 
be "the greatest common use of trackage and terminal 
facilities in America .••• Not only is there more actual 
co-operation, but it is co-operation between greater 
units."'" In other words, the Chicago terminal presum
ably has reached-we do not know just when-that 
point in size and maturity where carriers are willing to 
combine to prevenu or minimize losses. The principal 
methods used are "reciprocal switching," the so-called 
belt and switching lines, and numerous joint facility 
agreements.'" 

There are eight belt or switching lines, all but ·one of 
which are owned in varying combinations by all but three 
of the twenty-odd trunk line railroads entering the dis.
trict. These lines facilitate a more rapid and direct move
ment of freight between points in the district on different 
carriers' lines. They also facilitate much purely local 
switching. Some of the belt lines serve the downtown 
district, making possible a reduction in the number of 
separate lines required to furnish service to that con
gested area. Others are outer belt lines, such as the El
gin, Joliet, and Eastern, the Indiana Harbor Belt, and 
the Chicago and Western Indiana Railroad, which serve 
to divert traffic from the busy in-city terminals.'" 

• Introduction to recent report, The Freight Traffic DIIM Cltkago 
TeNIIinJ District, rendered by the Committee on Co--ordination of Chi .. 
cago Terminals, '9%7, p. 17 1 • 

NThe same, p. 17. 
• There are also certain joint clearing facilities for "trap" and 

transfer can. 
• The act~l count made in the detailed lIody indicated above mowed 

thaI only an eighth of the total traffic in the diJtrict rep_.d by
pall traffic, whereat it had been the common belief that approximately 
half the traffic wao of that charader. 
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. So much for what the railroads in Chicago do in com
mon. A somewhat different aspect is placed on the situa
tion by the statement in the report" that "so great is the 
service of the individual railroads to industries on their 
own lines, that something like half of all the terminal 
services rendered by railroads in the Chicago Metropoli
tan area is taken care of wholly on their own lines." This 
can mean only that in many instances more than one car
riers' lines reach a single industry's yards. In very large 
part, then, the Chicago terminal facilities are still com
petitive in character, bearing witness to the course pur
sued in the original laying down of the facilities and tQ 
present attitudes in favor of a continuance of competi
tion." 

At St. Louis, though the Terminal Railroad Associa
tion has long since unified the passenger terminal facili
ties, there is still much "going it alone" in the handling 
of freight traffic. The interchange and team yards, less
than-carload freight houses, and other facilities provided 
by the Association (in addition to those of the individual 
carriers) are, to be sure, used to great advantage. Never
theless, both the Chicago and the St. Louis situations re
flect merely a partial compromise with extreme individ
ualism. 

As has been stated, most terminal layouts and methods 
employed in their operation are the outgrowth of at
tempts on the part of a multiple system of railroads 
to build up competitive machines, now so powerful and 

II P. J7. Italics ours. 
• Professor Dixon stated in 1922 that iu some cases as many as 19 

different railroads were serving one plant or district, and that owing 
to duplication 70 per, cent of the train track. capacity in the Chicago ter
minals was UDUK'd. RtJilroaM and Go~enrmenlJ pp. 131, 341. 
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unwieldy that they have at last become veritable Frank
ensteins as far as terminal operation is concerned. 

The complete unification of terminals in many cities 
is needed. Probably the most advanced view yet taken 
by a person of responsibility and judgment is that of 
Mr. E. E. Clark, expressed when he was a member of 
the Interstate Commerce Commission: 

I would provide, if I had my way, and the direction of it, 
in every large commercial center for a terminal association or 
corporation which would be a separate entity. I would make 
the terminal agency of all the roads that reach the place, op
~rated as nearly as could be figured out at cost. Then the rail·· 
roads serving that place would turn over the traffic destined 
to the place to this terminal agency, and it would be delivered 
where the consignee wanted it delivered on any of the tracks; 
there would not be any question about closed or open termi
nals; there would be one terminal for all. II 

The Commission itself said, in the New York Harbor 
case:20 

It is necessary that the great terminals of the port of New 
York be made practically one, and that the separate interests 
of the individual carriers, so long an insuperable obstacle to any 
constructive plan of terminal development, be subordinated to 
the public interest. 

Conditions that prevailed during the war, when fal
tering private operation was followed by government 
operation, made painfully clear the need and advantages 
of co-operative action!' Since the return of the railroads 

w Quoted in Chicago ltmclion case, I.C.C. Finance Docket 1165, 
p. 17 (1912). 

·47 I.C.C. 643. 733 ('917). 
21 Under federal control much was done in the way of the unific .... 

tion of terminal operations, thereby a"oiding much wasteful .witching 
and reducing the expense of car checking and other related operation .. 
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to their owners, however, there has been a distinct fall
ing off in interest on the part of the railroads in such 
far-reaching changes as complete unification would re
quire. The reasons can be discerned with little difficulty. 

A completely unified set of major terminals owned 
by the calriers jointly, by a separate corporation, or pub
licly, would present certain advantages. Rebuilding 
along new physical, economic, and corporate lines would 
assure the planning of facilities for the maximum of 
effective use. Competitive advantages held by some 
carriers and used to draw traffic from other carriers 
would be nullified. The joint backing of many railroads, 
or the assured business which such an enterprise would 
command, would make the financing of improvements a 
less costly process than if carriers individually undertook 
such improvements as necessity dictated. Capital could 
be raised at extremely low interest rates, an item of con
siderable importance where the capital requirements 
are so large. So complete a revision of terminals would 
afford opportunitylfor large improvements in the plan
ning of cities." 

What improvement may be expected from a more co
operative use of individual earners' terminal facilities? 
In answering this question one must consider the basis 
on which carriers co-operate at present and for changes 
which future developments may bring about. 

Under a system of complete unification, all carriers 
would have equal access to the services and facilities 
available. Payment would be proportioned to the use 
made. No distinction between strong and weak: roads, 
competitive and non-competitive ones, could be drawn. 
Where, however, the question is one of effecting a more 

~ See Cbapter XXXIV. 
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co-operative use of individual carriers' facilities, such 
distinctions continue to be of importance. Whether, then, 
the "opening up" of the terminals of one carrier to use 
by other carriers promises much, depends on what vol
untary action and what compulsion can accomplish. 

There is no reason to believe, nor in fact any right to 
expect, that individual carriers will voluntarily sacrifice 
any resultant economic advantage they may now possess 
in the matter of terminals in order that other carriers, 
and presumably some public interest, may be served. To 
be sure, we have a statement from the late Julius Krutt
schnitt, a prominent railroad president, which might 
seem to afford encouragement. He said: -

There, of course, existed, up to a few years ago, the old 
theory among owners of railroads that when they had, by prud
ence and foresight, acquired certain positions of advantage, the 
matter was settled; that those positions belonged to them; but I 
think railroad managers and owners have advanced with the 
times; that their views have changed materially; that now 
public opinion rules that these facilities must be used in com
mon.28 

With this statement may be compared one of E. G. 
Buckland, vice-president of the New York, New Haven 
and Hartford Railroad, in the course of the hearing 
some years ago on the New York Central's application 
to be allowed use of the Hell Gate route: 

When it comes to giving our terminals, which we have con
structed at a great expense; to a competitor who has taken our 
traffic, or traffic which would otherwise come to us ••• so long 
as we have private operation and competition, the only terms on 
which a competitor can use our terminals is by paying us the 

• Senate Hearings on Extension of Tenure of Government Control 
of Railroads, J 9 J 9, p. 581. 
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net revenue which we would have earned on that particular 
freight." 

A similar attitude, easily understood, is found in the 
much mooted York switching case, before the Commis
sion and the courts a .few years ago. 

Voluntary action at present will accomplish little in 
those instances where carriers are competitive. And these 
af'e the most common cases. II Where the situation is 
non-competitive, payment for such shared use ~ould not 
be difficult to determine and might not be unduly oner
ous, as witness the many joint facility agreements
literally thousands--that exist to-day. But where the 
grantor is in direct competition with the potential gran
tee, the payment required would be such as practically 
to nullify any advantage the latter might find in the ar
rangement, as witness the statement of the New Haven 
Railroad official quoted above." 

The shipping public, as well as the carriers, has re
sponsibilities in connection with terminal betterment. 
The foregoing discussion has purposely been in terms of 
what the railroads should do, wi0 only incidental 

M Traffic WorLl, Oct. t8, 1924, p. 848 . 
• The relationahips of railroads are Don-competitive only where, 

at a given gateway or at any alternative gateway, traBic must be 
turned over to a lingle carrier. Such cases are rare. Commonly there 
are a number of carriers at important traf6.e· interchange points aad 
alliances are built up between groupa of carriers which thn7W traffic 
to one another to their mutual advantage. Carriers outside such ar
rangements would be regarded as competitive, and could hardly gain 
a.cceII to coveted terminal facilities. However, in other cases, delivering 
carrien of great strength may divide their traffic up among connecting 
roacb at a given gateway, thus fostering competition between the latter. 
In IUch instances there would be less objection to the opening up of 
terminal facilities. 

• For discussion of the problem of compulsory unincatioD, see Chap. 
,erXXIX. 
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reference to the things which might be done to advan
tage by the public or by regulatory agencies. In keep
ing with a broad conception of what a terminal em
braces, we may also add that cities should not over
reach in their demand for the improvement of local 
conditions and that the shipping public also has an ob
ligation in the use of terminals. We have previously re
ferred to the various privileges (reconsignment and 
diversion of shipments, milling in transit, etc.) which 
shippers are accustomed to expect. For the most part 
these were granted in the first place by the carriers them
selves in their competition with one another. They have 
become very costly, in many cases unremunerative at the 
special rates charged, and add to the complexity of 
terminal operations. Such special privileges should 
clearly be limited to those for which shippers are will
ing to make adequate payment. There are also delays 
which come from the failure of shippers to load and un
load promptly. Instances have been not uncommon in 
which freight cars have been regularly used for storage 
purposes; this being cheaper than the provision of stor
age space elsewhete. Demurrage rules suffice to correct 
most of these abuses, but there always are some con
signees wllO will pay demurrage rather than give up cars 
promptly. Special effort should be made to reduce the 
number of consignees who contribute to poor terminal 
operation in this manner, although it is doubtful whether 
much can be done unless carriers act jointly and with 
the backing of the Commission. Fortunately, there has 
been improvement in this respect of late. Needless to 
say, prompt release of equipment, prompt loading and 
unloading, and the reduction of the special privileges to 
the necessary minimum required by commercial condi-
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tions will do much to make terminal operations simpler, 
more expeditious, and less costly. 

IL PRODUCE TERMINALS 

In recent years produce terminals have become im
portant in the larger cities. Previous to 1920 such facili
ties were generally unsatisfactory from the standpoint of 
location, equipment, and operation. During the past 
decade there has been a substantial improvement in the 
physical facilities for this type of business. The follow
ing extracts from the report of the Committee on Yards 
and Terminals, of the American Railway Engineering 
Association summarizes this subject so comprehensively 
that it is worthy of quotation. IT 

The object of produce terminals is to expedite, concentrate 
and segregate the delivery of perishable farm products, such 
as fruits, vegetables, and in some cases, butter, eggs, and poul
try. The design of these facilities varies widely from that of 
freight houses and team yards handling non-perishable freight. 

BusineQI of this character is seasonal for various commodi
ties and for the same commodity from different producing sec
tions. It is highly desirable that the time involved in making 
deliveries be reduced to the absolute minimum and that the 
commodities be removed from buildings or cars as soon as p0s
SIble. Most produce terminals have rigid rules setting forth 
definite periods for the display, sale, and removal of commodi
ties from auction and sales buildings, which benefit all con
eerned. They promise early delivery to retail stores, enabling 
a jobber to purchase with the assurance that prices will not be 
lowered a few hours after he makes his purchase; they re
lease the facilities for the next day's busineQI and reduce the 
amount of produce that may be spoiled by waiting too long for 
a favorable price. 

For these reasons, produce terminals must be considerably 

• "Produce Terminal. Expedite the Handling of Perishables,n RIIil
CCJII)' Ag., Oct. %2., 1932, p. S6s. 
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larger than similar facilities for handling non-perishable freight. 
Obviously, traffic during peak periods must be handled without 
delay, and each day's traffic must be handled during a relatively 
short portion of the day. 

From the standpoint of general economy, union terminals 
3re favored, since they serve the entire trade of a community 
and can be served by all railroads, directly ·if practicable, or 
under equitable switching arrangements. This conclusion may 

'be modified, however, in very large metropolitan areas, such as 
New York and Chicago. 

Where two or more terminals are located in a city of aver
age size, it is usually found that one terminal does practically 
all of the business. In the limited time allowed between the 
opening of the auction or private sales buildings to the jobbers 
and the closing times for sales, the jobbers naturally wish to in
spect and compare the quality and price of all produce reaching 
the market. From a railroad standpoint, joint operation is usually 
cheaper and the first investment considerably less, as the joint 
terminal can take care of the various peaks of commodities which 
are shipped from different regions as already mentioned. For 
example, the peak of far western produce traffic is in the late 
summer and early fall, while that from the southern territory 
is heaviest during the spring and early summer. 

This quotation covers most of the basic' principles 
which should be given consideration in the planning 
of a terminal. Special attention should be called to 
the recommendation for joint ownership or operation of 
a terminal from the standpoint of original investment 
and the subsequent cost df operation to the railroad and 
the dealers" who are using the terminal facl1ities. 

The real impetus to modern terminal construction was 
the movement of the South Water market in Chicago 
at the time that the original market was taken over 
by the city. This forced concerted action by all of the 
dealers at one time. As a result a large part of the trade 
moved to the new market, which was located outside 
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the downtown area but at a point which was central to 
all of the outlying sections of the city. In connection 
with this development, the railroads jointly arranged for 
the use of a new yard facility at a point which was about 
one mile distant from the market itself. This was 
equipped with house and auction facilities, had ample 
team track space, and p~rmitted direct delivery of 
produce trains by most of the carriers to a nearby yard. 

The Chicago deyelopment resulted in improved ter
minals in many cities. These have been generally of two 
types. Where there has been only one terminal in a 
city, it has proved successful and satisfactory to all con
cerned. In other instances, however, duplicate facilities 
have been constructed for various reasons. As is stated in 
the Committee's report, in such cases on terminal usually 
handles most of the business; although the presence of 
the second terminal greatly adds to its complexity and 
expense. 

Among the developments which can be classed as rea
sonabl y satisfactory are those at Boston, Pittsburgh, 
Cleveland, Providence, and other points where only a 
single terminal has been constructed. But there are a 
number of cities in which the terminal situation has not 
been handled satisfactorily, largely because of the re
fusal or inability of the railroads involved to combine 
in a central facility. As a result duplicate terminals have 
been constructed and are being operated. At Philadel
phia the construction of the new Pennsylvania passenger 
station forced the abandonment of the old and inade
quate produce terminal. Repeated efforts on the part of 
the produce trade failed to effect a joint development of 
new facilities because of the refusal of the carriers to 
co-operate. 
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It was found that in November, 1926, the Baltimore and 
Ohio Railroad Company and the Reading Company jointly 
opened a produce terminal costing approximately $3,100,000 
and that in July, 1927, the Pennsylvania Railroad Company 
opened a competitive produce terminal costing about 
$6,500,000. These two produce terminal facilities were then 
being used to less than half of their capacity, and it appeared 
that either of them would have been adequate alone to serve 
the needs of the business at Pbaadelphia .. •· 

A similar situation developed at Detroit which is 
briefly summarized in the same report as foHows: 

Some three or four years ago during a produce terminal war 
between the carriers at Detroit, Mich., the Michigan Central 
built a large produce terminal at Detroit, for the purpose of in
ducing commission merchants to locate in that building. The 
results were disappointing for the reason that the Detroit Union 
Produce Terminal, which was built by the Pennsylvania, the 
Wabash and the Pere Marquette Railroad Companies, has had 
the bulk of the produce trade. 

In the case of the Detroit terminals, one of the re
sults has been the shifting of dealers from terminal to 
terminal, with its disturbing effect on the industry as a 
whole. 

The removal of the wholesale market in Washing
ton, D.C., to permit the construction of new government 
'bUildings forced consideration of a new location to which 
the trade could move as a unit. Despite long considera
tion, the plan for a single terminal was dropped and 
the trade was divided into two sections. One group is 
now located close to the Pennsylvania produce yards, 
and the other several miles distant in close proximity 
to the Baltimore and Ohio yards. The result has been 

-Interstate Commerce Commi.ion, Du,lka,i(HI of ProJuCI T e,,,,;'" 
nals, Ex Parte No. 109, pp. 324, 136. 
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a definite disruption in the trade, requiring the adjust
ment of many trade relationships. 

The situation at New York is somewhat different as 
the bulk of the tonnage from the Southern states has 
been handled by the Pennsylvania, that from the West 
by the Erie, that from the North and West by the New 
York Central, that from Maine by the New Haven, and 
that from Long Island by the Long Island in Brooklyn. 
The volume of traffic is relatively large and several of 
the terminals are devoted to handling special commodi
ties such as potatoes. 

The Erie and Pennsylvania railroads, which are the 
principal carriers of fruits and vegetabl~ to New York, 
maintain separate terminals in that city, the aggregate 
annual rental for which at the present time amounts to 
$440,000 or over $4-00 per car handled. This cost does 
not include charges for maintenance or interest on an 
investment in structures and equipment, which invest
ment exceeds $2,000,000. The Pennsylvania Railroad 
traffic reaches a peak in the early summer and the traffic 
of the Erie reaches a peak in the fall, so that the com
bined traffic could be handled by a union terminal of 
considerably less capacity than the aggregate of the in
dividual terminals. 

Probably the most flagrant case of duplication of fa
cilities is that at Buffalo, which is outlined quite fully in 
the report of the Interstate Commerce Commission just 
cited. .. The facilities at Buffalo were inadequate and 
there was consideration of the possibility of the con
struction of a new joint produce terminal which would 
be served by all railroads: 

Following requests in 1928 and 1929 ,!hicb did not produce 

-The same. p. 32$-
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results, the Produce Exchange at Buffalo advised that a union 
terminal should be constructed with equal access to all railroads, 
and pursuant to this suggestion the interested carriers held meet
ings for the purpose of considering the matter. The Pennsyl
vania recommended a union terminal of the character suggested, 
and thereafter appears to have remained neutral in the con
troversy between other known carriers. 

Following this failure to reach an agreement, the 
Erie and Nickel Plate interests financed the develop
ment of the Niagara Frontier Food Terminal, with total 
expenditures estimated at $6,711,534-61. The New 
York Central reconstructed its Elk Street Market at a 
total expenditure estimated to be $2,732,147.82. Buf
falo now has two terminals, constructed at a total ex
penditure of over nine million dollars, with facilities 
greatly in excess of any immediate need. As a part of the 
project it was necessary to purchase the existing prop
erty of many of the dealers, and this is now closed and 
producing no earnings on the investment. 

The situation in the markets outlined above has been 
given in detail as it indicates the wasteful and unneces
sary expenditures which have been made by the rail
roads during the past five years at points where com
petitive conditions were acute. Investment in duplicate 
facilities will be claimed as a basis for freight rates on 
fruits and vegetables, although the only reason for such 
duplicate facilities is the unwillingness of the carriers 
involved to co-operate with each other in joint fa
cilities. 

Not only are the original investments excessive, but 
the maintenance of the duplicate facilities by the rail
roads and the increased expenses of the trade will con
tinue as long as the duplicate facilities are in use. In each _, 
case cited, efforts have been made to consolidate opera-
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tiom in one terminal open to all roads, but they have 
not been sua:essful because'of the refusal of one or more 
roads to participate. The primary motive for the refusal 
appears to have been to force the shippers to route pro
duce over the lines of the carrier which controlled the 
terminal. 

m. PASSENGER TERMINALS 

Passenger terminals ohen represent investments be
yond absolutely essential requirements. The princi
pal question to be faced, aside from the matter of design 
and the gen~ scale of expenditures, is that of secur
ing the co-operative use of facilities. This problem is 
less difficult than the corresponding problem in the case 
of freight terminals, for carriers appear more willing to 
enter into co-operative arrangements. 

That they are able to reconcile their differences here 
when individualism is rampant in the use of freight 
terminals is but evidence of the relative unprofitableness 
of passenger operations. Railroads will willingly com
bine to reduce direct losses, but prefer to go their separate 
ways when their individual profits are jeopardized." 
In some cases, however, carriers have found it difficult 
to reconcile their differences, as witness the long con
troversy in Los Angeles," and the friction between 
carriers in Cleveland." The Pennsylvania's refusal to 
allow the Baltimore and Ohio to continue to use its New 
York: terminals is another illustration, though here the 
question of adequacy was of some importance. 

-The Chicago Uoiou PuooDger SbtioD (c:ootiDg 7S miJlioas) aDd 
the So. Paul UaiaD Depot, &Ie enmples. 

-SeeLoJ 4.geW Pasuwgw T-;..J C_s. 100 I.e.e. ~21 (19'5). 
- See 70 Le.e. 3~. and 70 I.e.e. 659 (09"), Abo R. M. 1.0 ..... 

"A ~OD·Ua.ioD Uwoa Station," Nft» RepdJUc, JUDe 27. 19.&2, pp.. 
119-.&2. 
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At the present time the city of Philadelphia offers 
an excellent example of what seems to point toward 
a wasteful duplication; although it is understood that a 
joint committee of the two railroads involved are now 
trying to reach an -agreement. The Pennsylvania Rail
road is completing a large station in West Philadelphia, 
the inner and outer facilities of which are ample to take 
over the needs of the Baltimore and Ohio Railroad 
which has had under consideration the construction of 
a similar layout located nearby. There seems to be no 
good reason why the latter railroad should not run its 
traills through the new Pennsylvania -station to the 
mutual financial advantage of both roads and at the same 
time eliminate an enormous outlay of money. 

Some union terminals, such as the one at Washington, 
D.C., are operated by· terminal companies owned by 
the railroads served by them; others are controlled and 
operated by one or more of the roads using them. In 
the cases of Washington and Philadelphia, the munici
pality pays for part of the cost of new terminal improve
ments; the city- pays for those features pertaining to 
municipal betterments, such as new streets, and for 
changes in sewers, water lines, and general utilities; 
while the railroad pays for those features that are 
primarily railroad in character. The layouts in Wash
ington and Philadelphia are excellent examples of struc
tures built to fit into a comprehensive city plan. 

The cost of operation of passenger stations is a large 
item in the total cost of passenger service. Terminal uni
fication is the major force that can bring the costs into 
proper line. It will eliminate the wastes due to duplica
tion of stations and terminal facilities of railroads enter
ing the sa~e city. It will also permit, in most cases, a re-
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arrangement of present passenger and train facilities 
to allow a much more economical operation. Economies 
can also be effected by building less ornate stations and 
elaborate layouts, except where such projects, are war
ranted by their effect qn tJ;1e value of. nearby railroad rea~ 
estate. The valuable aft.rights and increase of real estate 
value in connection with Pennsylvania Railroad im
provements in Philadelphia and the Grand Central Ter
minal in New York justify a large proportion of the 
attendant expenditures. 

In a number of cities there are union bus terminals 
into and out of which are operated groups of bus lines. 
Since many of the lines operating through a citY are 
highly competitive, often being participants in rate wars, 
universal terminals are somewhat out of the question. 
When, and if, the bus business becomes stabilized, uni
versal terminals would permit the elimination of much 
waste. Bus terminals often serve as points of interchange 
routes for passengers. U suall y the buses are serviced at 
garages located some distance from the passenger ter
minals. 

IV. CONCLUSIONS 

Since the cost of terminal handling amounts to a large 
part of the total cost of railroad transportation, it is ob
vious that any substantial improvements at the terminals 
will result in enormous savings. It is not too much to 
say that, if terminal facilities were unified along lines 
that are demonstrably feasible; annual sayings in trans
portation costs running into scores of millio~ of dol
lars are possible. At the same time, as we shall see in 
the following chapter, ~ilrQad terminal reorganization 
is a prerequisite to the proper development of large-., 
metropolitan areas. 
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There are three general ways of bringing about im
provements in railroad terminals, the last two being each 
a step in advance of the preceding one. 

I. The first calls for more intensive and efficient 
motorization of terminal areas as indicated in Chapter 
XXIX. It consists mainly of developing a high degree of 
rail and truck co-ordination. Certain relatively minor 
changes in the present layout of freight houses and their 
facilities would be involved and certain facilities would 
be added. 

z. The second way is an extension of the first, and 
includes consolidation and equal interchange of facili
ties and services of various railroads entering the same 
terminal center, thus involving complete terminal uni
fication. Besides union freight terminals the program 
recognizes the use of the highway and city street as an 
important part of the terminal set-up. The construc
tion of a simple system of rail belt lines would probably 
be included. In some cities it would be necessary only to 
build connecting links in existing belt lines. Construction 
of universal off-rail freight stations at strategic points, 
and changes in certain freight stations from a "will call" 
basis to one more suitable for pick-Up and delivery serv
ice might be included. The elimination of duplicate sta
tions and other facilities in some of the present terminal 
centers, together with a consolidation of lighterage and 
car-float services and pier stations (in the case of port 
cities like New York) would constitute part of the pro
gram under this second method. 

3. The third way is an extension of the second where
by an ideal layout would be created. It calls for a com
plete re-arrangement and re-design of a large part of 
the present layout, involving (in some cases) a reloca-
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tion of rail heads. In the case of some cities an elabo
rate system of rail belt lines, involving subways, tunnels, 
and bridges, would be built. Under this plan terminal 
unification, . general consolidation of services, and truck 
co-ordination would be developed to the maximum. In 
the case of most large ports and terminals the expense 
attached to this method of improvement precludes its 
consideration at this time, but it may constitute the basis 
for a comprehensive plan of future development. 

It is realized that each terminal city has its own spe
cial problem to solve. Geographical layout and general 
topography vary widely and expansions and plans for 
improvement must be adapted to the needs of each case. 
However, in general, the proper solution will involve 
a high degree of railway terminal unification and exten
sive co-ordination with trucks and with port and warer
way facilities. 



CHAPTER XXXIV 

TRANSPORTATION AND CITY PLANNING 

The need for unification or close co-ordination of rail
road terminal facilities, as demonstrated in the previous 
chapter is only a part of a larger terminal problem., 
Other methods of transport have equally difficult ter
minal problems and all of them have a bearing on the 
railroad situation in our great cities. This relationship 
vitally affects the city-dweller in the cost of living and 
in the efficiency and amenities of urban life. 

Transportation facilities and commodity interchange 
have been principal causes for the very existence of cities 
and towns. Without relying too far on a strictly eco
nomic interpretation of history in terms of trade routes 
and commerce, it is obvious that points of interchange 
between carriers, such as harbors, heads of navigation on 
important rivers, railway junctions, and places where 
highway travel is interrupted, have been the locations 
where urban developments typically have started and 
thrived. 

Similarly an examination of the growth of cities shows 
that both the direction and the speed of development 
have been largely controlled by the transportation fa
cilities provided within the area at any particular time. 
American cities have a common characteristic in the simi
larity of the form of their development-following the 
transportation lines and prOducing a finger-like plan 
often compared to an octopus.' 

A living octopus presumably is not forced to conscious 
effort to make his arteries, veins, and nerves function 

1 See Arthur C. Comey, Regio1l4l Planning TJuory. 1911. 
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without conflict. Our cities, however, are forced to at
tempt the C<Hlrdination of different methods of trans

port within the urban area or to suffer various forms of 
strangulation and paralysis. 

Each system of transportation has been developed 
with little or no regard for all other systems and in many 
cases with large amounts of duplication in both terminals 
and line facilities within the same field. Competition 
rather than co-ordination has been the primary motive. 
Interference and lack of co-ordination handicap the effi
ciency of each method and the resulting confusion con
stitutes a waste and loss for both the carriers and the 
public. 

Except in a few unusual cases' the street systems of 
our towns have borne little if any relation to harbors or 
wharves, railroad locations have done violence to the 
street systems, and the last agency to arrive on the scene 
---1lir transport-has had to be satisfied with terminals 
located without adequate rail or highway connections. 

The conflicts and confusion resulting from lack of co
ordination among transport methods has become so great 
and so wasteful that one by one towns, cities, and regions 
have turned to planning commissions and planning 
studies for an answer to their problems. 

The experience of the last few decades in city and re
gional planning is suggestive of larger possibilities in the 
development of a co-ordinated national transportation 
plan as well as in the solution of terminal transfer prob

. lems. City planning deals with a living organism of re
lated activities in which there is a delicate balance be:" 
tween different function&-all of which must be cared 

I The 1811 Plan of New York provided frequent cm .... town streets 
connecting the wharves OD. the East and North Rivers. 
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for if a healthy body is to result. The arteries, breathing 
spots, and main centers of activity must be carefully 
correlated. The "City Effective" is one goal of city 
planning. It is primarily preventive medicine applied to 
the urban organism. 

From another point of view, the city plan is a great 
composition or painting, illustrating existing and pro
posed uses of land and composed so that the indications 
of different uses by different colors form a unified and 
harmonious whole. This conception of city planning as a 
great design has given rise to the term "City Beautiful" 

The first requirement of city planning is a clear un
derstanding and statement of the situation in any given 
city. Upon the basis of such a statement specific preven
tive measures, remedies, and cures may be worked out. 
Then, there must be a measure of control over such 
factors in city growth as zoning, highway layout, and 
public expenditures for improvements; finally public 
support is necessary if specific projects and phases of the 
plan are actually to be put into effect. ' 

To construct and formulate a city plan, it has been 
found useful to develop systems of various elements and 
then to work these systems together into a composite 
pattern. Thus we have park systems and highway sys
temi>-each presumably highly developed and efficiently 
organized for its primary purpose. We are now con
cerned with: 

I. The co-ordination of transport facilities to form a 
single co-ordinated system serving the city or re
gionand 

z. The relation of the transportation system to other 
aspects of city development which are caused or 
effected by transportation decisions. 
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Each transport method in our cities has its own prob
lems and special problems in relation to other methods. 
Each one of these problems must be viewed not only 
from the transportation angle, but also from the stand
point of its effect on the use and development of ad
joining lands. What part does each method or agency 
play in the whole city plan? 

I. THE PRESENT CHAOTIC SITUATION 

I. The railroad terminals. The railroad system in 
urban and terminal areas is usually a series of highly' 
developed, but competing units. As was shown in the 
preceding chapter we have separate lines and terminals 
with overlaps and duplication of services as well as fre
quent conflicts. Under a competitive system the most 
heroic efforts have been necessary to secure the minimum 
of co-ordination in the form of belt lines, common user 
spurs, and occasional union passenger stations, produce 
markets, or inland-freight terminals. A system implies 
the integration of the many elements--the organiZation 
of all facilities to a single end. The city dweller in gen
eral-the manufacturer, shipper, taxpayer, and pas
senger--£egards the railroad as one agency, not as a 
series of disconnected and separate companies. , 

The lack of a single integrated railroad layout in most 
urban areas involves enormous waste in use of groUnd 
space with high taxes, in duplication of buildings, rails, 
and countless other improvements. There are wastes 
such as those created by the necessity for grade' separa
tions to care for the interweaving of competitive or con
flicting railroad lines. In brief, there has been a: mad 
scramble to get favored locations for in-town terminals 
which has inevitably resulted in scrambled lines to reach 
those points. 
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The union passenger station has proved its value and 
yet in the average American city it is still the exception 
rather than the rule.' Almost every comprehensive city 
plan prepared by competent professional advisers has 
included proposals for consolidation of railway passenger 
stations. Among the more noteworthy of these proposals, 
those in the 1908 Chicago Plan' or the 1925 Cincinnati 
Plan' or in the 1930 Rochester, N. Y. Plan may be cited 
as examples. Completed or authorized projects for union 
passenger stations exemplifying the value and efficiency 
of such joint endeavors are too numerous for detailed 
mention but the work at Washington, D.C., Cleveland, 
Cincinnati, Buffalo, Omaha, and Tulsa shows the trend. 
Indianapolis claims the first union station in the United 
States. The recent decision of the Supreme Court on the 
Los Angeles Terminal case is indicative of the future. 
There is small excuse for the duplication of passenger 
service with expensive trackage over expensive rights-of
way into the center of our large cities when all the traffic 
could be handled over a smaller number of tracks and 
in much less space by joint use of such facilities.' 

Similarly with freight terminals. In a few notable 
instances, joint terminals have been arranged and in a 

• "Of the 68 cities of the U.S. with a population of 100,000 or over 
(J 9'0 census) there are only J B that have what may be called bona 
fide union ltations." W. H. Hudson in Proceedings 0/ the NlIlitmal COli
Jerence on City Planning, 191.6, p. 145. 

f The Union Station on Canal Street it now in we, an Illinoi. Cen
tral Terminal is covered by ordinance, and the Chicago River straighten
ing has prepared the way for a 101utioD of the South Side Terminal 
problem in general accordance with the plans originally advoc:ated by 
Mr. F. A. Delano and later incorporated in the Chiaro Plan. See 
Chicago RaUw.1 Terminals, 1906. 

-The $55,000,000 project now under constrUction i. all in ac
cordance with the Official Plan of Cincinnati . 

• See discussion of same subject in Chapter XXXV. 
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few other cases union produce markets have been created 
--but over against the successful accomplishment of a 
union produce market in Chicago must be placed the 
failures in Washington and Philadelphia where com
peting produce markets largely sponsored by competi
tive railroads have been misplaced and now cause con
fusion and loss to both railroads and city. 

Separate development of competing railroads has left 
the problem of interchange in many cities unsolved and 
often not even faced. The belt line, common clearing 
yard, and j oint car float system, are devices to meet this 
need which could be developed further to great ad
vantage, as was shown in the preceding chapter. 

These terminal and interchange facilities no longer 
need be located close to the business district. As was 
shown in the chapter on "Co-ordination of Rail and Mo
tor Transport," the truck and new methods for transfer 
of goods between truck and railroad car, have made pos~ 
sible the use of cheaper land in the suburbs for large 
scale union terminal arrangements. These outer teJ;"
minals may be supplemented by inland terminals served 
by motor. 

Relocations of terminals requiring large areas further 
from the center of the city-retreating along the main 
line--is no new suggestion in railroad history and is a 
.natural accompaniment of improved and speedier trans
portation of people and goods by other transport meth
ods. With the replacement of the horse-car by t,!te rapid 
transit railway, the location of a passenger station many 
times further from the business district is stiU the. same 
time-distance from the office or store. The change from 
horse-drawn dray to the motor truck with an inter
changeable body makes a similar removal of freight 
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stations possible without increasing the time from rail
road car to store door. 

The withdrawal of terminals back on the railroad line 
has many precedents, among which may be cited the 
Boston and Lowell Railroad from Haymarket Square in 
Boston and the Pennsylvania from Broad Street in 
Philadelphia. The New York Central retreated its pas
senger terminal in the'seventies from 4th Avenue and 
2(;th Street in New York and went out into the country 
to 42nd Street. By the Act of February 28, I903 t~ 
Pennsylvania Railroad gave up its passenger terminal 
in '''down-town'' Washington to combine with other 
railroads in the new Union Station. More recently re
moval of freight terminals has been accomplished or 
agreed upon in Louisville, Madison, and Asheville: 

Such withdrawals would place the large areas needed 
for railroad purposes on cheaper land and free the pres
ent locations for new and more lucrative development. 
They involve difficulties in adjustment of established 
street, rapid transit, and similar services to the new lo
cations and in the case of industries with spur tracks a 
radical readjustment of shipping methods. Relocation 
also means outlay for construction on the new site. In 
spite of these difficulties, the long range plan for reloca
tion seems certain to prevail. If that is the eventual plan, 
steps taken now may be related to that aim and fitted to 
that pattern. 

Immediate consolidations and joint use of tracks p0s

sible under partial unification of competing lines or un
der complete unification within terminal areas might 
well produce substantial economies pending the time 
when funds may be available for more thorough read-

• Hubbard and Hubbard. 0",. Cities TDJa, tmJ T"", .... _. p. 234-
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justments. Through terminal companies owned jointly 
by groups of railroads, passenger stations, belt lines, spur 
tracks, inland freight terminal, and produce markets are 
now operated. To this list of activities more might be 
added, such as joint car Boat stations, tugs and lighters, 
j oint clearing yards, etc. 

The organization of the railroad terniinals as a single 
system is necessary to secUre the. efficiency and economy 
of transportation which the railroads can supply." Tpe 
terminals are the knots in the transport system. We must 
untangle the knots. 

2. Railroads and other transport methods. Not d'nly 
must the railroads be treated as a unified system in ter
minal areas, but that system must be co-ordinated with 
other transport methods, such as highway, water, rapid 
transit, and air. In the urban terminal areas each of these 
methods is or could be supplementary to others. To 
secure the health of the "octopus" the veins and nerves 
must be co-ordinated with the arteries and not be in com
petition with them. 

Highway and railroad inevitably cross and recross 
with consequent problems of grade crossing eliminations 
and expensive investments in bridges, tunnels, and ele
vated structures. Locations of railroads in the streets as 
in Syracuse, or on a Chinese WaJl as in Philadelphia, 
create additional problems not only of interference be
tween different transportation methods but in the life 
of the community. The use of parts of Miryland and 

• "Unified management and operation also is, I belie~{ essential 10 
a successful solution of the Iteam railroad problem, for without it 
jealousies, noo.progressiveness, financial impotence, and a natural de-:" 
votion to the interests of the stockholder rather than the public will 
continue to spell inefficiency!' CoL W. J. Wilgus, "Transportation
the New York Region," Regional SUNI'1 of New York tmtl ill EIKJirom, 
1915, Vol. 4, p. 16a. . 
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Virginia Avenues in Washington, for instance, inter
feres with traffic lines to the highway bridge over the 
Potomac, with the development of Southwest Washing
ton for residence, and with the proper setting of gov
ernment buildings in the central composition of the city.' 
These "interferences" are important not only because of 
the actual inconveniences which they put upon the public 
but also, and perhaps to greater degree, because of their 
psychological effect upon large numbers of people. Just 
the phrase-"Chinese Wall"-is indicative of the psy
chological aspect of the problem. 

The development of a supplementary relationship be
tween rail and highway carriers, with resultant avoid
ance of the necessity for rail heads in the center of many 
urban areas, may reduce the number of rail lines which 
conflict with the streets. If superfluous railheads can be 
withdrawn there will be fewer grade crossings to be 
eliminated. 

Enormous outlays for grade crossing eliminations 
have been made in recent years with consequent burdens 
on both railroads and taxpayers. Some of the larger pro
grams have been carefully integrated with city plans, 
as in the case of the $25,000,000 Dayton project toward 
which an $8,000,000 bond issue was voted in 1926, 
the Cincinnati project previously referred to, and the 
$5,000,000 bond issue approved in 1924 for Louis
ville.'o The division of costs between the railroads and 
the public for grade crossing eliminations varies from 
city to citY and from state to state aCcording to local 

• See An1lWll Report 0/ NllIj.",u Capiul Par" .nJ PI4""jng Com
mission, t 931, pp. :12--24 . 

• For brief review of grade aeparatioD projects in accordance with 
city plans lee Hubbard and Hubbard, Our Cilul T()~ MIll TomorrOlfll, 

PP·338-4°' 
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circumstances. The cost of grade separations is so great 
that the railroads should be taking more active interest 
in city plans which determine the number and locations 
of necessary underpasses and overpasses. The devdop
ment of major street plans by planning commissions for 
cities, counties, and regions foreshadows the future high
way arrangement and its conHicts with the railroad lines. 
By attention to these plans and concentration on the 
through routes, there are possibilities of very consider
able ultimate savings to both railroads and municipal
ities. 

Costs of new highway facilities in built-up areas are 
so nearly prohibitive that opportunities to use abandoned 
railway locations for express highways warrant serious 
consideration, partirularly when grade separation str'UC

tures can be utilized. Conversion of unnecessary railroad 
locations to highway use with trucking facilities might 
care for the lighter class of industries which formerly 
Edt themselves dependent on spur trades along such 
lines. The effect on values of property adjoining railroad 
rights of way converted to highway use may also justify 
considerable municipal outlays for such streets. The ex
perience gained from Park Avenue, New Yark, and the 
new Pennsylvania Avenue in Philaddphia indicates the 
enormous possibilities in such devdopments, fO[" these 
projects have both been handled with careful attention 
to the interrelation between transport facilities and uses 
of adjoining lands. 

The removal of freight terminals from the center of 
urllan areas to less congested sites and the gradual de
vdopment of store door ddivery will shift the emphasis 
in street and highway construction from the radialliues 
to the circumferential routes around and across the built-
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up area. Because of the natural relation between highway 
facilities and growth of the normal city, the radials of 
most American towns are usually well located for tpeir 
purpose. The cross-connections, diagonals, and circum
ferential routes have received insufficient attention." 

Shifting of the railroad freight terminals would re
lease property in congested areas and simultaneously 
prove a boon to highway travel in the stimulation of ac

. tion to fill the long felt need for cross-town through 
streets. Here again, we find a need for close attention on 
the part of terminal authorities or railroad companies 
to the city planning proposals for new major highways 
so that new yards and terminals may be conveniently 
served and at the same time not themselves interfere 
with the orderly arrangement of major thoroughfares. 

3. Railroads and rapid transit. Numerous suggestions 
and a few examples have been worked out for the use 
of railroad rights of way in urban areas for rapid transit. 
Some of these cases like that of the Illinois Central in 
Chicago, or the New Haven~ New York Central, and 
Long Island out of New York," have involved railroad 
operation of a rapid transit suburban service as a modern 
development of the commuter's train. In other cases 
use of abandoned branch lines for rapid transit has been 
arranged with local transit companies as along the Ash
mont-Milton line south of Boston. 

If passenger services are combined in union stations, 
parts of the abandoned rights of way with investments 
in grade separations may be useful for rapid transit. 

U See recommendatiollJ of Committee OD City Planning and Zoning, 
National Conference on Street and Highway Safety, Dec. 9, J9~4, p. 12. 

UI An ambitioUi echeme for consolidating all railroad and rapid traD
lit lines in metropolitan Boston has recently been presented in a bill DOW 

pending b<fore the MatSaChwe ... General Coun. 
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Similarly, unnecessary branch railroad lines or parallel 
lines in urban centers may prove far more economical 
and otherwise preferable to subway or elevated con
struction for transit service'· 

The cwnbersotne methods of passenger transfer be:
tween local transportation methods and the railroads, 
together with the formalities of railroad embarkation 
of passengers, impede the development of the com
muter or suburban traffic on the railroads in many cities. 

The ordinary passenger in metropolitan areas has to 
use one or more methods of transport between train and 
destination. Whether his route involves bus and ferry,. 
as in the New York Baltimore and Ohio service, or sub
way and taxi as in the more common case, each change or 
delay along the route is an added obstacle to the efficient 
organization of the journey. To minimize these obstacles 
both the physical arrangement and the operating cdntrol 
of all the transport agencies involved must be highly 
co-ordinated. 

4- RlIilrods and 'iDtJteruJtJys. For various rather un
certain reasons water-borne traffic has the right of way 
at a drawbridge regardless of the relative costs, con
venience, or number of people involved. The railroads 
in most instances have to bear the full cost of both con
struction and operation of the drawbridge. This is the 
most obvious con1lict between the railroads and shipping 
interests in urban areas. 

Con1licts of this sort have been faced a th~orth 
Station in Boston and along the Chicago River, 'The 
great project for the relocation of the Chicago River' . 

• "lWlroad c:ommater tralIic, up to '9'4. had been doubling every 
Dine yean and total railroad traffic ~ry I J yean." IUgiMull S",., 
0/ N. Y • ..4 lIS E"";"'",. VoL 3. p. a ... 



822 AMERICAN TRANSPORTATION PROBLEM 

south of Twelfth Street in Chicago has finally been ac
complished after almost 30 years of agitation and illus
trates the many kinds of advantages that may accrue 
from a well planned project. 

Transfer of goods from rail to ship and 'Vice 'V8f"Ja is 
the expensive item in port operation. Lighterage, trucks, 
and similar devices all involve handling goods several 
times. The marginal railroad is limited in its utility 
when the pier and slip arrangement of docks is adopted. 
The experience of many ports, such as Antwerp and New 
Orleans, with a marginal railroad along a quay deserve 
more attention in this country. 

5. RailroadJ {md airpom. The possibilities of rail-air 
transfer have hardly been touched in the recent phe
nomenal development of air lines. Locations of airports 
near or on railroad lines is admitted as desirable for con
venient service of an airport or of aircraft factories. Oc
casional efforts have been made to simplify or encourage 
transfer of passengers or goods between the two methods, 
but this opportunity has hardly been examined in the 
large metropolitan areas. 

There have been a number of proposals for the con
struction of airports over terminal yards and passenger 
stations in close association with post offices, but such use 
of valuable air rights on a large scale seems unlikely to 
be economically justified. A more logical development 
would appear to be the construction of railroad stations 
adjoining or near the airports when railroad locations 
are convenient. 

II. THE PLACE OF RAILROADS IN THE OTY J'LA.'11 

In our country the railroads have played a major part 
in determining the pattern of city growth. The distribu-
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tion of land uses and the appearance of the city show 
the importance of railroad activities. 

The location of passenger stations, for instance, has 
had a marked influence on the character and location of 
business districts--a waning influence since other meth
ods of transportation have come into the field--but still 
one of the controlling factors. Because of its importance 
it is natural that the entrance to the city should have 
been treated as a special feature in the city plan and 
often made a part of the civic center or central com
position. The Washington Union Station and the new 
Cleveland Terminal are perhaps the best examples of 
this tendency, while the approaches to the new Pennsyl
vania Station in Philadelphia illustrate the value placed 
on an appropriate setting and its relation to other ele
ments of the city plan. 

The location of freight terminals has been an equally 
effective influence in the lOCation of industries. The 
freight line, and particularly the belt line, has been the 
natural location for industrial growth, but in almost 
every city there is 'much more so-called industrial front
age than is ever likely to be utilized for industrial pur
poses. The railroads have cast a blight on these areas for 
residential use and in many cases through subsidiary or 
:'elated companies the railroads are now "loaded up" 
Rith this kind of property holding. 

A consistent movement of large industries to decen
aalize or rather recentralize outside the densely built up 
sections of metropolitan centers, in order to secme better 
labor conditions, lower taxes, or other advantages liaS • 
been encouraged by the. availability of large tracts 'of 
relatively low values and near the place of residence of 
employees. This movement has been hailed by city plan-
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ners not only because of its social significance but also 
because it provides suitable use of otherwise blighted 
areas on the outskirts and makes possible a more eco
nomical and efficient use of abandoned areas in the older 
parts of the city." 

Industrial districts and freight yards are necessarily 
extensive and therefore constitute blockades and inter
ferences with the normal city growth. Their proper lo
cation or relocation in the city and regional plan is 
therefore a major item in the development of better con
ditions in our cities. Whichever movement comes first
the change in the railroads or in industries-a large 
amount of inconvenience is sure to result for the other. 
Perhaps the "withdrawal" of rail heads may prove an 
added stimulus to industrial "recentralization." 

The zoning plans of most cities--and over 1200 com
munities are zoned in this country-usually set aside in
dustrial areas along the railroads. Such zoning is ob
viously to the advantage of the railroads. Zoning plans 
are, however, subject to change and there is constant 
need for stabilizing influences to preserve the plan. The 
railroads have paid too little attention to zoning plans 
in metropolitan areas where by their support and interest 
zoning might be'promoted and upheld." 

The location of freight lines in relation to the service 
of industries involves numerous complications. To avoid 
grade crossings of streets and highways the tracks must 
ordinarily be either elevated or depressed. The elevated 

U The railroads might well follow thil trend in their own activities, 
relocate offices DOt necessarily in dose contact with the public in anrae-
live neighborhoods on the outskirts instead of on expensive in~towD 
property. Accounting, claims, tariH printing and similar activities could . 
be better conducted and at lellS overhead cost for renll, etc. 

aI See C. F. Loweth, Chief Engineer, C. M. Ii St. P. Ry., Procudingl 
01 NmiOMl C."I"ence on Cily P/4n";,,g, 19.6, pp. 118-19. 
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line presents complications for construction of spur tracks 
to serve manufacturing plants but is advantageous for 
bottom dumping cars. The depressed line has special ad
vantages in the creation of possible air rights such as 
those along Park Avenue in New York and as are util
ized for post offices in New York and Chicago. The in
creased use of air rights over railroad lines appears to 
be a possible source of much additional railroad revenue, 
but to secure the benefits great outlays for electrification 
or smoke control16 are a prerequisite. 

Electrification is an important item to the city planner 
because of its effects in permitting the greater use of air 
rights, elimination of noise and smoke in residential 
areas, and its possibilities of increased rapidity of pick-Up 
and changes in switching costs in relation to railroad 
services. These same advantages may, of course, come 
through future development of the Diesel engines or 
turbo-generator engines. 

These few items illustrating the relationship of rail
road problems to uses of adjoining lands and general 
city development would not be truly indicative of the 
problems involved without some mention of the effect 
of railroad activities on apparently unrelated projects. 
The union station in Washington, for instance, made 
possible the restoration of the original L'Enfant plan for 
the Mall Avenue connecting the Capitol and the Wash
ington Monument. The new Pennsylvania Station in 
Philadelphia, as previously noted, is intimately con
nected with the Schuylkill River improvement. Water
front parks in several cities are said to owe their existence 
in part at least to the desire of railroads to see areas 
which might Pc served by rival water carriers removed 

I' Steam engines are wed in Chicago by supply of ventilating ducts. 
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from competition with sites near or adjacent to their 
tracks. 

Railroads are therefore potent factors in the develop
ment and growth of urban life. To play their full part 
they must be more efficiently organized in themselves, 
co-ordinated with other transport methods, and their 
facilities arranged to promote the orderly and efficient 
use of land and the social well-being of the community. 
On the other hand railroads should take, for their own 
benefit, a much more active part in city and regional 
planning which eventually directly or indirectly will 
affect the railroad situation. Other public utilities such 
as the telephone companies, have already seen this need . 
and have undertaken long range studies both of their 
own and in co-operation with official and unofficial plan
ning agencies. The planning point of view involving a 
comprehensive analysis of future distribution of land 
use and services should be recognized and fostered by the 
railroads. 

III. STREETS AND HIGHWAYS AS TRANSPORTATION LINES 
IN THE CITY PLAN 

Since this statement is intended to deal with all ave
nues of communication in the broadest sense--streets 
and highways-furnishing the access to every individual 
lot-«re perhaps the most important subjects for con
sideration. Before starting a brief discussion of these 
points, however, it is well to note that streets in the city 
are far more than means of access or movement; they 
provide light and air, the location for water and sewer 
services, and countless other purposes, .which are out-
side the scope of our inquiry. Y 

Many people think: that the street layout is the city 
plan. Certainly it is a major element, but from what has 
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already been said here the reader will realize that all 
kinds of land use--parks, commercial areas, airports, 
railroads and reservoin----ru-e all parts of the city plan. 
The streets, like the railroads, are an element in the 
larger composition. 

Problems of street efficiency are similar to those on the 
railroads. The system is incomplete. To make the roads 
and avenues of urban areas serve as a transportation sys
tem, the first requirement is a unification of the street 
arrangement through the preparation, adoption, and 
execution of a major street plan which will differentiate 
between the kinds of streets and tie the loose ends to
gether in a pattern. Most major street plans, by which 
are meant the chief arteries of communication generally 
adopted by American cities, emphasize the inadequacy 
of by-passes, circumferential and diagonal routes, or 
other means of supplying needed connections to fill in 
the gaps. The provision for interchanges among sub
urban sections is as incomplete in many highway plans 
as are the corresponding facilities among competing rail
roads. This situation frequently represents the last 
vestige of the original small town roads radiating from 
the center of our older communities or feeding old toll 
bridges. Now, however, the street system must be unified 
as must the railroad system. 

Besides the inadequacies and gaps in right-of-way, 
traffic delays and blockades often interfere with the effi
cient use of the street system. Three kinds of attacks on 
this problem are now being tried which among them bid 
fair greatly to increase the efficiency of street transpOC: " 
tation. ", 

The "freeway" is an adaptation of the parkway idea 
to serve all kinds of traffic." With a right of way along 

It For example, the Wayne Couoty super~highways out of Detroit. 
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which abutters have no r1gbts of access, turning and 
stopping is reduced to a minimum. If frontage is per
mitted a "three barrelled" road with an expressway in 
the center and access roads on each side may accomplish 
the same purposes.'· With grade separations and few 
entrances, speeds can be maintained. 

Grade separation is an expensive matter but already 
on parkways and such lines as U. S. Route No. I in New 
Jersey, great efforts and much money have been ex
pended with remarkable resul~ The intersections of 
roads, like the railroad terminals, are the knots in the 
system and to untie the knots progressive steps of ro
tary traffic and grade separation must be resorted to. 

Still another method of reducing traffic delays which 
is advocated by many planners is greater differentiation 
of highway use with standardization of sizes and weights 
of vehicles. Differentiation of main thoroughfares from 
ordinary streets and from parkways is already common, 
and further classification by restrictive rules applying to 
the weight or width of vehicles, or to speeds, should 
further increase efficiency of highway use. Restrictio¥ 
limiting left hand turns and crossings aid in relieving 
congestion. 

Streets are legally areas dedicated to movement, but 
many a traffic tie-up is due to use of street area for stor
age, that is, parking, or for loading and unloading of 
trucks. The problem has become so acute in some con
gested areas that parking is altogether prohibited, as in 
the Chicago Loop. The solution of the problem lies in 
the definite adoption of consistently more and more 
stringent regulations to make possible the commercial 

• See Gilmore D. Club, "Modem M-. Arteria," P,OUI,u"g. of N"'" C"",w..u - Cil7 Pu-mg, '9)0, pp. '.-75. 
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supply of storage space off ~e street.lO Ultimately we 
may come to the "self-contained" block: as advocated by 
Dr. Miller McClintock: of the Erskine Bureau of Traffic 
Research at Harvard Univ~ty," which proposes that 
each city block: should provide parking space for all 
vehicles doing business on that block: without encroach
ing on street area. 

A limited application of this principle has already 
been placed in the zoning regulations of Denver, which 
requires provision inside lot lines in business districts for 
suitable areas to be used for off-street loading and un
loading of trucks. 

The cost of the highway system may well be reduced 
in many cities by recognition of the different purposes 
served by different streets and the more careful classifi
cation of uses and construction requirements. The major 
street plan should assist in the classification of streets 
and make possible large economies.in construction of 
grade separations at points of conflict with rail and water 
lines. 

The street system, like the railroads, has its conflicts 
with other transport methods. The use of the streets for 
mass transport on street cars and buses has brought spe
cial difficulties and confusion. The place of the electric 
railway or street car in the city plan is not yet determined 
but there are many obvious changes that must be ex
pected in the present set-up in most cities. The elevated 
railway which was once hailed as the final and complete 
answer to the problem is now cursed for obstruction of 

• Competition between free parking space in the ........ and garages 
paying taxes and iDvestmmt costs naturally operates to prevent private 
investm~nt in off-street parking "facilities. 

• See Proc.umgs 0/ NtJSio".J C ... fer-. ... City Pt.-mg, 1930, 
pp. 4"S'1 also P4rking MUl G •• g. Probu...., W",/singlOfl, D.C., 1930. 
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light .and air and because of its noise. The advantages 
of the bus in increased mobility and rapidity of pick-up 
are partly offset by the number of units necessary to 
carry the load. The taxicab has further confused the 
situation with cheap rates competing directly with the 
bus and street car. The present chaotic conditions in this 
field clearly demonstrate the necessity of a single re~la
tory agency to secure transit service for the public. 

Streets must give access to the waterfront, but opinions 
differ as to how that access can best be provided. Each 
port and pier is a separate problem. The marginal street 
parallel with the waterfront and serving a quay or ·slips 
is the most obvious method which has general endorse
ment. 

Airports necessarily interfere with the street system, 
and, therefore, must be carefully located, in relation 
to both through traffic routes and business centers. 

Freight and mail tubes of small bore for relief of 
congestion on the streets and for speedier movement 
have been tried in Chicago and Boston and were pro
jected on an extensive scale by the Port Authority of 
N ew York. The economic justification for such develop
ments is now questioned, but the value of such facilities 
cannot be judged solely by the present paying traffic. 

The street system is perhaps the most important single 
factor in the city plan, for it not only provides the chief 
method of transport within the city but also determines 
by the spacing of streets the sizes of blocks and lots, and 
the suitability of lots for different uses. The location of 
a street parallel with a railroad line, for instance, may 
serve as an interceptor for many vehicular traffic lines 
and divert them to a single grade separation. The dis
tance between such a street and the railroad tracks will 
also determine the arrangement or size of industrial 
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plants along the railroad and that distance will facilitate 
or complicate grade separations of rail and highway. 

The efficiency of the street system is also a major 
factor in determining land values. The highly organized 
vehicular traffic system, including parkways, boulevards, 
freeways, and other categories for street or park travel, 
provides accessibility combined with amenity. The huge 
success of such projects as the Bronx Parkway in West
chester County New York, and the Mt. Vernon Me
morial Highway south of Washington, D.C., show how 
practical requirements for traffic and beautiful surround-· 
ings can be combined to everyone's advantage. 

IV. WATERFRONTS AND PORTS 

The ports and waterfronts of the United States have 
long histories of private ownership, with consequent 

. spurts and delays in their accommodation to new condi
tions and new needs. Many railroads have actively par
ticipated in port development through ownership of . 
property and construction of piers and other facilities. 

In this field again there has been little co-ordination 
except under compulsion, government aid, or public 
ownership. A few notable examples of co-ordinated fac
tory, rail, and water terminals under private manage
ment, like the Bush development in Brooklyn, may be 
cited, and others have been partially successful under 
public control. A most ambitious combination of rail, air, 
and water facilities is proposed at Hog Island by the city 
of Philadelphia."' 

The desirability of public ownership of waterfronts 
is now generally recognized not only as a means of secur
ing capital for needed improvements but also to assure 

• See R'gi_l Plmr .f 1M Pldl<uUlplns Tri-_. DistricJ, '9]', PIT-
204-07, 23:1.-33. 
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flexibility in meeting future requirements which often 
seem to require changes on considerable stretches of 
harbor frontage. 

v. AIRPORTS 

Airports are the last terminal facility to be adjusted to 
the city· plan. II They should be as close as possible to 
the business district in terms of time, because long traffic 
delays on the ground cut into the gains of speed in the 
air. Few cities can provide close-in airport sites because 
of the special area requirements of an air field. It is not 
just a field that is needed, but a very large field of slight 
slope with long runways in the directions of the prevail
ing winds and control of factory chimneys, wires, and 
building heights for considerable distances outside the 
limits of the field. Such extensive areas are not often 
available close to business districts unless they may be 
reclaimed from th~ sea or from some marsh or riverbed .• 

Airways have not yet become the problem which 
many anticipated with the development of aviation, but 
already the air beacons have been located on the princi
pal routes. What the effect of air routes will be on the 
use of lands beneath them is not yet evident. At all costs, 
the air-billboard must be prevented. 

VI. CONCLUSION 

The efficiency and adaptation of various transport 
methods to changing needs in urban areas requires not 
only the unification of facilities within each separate 
transport method, but also the co-ordination of all meth
ods in a unified transportation plan. Not only must rail
road terminals be consolidated but all terminals must be 
co-ordinated • 

• See AiI"Iorll, Harvard .City Pianning Studies, J930, Harvard Uni
venity Prete. 



CITY PLANNING 

Railroads, highways, rapid transit, ports, and airports 
in urban areas are all w'orking parts of a vital organism. 
By working through a city plan, each transportation 
agency can fit its program and function into a larger com
position. Co-ordination of transport facilities in urban 
areas is a logical first step toward a national transporta
tionplan. 



CHAPTER XXXV 

METHODS OF EFFECTING TERMINAL 
UNIFICATION 

The co-ordination of all transport methods in terminal 
areas is essential to the healthy growth and existence of 
the whole community. How may such co-ordination be 
secured? We have seen in the preceding chapter the need 
and advantages both to the public and the carriers of 
unification of terminals in accordance with a comprehen
sive city or regional plan. In fact, city planning has often 
~een a synonym for co-ordination of land uses'and serv
ices. Planning shows the possibilities but does not neces
sarily involve organization of the accomplishment. What 
methods have been tried and what new methods are 
open to us? 

Varying degrees of co-ordination have been obtained 
and are now being obtained through three principal 
methods-voluntary joint agreements, public regulatory 
action, and' outright public ownership. This is the day 
of co-operation instead of cut-throat competition. 

I. VOLUNTARY CONSOLIDATION 

Organization by voluntary agreement among carners 
for joint use of facilities is no new development in the 
transportation field. There are literally hundreds of 
agreements involving every terminal facility from an in
dustrial spur track to a whole system of clearing yards.' 
The different forms for joint action may be considered 
in order of their completeness--from the railroad ter-

I For brief summary of conditioDl along thete linea in SO duea aDd 
ports in the United States and Canada, ... Repor, .f T.,.",;""J e_ 
mission, Massachuaetts Senate, 401, Apr. 1, 1916. 
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minal facility owned. by the various railroads which 
jointly use it, through the facility used. on a rental basis, 
to the ownership of subsidiary services by principal car
riers and the inclusive terminal company operating many 
varieties of transport facility under unified. control. As 
was shown in Chapter XXXIII there has been consider
able clH>rdination of terminal facilities in various 
metropolitan centers. In some cases there is joint owner
ship, but a more common plan is for one carrier to grant 
the use of its facilities to another on some agreed. basis. 
The examples cited. there show also the fundamental 
weakness of this method--that wherever one or more 
railroads in a given terminal area hold a dominating 
position, it is next to impossible to secure voluntary 
agreements which will permit competing lines to use 
the facilities of the dominant carrier, except upon terms 
which offset any likely financial advantages. 

Railroad control of subsidiary terminal facilities for 
other transport methods is another common form of vol
untary consolidation. The railroads, as the most wealthy 
and in many respects the strongest transportation agency, 
have reached. into other fields, controlling bus lines, con
structing grain elevators, operating trucking services, and 
building piers for ocean-going vessels. Naturally in such 
cases there is a high degree of ClH>rdination between the 
facilities under single control-but again we find lack of 
ClH>rdination between competing lines or a tendency to 
utilize subsidiary facilities in an uneconomical manner in 
the interest of the owner railroad. I t is said, for instance, 
that because of railroad ownership of pier facilities in 
Boston Harbor and the switching or transfer charges be
tween railroads, a cargo destined. for points on more than ' 
one road runs the risk of delays and costs which militate 
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against the use of the port even though Boston is nearer 
Liverpool than is New York. 2 I t is not difficult to under
stand, therefore, why there should be a strong movement 
for consolidation of facilities in Boston. 

The terminal company is perhaps the best example 
of the organization of many facilities in close co-ordina
tion on a voluntary basis. The Bush Terminal in Brook
lyn, with piers, factories, warehouses, and its own rail
road, as well as its own residential district for employees, 
shows what can be done. The Canton Company in Balti
more also operates docks, warehouses, and railroad fa
cilities, as does the Galveston Wharf Company with 30 
blocks of waterfront in Galveston, Texas. There are a 
few other successful examples of unified control of ter
minal facilities in restricted areas in this country. 

The significance 9f these examples lies in their rarity. 
Whether the difficulties lie in lack of capital or lack of 
vision, the success of the trials already made indicates the 
desirability of extension of the principles involved to 
whole terminal districts. 

It has sometimes been said that the anti-trust laws 
have been an important factor in preventing the joint 
development of terminals. Obviously, the removal of 
legal restraint could have done little where, as we have 
just seen, the will to act together was generally lacking. 
The anti-trust laws, however, did tend to check carriers 
from uniting in providing terminal facilities, exclusion 
from which would have worked serious hardship to other 
carriers.' It is also a fact that the. Interstate Commerce 
Act (until its amendment in 1920) and the many de-

:I See PorI 0/ Boslon, New England Development A.ociatiOI4 J:9JJ • 
• See the TerminM Railrou A ISOCUuKm 0/ St. L".;' cue, • lUit 

instituted in t90S and finally decided in '9t7. which atablioh<d the 



METHODS OF TERMINAL UNIFICATION 837 

cisions under it presupposed an individualistic control of 
terminals. The only instances in which a carrier was re
quired to open its terminals to other carriers arose when 
a carrier which had voluntarily opened its terminals to 
some carriers refused to open them to others. Even in 
such cases the Commission required the opening of ter
minals to applicant carriers only if convinced that the 
public would thereby be afforded needed relief. 

The possible deterrent effect of the anti-trust laws 
upon terminal cooperation has been wholly voided by 
the Transportation Act of 1920. The way is now clear 
for any amount of joint action legitimately required for 
the furnishing of adequate terminal facilities. 

II. PUBLIC CONTROLS 

To promote or compel just such joint arrangements 
as these, various public agencies have been created by 
local, state, and federal authority with general and spe
cial powers. These controls may be grouped for conveni
ence of discussion according to the degree of their au
thority. 

Planning controls have been set up in almost all of 
the metropolitan areas of the United States under plan
ning commissions which are preferably outside the regu
lar administrative and legislative machinery of the local 
government. To be effective, these commissions must 
have mandatory powers to secure information and to 
prepare and constantly revise a comprehensive plan. 
Planning is a continuing functiolt' because the city plan 
like the city itself is never finished and constantly'thiulg-

" 
right of carrien to join in the furnishing of terminal facilities, pro
vided all c:arrien are admitted on equitable terms and OperatiODl are 
strictly of a terminal character. . 
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ing conditions require changing plans. To prevent too 
great Iluidity with consequent losses from lack of stabili
zation some planning commissions have additional pow· 
ers to check public improvements which conflict with the 
requirements of the plan. This check may take the form 
of compulsory reference of projects to the commission 
for advice before final action by the legislative or ad
ministrative authority or it may go further and require 
a two-thirds or three-fourths vote of the legislative body 
to secure approval of a project against the recommenda
tion of the planning commission.' Most city planning 
acts follow the model prepared by the United States 
Department of Commerce in requiring the approval of 
the planning commission for the opening of new streets 
or for plats and subdivisions of property. 

Through these powers over public improvements, 
streets, subdivisions, and zoning, planning commissions 
have played a large, part in securing closer co-ordination 
of transportation facilities in urban areas. Their advice 
has been so generally well considered that their inllu
ence has far outreached their formal powers. With the 
more active interest and support "of the carriers, the plan
ning commission can even further promote the efficiency 
and co-ordination of transportation in terminal areas. 

Terminal commissions or port commissions of various 
names have been created from time to time for many of 
the larger terminal areas in this country. These com
missions have been fact-finding bodies, advisers on legis
lation, in charge of construction of public works, or en
gaged in the actual operation of terminal facilities of 

• See 0 fJki4l Pkm oj Cincin_i .nJ S,,,,,",J City pu.nninlf E""bli., 
Act, U. S. Departmeot of Commerce. 
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various kinds. Our larger cities have had experience with 
a long series of such commissions. Most of these com
missions have been handicapped by restriction of their 
field to special aspects of the larger terminal problem
as, for instance, to rapid transit, or public piers, or elec
trification of railroads, etc. 

The development of ports after investigations has 
been stimulated by such boards as the Port of Seattle 
Commission and the Port Development Commission of 
Baltimore, Board of Harbor Commissioners of Wil
mington, the Port District Commission of Portland, 
Oregon, and the Board of Commissioners of the Port of 
New Orleans. This list is a random selection of names 
from a long array of such organizations and shows the 
customary adoption of this kind of governmental action 
for port development. 

The most comprehensive governmental organization 
in this field is the interstate board known as the Port of 
New York Authority, which has successfully constructed 
numerous and enormous aids to the integration of trans
port facilities about New York Harbor as "self-liquidat. 
ing" projects. With the prestige of its past accomplish
ments and its position as a creature of the states of New 
York and New Jersey, it has been able to find capital 
for projects like the George Washington Bridge and 
the Inland Freight Terminal when such projects would 
have been practically beyond the reach of ordinary pri
vate organizations. Although its powers are very broad, 
the success of its past ventures has rested on its powers 
of persuasion and its comprehensive plans. Compulsion 
is not its method and projects are delayed or abandoned 
if agreement cannot be reached. The existence of the 
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power to take over ownership may make actual posses
sion unnecessary. Much may be accomplished through 
persuasion, backed by well-digested plans, and with the 
threat of condemnation lurking in the background. 

Aids and subsidies from governmental sources pro
vide another kind of control. These aids may take the 
form of a loan from the Reconstruction Finance Cor
poration or a city appropriation for a grade separation 
structure. The public purse has had to "sweeten the pot" 
frequently in order to secure the co-operation of private
ly controlled public utilities. It will again. The point is 
to secure with each payment, the control that the public 
pays for. 

The large number of sources of subsidy and the over
lapping jurisdictions of numerous governmental agencies 
on terminal areas (particularly ports) makes it next to 
impossible to exercise the control which the public aids 
fully warrant. 

Unfortunately, it is the rule rather than the exception 
for different government agencies to go their separate 
ways in bureaucratic splendor. There are consequent 
overlaps in investigations, construction of facilities, and 
operation of services. In the federal government, for 
instance, there are more than a half-dozen departments 
and bureaus involved in the terminal problems of urban 
areas with little or no co-ordination among their ac
tivities. The interstate carriers are, of course, under the 
regulation of the Interstate Commerce Commission 
while shipping subsidies and control come under the 
Shipping Board. Control of pierhead and bulkhead lines, 
and maintenance of channels, come under the Chief of 
Engineers of the War Department, while the Light
house Service is in the Department of Commerce. Federal 
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highway aids come through the Bur~u of Public Roads 
in the Department of Agriculture, and general aid to all 
kinds of "self-liquidating" projects has more recently 
been forthcoming from the Reconstruction Finance Cor
poration. To that list must be added the corresponding 
state and local authorities on each subject, with a result 
which makes one wonder how this extraordinary gov
ernmental machinery functions at all. 

It is to the great credit of the government officials-
large and small--that existing machinery works as well 
as it does, and it is no criticism of them to point out the 
need of co-ordination among these regulatory and serv
ice agencies of the government along with the co-ordina
tion of the transportation facilities in terminal areas. 
With co-ordination based upon an agreed program or 
pIan, the aids and subsidies granted from public fund~ 
can become a strong lever towards accomplishment of 
unified organization of transport facilities in terminal 
areas.' 

The Interstate Commerce Commission has specific 
powers in terminal areas to promote co-ordination and 
joint use of facilities. But direct compulsion by this pub
lic authority can accomplish very little under the present 
form of the Transportation Act of 1920. The authority 
is given the Commission by Section 3 of the act to re
quire one railroad to permit the use of its terminals by 
another, on terms, where the carriers are unable to agree, 
, to be fixed by the Commission. The right thereby estab
lished is, however, a limited one, for any order of the 

• An enmple of the possibilities, using a govemmental-ownenhip or 
subsidy as a basis, is Ren in the Lo. Angeles Harbor situation (J SO 
1.C.C. 649) where city and railroads entered into agreements organizing 
the Los Angeles Harbor Belt Line Railroad, for join.t operation of facili
ties in the pon area~ 



8.p AMERICAN TIUNSPORTATJON PROBLEM 

Commission must avoid "substantially impairing the 
ability of a carrier owning or entitled to the enjoyment 
of terminal facilities to handle its own business," and 
terms fixed by the Commission are "to be ascertained 
on the principle controlling compensation in condemna
tion proceedings." 

In other words, if one carrier aspires to the use of 
another carrier's facilities it must pay pretty much the 
latter's price, presumably to be redetermined at intervals 
so as to enable the grantor to share in any advantages 
which the grantee may try to reap by using the facilities 
with increasing effectiveness. Under these conditions, the 
grantor could absorb all~r nearly all~f the advan
tages which such an arrangement might promise. There 
is also considerable doubt whether the courts will sustain 
the constitutionality of this provision. ,As yet there has 
been no testing of the issue.' 

Compulsory unification of terminal facilities will in
evitably result in loss of favored positions for some in
terests to the gain of others. It is probably true, however, 
that compulsion over a wide field, instead of in strictly 
local areas, would balance out many inequalities. Among 
constitutional lawyers opinions as to the constitutionality 
of compulsory unification of all railroads or of terminal 
facilities vary radically. In the long run, however, 
it is safe to assume that where a great public advantage 
is at stake, the Constitution will either be amended or 
interpreted to secure those advantages for the people. 

m. PUBLIC OWNERSHIP 

Public ownership of streets and highways is taken for 
granted. The days of the toll road are limited if not past . 

• For a diSCU!lSioa of the legal. aspc<U of the krmioal problem, _ 
Va.derbl .. and Burg..., Railro,ws: RIlUs-S....,;a-M_r_. Chap. 
XVIII ('9'])-
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Since Lindbergh's flight to Paris, city after city all over 
the United States has gone into the business of building, 
owning, and operating airports. In recent years, since the 
private automobile began to cut seriously into the street 
car business, public ownership or substantial subsidies to 
transit lines has become more and more common. From 
time immemorial navigable str~ms and waterways have 
been public property and a public responsibility. The 
public ownership of waterfront property to secure its 
efficient use and adaptability to changing requirements 
has been a basic policy of almost every port commission. 
Even in the railroad field, public ownership has been 
tried in 'such cases as the San Francisco Belt line which is 
state owned, and the New Orleans Public Belt Railroad 
owned by the city. 

The history of transportation developments seems to 
have almost an evolutionary trend towards public own
ership. The earliest method-the navigable stream
has been public property since feudal times. The next 
method of transport, over the road, has passed through 
stages of toll road and private way to the practically 
complete ownership of the highway system by the public. 
Many believe that public ownership of railways is an 
a"bsolute essential to effective co-ordination. 

If it be assumed, for the sake of argument only, that 
some kind of public ownership is inevitable, there are 
still various degrees of control to be considered. Owner
ship might be restricted to just the right of way with 
private equipment and a private operating company
or public ownership might go to the other extreme of. 
control of all transport lines and equipment. Then there 
is the question of how public ownership to any given 
degree will be organized for administration of the prop-

. erty. These questions are outside the field of this chap-
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ter, which is now concerned only with the point that 
through public ownership it is obviously possible to 
secure co-ordination of transport facilities within the 
limits of practical administrative organization. 

IV. COXCLl"SIOXS 

The methods of securing co-ordination in terminal 
areas outlined in the previous pages show the need and 
advantages of closer organization of transport facilities. 
Voluntary agreements have accomplished much but in 
the difficult cases are either too slow or too complicated 
to meet the need.. Public controls have so far proved in
sufficient to force action in these difficult cases. Public 
ownership, however inevitable it may be in the long run, 
is not entirely acceptable either to the public or the car
riers as an immediate step. 

The best opportunity for immediate progress, there
fore, seems to lie in simplifying the procedure for private 
consolidation, tightening the controls to balance the mo
nopolistic trend, and in providing for public ownership 
in cases where agreements are delayed or impossible.. 

In these circumstances, it is necessary to increase and 
concentrate the public controls and as a first step it is 
suggested that the Transportation Act be amended to 
place power in the Interstate Commerce Commission 
upon showing of public advantage to compel consolida
tion of all or specifically designated facilities within ter
minal areas in accordance with the planning require
ments of regional or city planning commissions. 

This power is now implied in the Transportation Act 
of 1920 but is ineffective because of the requirements 
concerning compensation under condemnation procedure 
for facilities consolidated against the will of the owners. 
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To simplify that procedure it is now further suggested 
that acts be passed by the appropriate state legislatures 
to authorize the organization of terminal districts about 
principal railroad and shipping terminals, with a termi
nal commission or port authority having power to acquire 
by purchase or condemnation terminal facilities within 
the district, to issue bonds covered by the credit of the 
terminal district, and to operate its facilities either di
rectly through an operating company, or by agreement 
with the railroads serving the district. 

Many of the existing terminal commissions or port 
authorities already have specified terminal districts with
in which they now operate and some of them already 
have powers not very different from those suggested in 
the proposed acts. In some instances it may, of course, 
be desirable to give these powers to an existing 'board 
with other duties; or in other cases to utilize an existing 
tax district such as a county, or metropolitan district as 
the terminal area. 



CHAPTER XXXVI 

CONSOLIDATION AND EFFICIENCY 

We turn now from the analysis of the problems of 
terminal unification to a discussion of the movement for 
the general consolidation of railroad systems. Three prin
cipal types of railway consolidation are now under con
sideration. The first involves the amalgamation of inde
pendent railroad lines and systems into some 18 or 20 

larger systems which would remain more or less com
petitive. This is the plan which was contemplated by the 
Transportation Act of 1920 and toward which we have 
been working for a dozen years. The second plan involves 
the consolidation of roads on a regional basis into a num
ber of large systems. The essential differences between 
this plan and the preceding one are that there would be 
a much smaller number of systems and that competition 
between systems would be virtually eliminated. The 
regional consolidation plan is exemplified in the British 
and French systems. The third type of consolidation in
volves a complete unification of all railroad properties 
under a single control, as is the case in Germany, Russia, 
and Japan. Such a system need not necessarily involve 
government ownership and operation; it might be con
ducted by privately owned corporations, subject to gov
ernmental regulation. 

I. ECONOMIC ASPECTS OF CONSOLIDATION 

In the following pages we shall discuss the advantages 
and disadvantages of consolidation in general and the 
degree to which they inhere in different types of con
solidation. We shall confine our attention to the eco
nomic aspects of the problem and shall be satisfied if our 

846 
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analysis helps to clarify the fundamental issues involved. 
We shall begin with a statement of the various wastes 
inherent in the present plan of operation by 155 Class I 
railroads and more than seven hundred other railroad 
companies, and of the economies that might result from 
some form of consolidation. 

I. Duplicate lines and services. The elimination of 
unnecessary lines is one of the most obvious economies 
that might be realized by consolidation. In the eariy days 
numerous railroad lines were built which were unneces
sary from the transportation point of view but were use
ful tools in the hands of financiers. There are many other 
lines the construction of which was justifiable as parts 
of a competitive transportation system but which would 
never have been built under a unified plan of national 
transportation development. After consolidation, many 
of these lines would in due course be scrapped since it 
would no longer be important that traffic be directed 
over particular routes. 

The elimination of duplicate services .also presents 
important possibilities. In certain regions many trains 
now necessary if standards of competing service are to 
Be maintained, might be discontinued. Similarly, it 
might be possible to operate a number of parallel single 
track lines as a double track system, as was done during 
the period of federal congol onabout 100 miles of Nor
folk and Western and Virginian tracks, and to use certain 
roads for low grade traffic and others for fast freight and 
passenger service. In England since consolidation has 
taken place it has been found advantageous to divert 
slower types of traffic to roundabout routes, keeping the 
'more direct lines free of congestion for the movement of 
fast trains. 



848 AMERICAN TRANSPORTATION PROBLEM 

2. Utilization of equipment. There are numerous 
ways in which the consolidation of systems would make 

I for a more effective utilization of equipment. The elimi
nation of unnecessary roads and duplicate train services 
would reduce the amount of equipment needed, because 
the necessary equipment could be used more effectively. 
A greater concentration of traffic woUld make possible, 

I on the average, greater train loads. Important economil::s 
could also be reiIlz.ed in connection with the consolida 
tion of repair shops. . 

One of the most important economies in the utilization 
of equipment would be the great decrease of empty 
car mileage that would result. As is ~ Chapter 
VI, the desire of every road to return "foreign" cars as 
quickly as possible in order to avoid the payment of per 
diem charges results in hurrying cars home either empty 
or 10adCld only to partial capacity. Not infrequently empty 
cars are found moving in opposite directions on the same 
line at the same time-dl trying to escape the per diem 
charge. Cars of other roads are also commonly used with 
little consideration of the need for repairs. This results 
in their wearing out prematurely and creates difficulties 
on roads with heavy grades requiring the highest stand
ard of brake maintenance.' 

3. Roundabout m<wements and cross-hauling. Under 
a competitive system every road endeavors to obtain as . 
much traffic as possible even though it involves the di
version of traffic from shorter or more direct routes. 
Sometimes the distance that the traffic moves is only 10 

or 20 per cent greater than the minimum necessary haul; 

• See /".,estigIllWn .f Power Br."es ,."J App/umu, for Otllrlllmg 
p...,.,. Brait. Sy,lnn" 91 I.C.C. 481, 517 ('924). 
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while in other cases the distance is more than double. 
lnnumerable instances of cross-hauling and circuitous 
routing might be cited. To mention a fe~ extreme cases 
much traffic moves from Chicago to Los Angeles by way 
of the Great Northern and Northern Pacific, and thence 
down the coast. In Wasteful Seruice by Tap LAnes,' the 
Interstate Commerce Commission found that certain car
riers controlled by lumber companies sent their ship
ments by long roundabout routes in order to obtain a 
greater proportion of the joint through rate; in one in
stance shipments were sent 76 miles and brought back 
practically to the starting point, when a switching move
ment of one mile would have advanced the shipments 
just as far toward their destination. In Routing of Trans
continental Grain and Grain Products: the Commission 
pointed out the waste involved in the practice of hauling 
grain east for hundreds of miles to the market and back 
again on its way to the coast at the same rate that would 
apply for the direct haul." 

4. Competition fOt' traffic. Very important economies 
would also result from the elimination of competitive 
services and practices. Reconsignment and diversion 
privileges and milling in transit are examples of eco
nomically useful practices which are likely to be over
done, because inadequately paid for, when roads are 
competing vigorously ~r all potential traffic. The cost 
of maintaining traffic departments would be greatly re
duced, as would the number of ticket offices and freight 

• 89 1.C.C. 327 ('924) • 
• 73 I.C.C. 116 ('922). 
lIn 1911 Commi.noner Clyde B. Aitchison prepared an extensive re

port for the Director Genentl of Railroads on the subject, Crols-lunJing 
IItUl U""".lsry Tramporl4litm. --'1 
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and passenger agencies. A gain of no little general im
portance would be the elimination of the modern sub
stitutes for rebates and discriminations which industrial 
traffic managers are able to procure' by playing off one 
road against another. 

Competitive efforts to ~ecure traffic also absorb an 
enormous amount of the energy of the higher officials of 
railway systems. Attempts to control the routing of 
through traffic lead to otherwise unproductive investment 
in the securities of connecting carriers, resulting in large 
expenditures both of money and of effort in ways which 
add nothing to the effectiveness of operation or the ade
quacy of service rendered to the public by the railways 
as a whole. 

s. Miscellaneous economies. Numerous minor econo
mies, of real importance in the aggregate, may be briefly 
mentioned. Among these are the development of better I purchasing.£olicies and the unified control of purchaseS; 
more accurate budgeting of railroad expenditures gen
erally; reduction of stoas of miscellaneous materials and 
supplies; the e~!)~t1>_n.J>.~ inter-c~~!!y.awunting 
in connection with per diem Cllafges, the allocation of 
through rates, the division of joint damage claims, and 
the division of joint facility rents-not to mention the 
accounts connected with intercorporate financial control. 

6. Capital costs. The consolidation of railroad sys
tems might also make possible very substantial reduc
tions in capital costs. The economies in this connection 
would be twofold. First, the amount of capital required 
to perform a given volume of railroad service would be 
less than under the existing system; and, second, the im
proved credit position resulting from the greater stability 
of railroad investment would make it possible to borrow 
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capital at IQwet rates. As a corollary the process of elimi
nating obsolescent lines would be simplified., as would 
also the problem of financial reorganization of the in
dustry generally. 

7. Regulation. Finally, the problem of railroad regu
lation would be greatly reduced in complexity. Many, 
if not most, of the issues which arise between the rail
roads on the one side and Congress. and the Interstate 
Commerce Commission on the other are incidents of the 
system of competing lines. We may merely cite the con
trol of capital issues by a multitude of roads; the keep
ing of separate accounts for each individual carrier; the 
supervision of acquisitions; and the division of joint 
through rates. The readjustment of the complex rate 
structure along constructive lines would also be greatly 
simplified. 

Thus far we have been considering only the possible 
advantages which various students of the problem assign 
to railroad consolidation. Attention must now be directed 
to the possible disadvantages. The following shortcom
ings of consolidation are most commonly cited. The first 
is that we would lose the stimulus which comes from 
competition, particularly as it relates to pace-setting in 
the adoption of new equipment and operating methods, 
and to furnishing new and better types of service. The 
second disadvantage is tIy1t inherent in sheer bigness. The 
inefficiency of existing railroad companies, it is often 
urged, is attributable in no small measure to their very 
magnitude. If the size were multiplied, would not the 
managerial task become so difficult as virtually to nullify 
the obvious advantages of consolidation? Finally, it is 
urged that political interference in the control of rail
roads would present an insuperable barrier to efficiency. 
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II. ADVANTAGES AND DISADVANTAGES OF 
PROPOSED PLANS 

The various advantages suggested above, and also the 
disadvantages, will differ somewhat in importance, de
pending upon whether consolidation proceeds along one 
or another of the lines indicated at the beginning of the 
chapter. We must therefore now seek to relate these vari
ous advantages and disadvantages more particularly to 
the several forms of consolidation. 

I. Consolidation into competitive systems. The plan 
to consolidate existing railroads into competitive sys
tems, some 18 or 20 in number, is regarded as having 
one primary advantage. It was argued strongly by its 
original sponsors that such a plan would retain the pri
mary advantages of competition, particularly in con
nection with service. In suggesting the roads which might 
be consolidated into particular systems, the Interstate 
Commerce Commission gave special attention to the 
preservation of competition. For example, the eastern 
consolidations, which involve four systems between the 
Atlantic seaboard and Chicago-the New York Central, 
the Pennsylvania, the Baltimore and Ohio, and the 
Chesapeake and Ohio-embodied as a fundamental idea 
the maintenance of effective competition in service among 
these roads. Consolidation along these lines would un
doubtedly preserve a considerable measure of compe
tition, whereas either regional consolidation or a unified 
system for the entire country would seek to eliminate the 
competitive feature. 

The retention of the feature of competition among 
consolidated systems, however, naturally limits the ex
tent to which transportation economies may be effected. 
Competition in service implies the continuation of many 
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competitive practices which are responsible for the wastes 
inherent in the present system. For example, it would 
still be necessary for these competing lines or systems to 
maintain competitive advertising and competitive traffic 
agencies, and to run an unnecessary number of trains 
between competitive centers. Such consolidation would 
not solve the empty-<ar evil resulting from per diem 
charges for foreign cars, nor would it eliminate the losses 
incident to circuitous routing. 

It is true that some economies of importance would 
be realizable. It would appear, indeed, that along most 
of the lines suggested above, the wastes involved in the 
present system, with its thousand individual roads, would 
be reduced to some extent, though in varying degrees in 
different systems and in connection with particular ele
ments of cost. For example, intercompany accounting 
would be greatly reduced in volume, the elimination of 
unprofitable branch lines would be made easier, and a 
greater mileage would be brought under efficient man
agement. 

The principal purpose in making provision for this 
form of consolidation by the Transportation Acfof 192.0, 

however, was not to effect a maximum of transportation 
economies. The maj or objective was to facilitate the work
ing of the rule of rate making, under which the roads as 
a ,whole were to be afforded a fair return upon their in
vestment. The consolidation provision was relied upon 
to eliminate the problem presented by the large number 
of weak roads. Stateme,nts by the sponsors of the act of 
1920 and debates before Congress leave no doubt on 
this score. The economies that might be realized were 
regarded as incidental to the solution problem presented 
by the existence of weak and strong roads. 
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2. Consolidation by regions. Regional consolidation 
loses the advantage of competition in service, but goes 
considerably further in the direction of effecting econo
mies in transportation. If the country were divided into, 
say, four to six major districts, within each of which there 
was a single operating system, the amount of circuitous 
routing, empty-car mileage, inter-company accounting, 
and duplication of facilities would be greatly lessened. 
The financial risks, and hence the cost of capital, would 
also be reduced. Moreover, regional consolidations 
would facilitate terminal unification, whereas amalga
mation into competing systems would not. 

While regional consolidation would eliminate the 
wastes incident to competition for traffic-'.lnd the pos
sible stimulating advantages thereof as well--there 
would still remain competition .between certain market 
areas. For example, the Eastern roads would doubtless 
endeavor to divert traffic originating in the Ohio Valley 
and Great Lakes region to the Eastern seaboard and 
thence by water to the Pacific coast, whereas it would be 
to the interest of the Western roads to send this traffic 
over the mountains to the Pacific coast region. The dis
turbing effects of market competition upon the general 
rate structure would thus persist. In fact, it is not 
improbable that regional consolidation would intensify 
what is known as market competition with its disruptive 
effects. . 

Attention should also be called to the fact that great 
difficulties would be encountered in delimiting the re
gions. Should New England constitute a region by itself, 
or should it be a part of a larger region extending from 
New England to the Middle West? New En-gland in
dustrial and commercial groups are even now sharply 
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divided on this question. In view of the fact that existing 
commercial connections have been developed largely 
without reference to regional considerations, divergen
cies of interests of this sort would be found in nearly 
every part of the country. . 

The problem of effecting regional consolidations is 
also complicated by the fact that in many cases existing 
railroad systems traverse more than one of the regions 
which would presumably be established, while their 
financial inter-connections are even more extensive. In 
fact, so difficult are the problems presented by these 
ramifications that in the view of many students, regional 
consolidation is impracticable. Regional consolidation 
also has another possible disadvantage in that it tends to 
promote industrial,' social, and political regionalism in a 
country which aspires to national unity. 

3. Complete consolidation. Absolute consolidation of 
all existing roads into a single transportation company 
presents certain obvious advantages over, and at the same 
time raises certain issues not present in, the other forms 
of consolidation. It would make possible-theoretically 
at least-the realization of all the economies oudined in 
the general discussion above. Of particular importance 
would be the elimination of duplicate facilities and serv
ices, the automatic solution of the problem of terminal 
unification, the simplification of the problem of regula
tion, and the increased financialStability and accompany
ing lower costs of capital which would be involved. Simi
larly, it would facilitate a solution of the problem of 
articulating the railroads more effectively with other 
forms of transportation and relating all transportation 
more intelligently to the problem of city and national 
planning. 
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The problems of a particular character which would 
, arise in connection with a unified system relate, on the 

one hand, to the magnitude of the enterprise, and on 
the other, to the dangers of political control. A 
$25,000,000,000 enterprise whose operations extend to 
nearly every community throughout a continental coun
try certainly challenges thoughtful consideration. In the 
view of many such a gigantic corporation would inevita
bly fail because of the remoteness of its officials from the 
people they must serve, and also because of the inability 
of any single board of directors or president to direct in
telligently the operations of so vast an organization. 

Others believe that the managerial difficulties are 
much less serious than would on first thought appear to 
be the case. It is pointed out that many of the problems 
which now prove so difficult and so time-consuming to 
railroad managers would be eliminated under a unified 
system--such as those incident to merger negotiations 
and to legislative and Commission regulation. Indeed, it 
is urged by some that the management of a single rail
road company for the country as a whole, freed from the 
multitude of special problems that grow out of the sys
tem of independent competing companies, would readily 
attain a higher degree of operating efficiency than is to 
be found in many of our existing single companies. 

It is also pointed out that for operating purposes such 
a company would have regional divisions similar to the 
divisions of our larger railroad system. By this means it 
is believed that the necessary close touch with local re
quirements might be maintained. At the same time, some 
of the advantages of competition would be retained-not 
competition between roads in the matter of rates and 
services, but competition between divillions in the setting 



CONSOLIDATION AND EFFICIENCY 857 

of standards of performance. At any rate, the experience 
of some of our larger railroad companies appears to 
point to possibilities in this direction. The general effi
ciency maintained by the American Telephone and Tele
graph Company, which operates throughout the country, 
is held to be indicative of possibilities in the railroad field. 

The possible political impediments to the efficient 
management of a unified system cannot be ignored. It 
should be borne in mind, however, that t1).e system here 
under consideration does not necessarily involve govern
ment ownership or operation. Government representa
tion on the board of directors would perhaps be justified 
by the large public interest involved, but a government 
guarantee of the earnings of such a corporation would 
not necessarily be required. However, the fixing of rates 
with a view to maintaining the financial stability of so 
great a national enterprise would inevitably be regarded 
as essential. Neither the officials nor other employees in 
the industry need be under the civil service. 

The financial and legal problems involved in effecting 
consolidation along any of the foregoing lines present 
great obstacles to its accomplisl).ment. In fact, so great 
are the practical difficulties that some observers, impa
tient for results, urge that the only solution of the rail-

- road problem is to accept government ownership and 
"be done with it." We are nothere interested in attempt
ing to indicate the financial issues that would have to be 
surmounted in bringing about either regional or national 
consolidation, nor are we concerned with the legal ques
tions which are involved. These are problems which 
would obviously have to be given detailed consideration 
before any feasible plan might be adopted. 

It may be pointed out, however, that it is clear that 
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little or no progress has been or is likely to be made along 
the lines of voluntary consolidation. The consolidation 
provisions of the Transportation Act have now been in 
force for over a decade, yet the results accomplished up 
to the present are negligible. While some progress seems 
likely in the Eastern district, we can expect, under the 
present provision for voluntary consolidation, only such 
consolidations as are in the interest of the carriers in
volved. The strenuous. objection voiced by the Great 
Northern to amalgamation with the Milwaukee and the 
scramble of the New York Central and the Baltimore and 
Ohio for control of the Philadelphia and Reading, exem
plify the desire to amalgamate with profitable properties 
and the unwillingness to consolidate with weak roads. 

If our railroads are to be consolidated, compulsion is 
plainly necessary. Whether such compulsion is possible 
under the power of eminent domain vested in the gov
ernment, is a constitutional question which would have to 
be decided by the-courts. 



PART IX 

REORIENTATION IN TRANSPORTATION 
REGULATION 



CHAPTER XXXVII 

DEVELOPMENT OF THE PRESENT SYSTEM 
OF REGULATION 

Modern transportation is characterized by extreme 
complexity. Involved in the situation of today is the age
old problem of adjustment of the relations of govern
ment to carriers. That problem, never simple, has be
come more complex within recent years because of the 
increased activity of government in creating and improv
ing facilities for transportation by land, water, and air 
and the concomitant and consequent increase in the num
bers and types of carriers. 

A new type of carrier has appeared: the commercial 
airplane" dependent upon landing ~ties generally 
provided by government and dependent for its air op
erations upon facilities generally provided and main
tained by government. An old type has reappeared: the 
common carrier for hire on the public highWay. On the 
public highway, also, are carriers operating under con
tract and vehicles operated solely for the use and con
venience of their owners; the one competing with the 
common carrier, the other substituting self-service for 
the service of the common carrier. On the inland water
ways, improved and maintained at government expense, 
are barges owned and operated by government and priv
ate barges operated with the aid of facilities provided 
and maintained by government. On the coastal waters, 
connected by a canal constructed add operated by gov
ernment, are carriers whose operations are conducted 
under the fostering care of government. 

All of these agencies of transportation have one char-
861 
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acteristic in common: their capital is in movable form. 
If the results of their operations prove unprofitable, with 
certain formalities, they can shift to other scenes, or in the 
last extremity they can liquidate. This the railroad, with 
its permanent way and structures, can not do. Nor can 
the pipe line, another competitor in the transportation 
field. 

The problem has been further complicated by the per
sistence of two inconsistent policies of government; pro
motion of competition among carriers and different types 
of carriers, and strict regulation of the railroad as the 
only one that, through a long period of years, has been 
able to survive the stress of competition. 

There is the related problem of adjustment of the re
lations of government to a variety of interests among 
the several types of carriers and within the organization 
of individual Carriers of the same type: interests of pro
prietors and of preferred creditors, interests of em
ployees, including those in the management and· those 
in the various classes of labor; and interests of shippers 
and of passengers. Finally, there is the interest of the all
inclusive groups of taxpayers and of consumers, whose 
welfare it is the government's duty to conserve. There 
is also the problem of adjusting the relations between the 
national government and the several state governments 
in the matter of transportation, involving questions 
of fiscal policy, highway administration, and police 
power. 

I. THE RAILROADS 

There has always been a railroad problem. The ad
vent of the railroad itself created a whole series of prob
lems necessitating readjustments in a wide variety of hu-
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man relationships. Landowners, waterways, turnpikes, 
stage lines, and innkeepers were all affected by its in
troduction. The opposition of these and other vested in
terests as well as the inert force of indifference and skep
ticism had to be overcome before railroads could be char
tered, financed, and built. Railroad development gave 
rise to neW' problems at every stage; problems of en
gineering, of technology, of management, and of person
nel, as we!1 as problems of routes, rates, and service. The 
matter of public relationship has involved such dissimilar 
features as uninterrupted transportation through cities 
and across state boundaries; differences in gauge of track 
and in equipment; postal service; military use; ~afety; 
grants of subsidies and special privileges; receivership; 
consolidation and other intercorporate relationships; rail
road participation in politics and political interference 
with the railroads. Railroads have in turn enjoyed ex
emptions from taxation, indulged in the practice of eva
sion, and suffered from inequitable exactions. From time 
to time they have brought thj:ir relationships with rival 
agencies of transportation into an approximation of stable 
equilibrium, sometimes by questionable means. This has 
been disturbed both by action of government and by the 
introduction of new facilities and new forms of competi
tion. Now there are rivals in the air,' on the water, and 
on the highway; competition is more complex than be
fore, and the forces behind it are more potent. Out of the 
perennial railroad problem has emerged a transporta
tion problem, with its challenge to the political and eco-
nomic leadership of today. ;, 

Railroad regulation is as old as the railroad. It began 
with the earliest English charters. 'the first American 
railroads were projected in states along the Atlantic sea-
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board in which a measure of economic stability had been 
attained. Conditions in those states were roughly com
parable to English conditions, and English experience 
was relied upon as a safe guide to American legislators 
as well as to those who were directly interested in the 
ownership and management of American railroads. Eng
lish railroad charters, in turn, had been based upon turn
pike charters, which were restrictive in nature. 

American charters of the early period do not call for 
mention here except to give point to the statement that 
in its first stage. of development, the American railroad 
was the subject of regulation in a variety of ways. All 
early charters contained provisions to govern the taking 
over of private property; many of them specified maxi
mum rates and fares-<lften at rates too high to be ef
fective; some provided residence qualifications for direc
tors; others provided that the voting power of shares 
owned by a single person should be progressively re
duced as the number of his shares increased. In some of 
these instruments, the right of state purchase was re
served; in others the right of the legislature was reserved 
to reduce rates in case the yield on investment should ex
ceed a fixed percentage. Annual reports were generally 
required, whether to the shareholders, the legislature, or 
both. Provisions for the safety of life and property were 
not uncommon. 

By charter and by general legislation, both N ew York 
and Pennsylvania imposed restrictions upon their rail
roads in the interest of state-owned waterways. By early 
general1aws New York and the New England states im
posed the requirement of probable "public use" before 
a company could be incorporated to undertake a project. 

As the railroad was extended westward, charters gen-
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erally beDl/Ile less restrictive and liberal provisions in
creased in number and variety. When, therefore, in re
sponse to a changed publiJ: sentiment after the Civil War, 
the states of the Middle West took action to curb rail
road ab~ie/ly unjust discrimination in rates--they 
were more or less consciously trying to remedy a situa
tion brought about by their own generosity in a period 
in which unrestrained competition had been regarded 
as a safeguard. The action taken was the enactment of 
restrictive legislation, which because of its volume and 
complexity called for administrative tribunals or com
missions for its enforcement. 

Railroad supervision by state commission was of early 
origin. There had been sundry commissions of a super
visory character in the older states from an ~arly date, 
but they were speCifically limited in power and in func
tion. Rhode Island in 1839 created the first commission 
to exercise more than routine supervision. Other states 
created offices 'for the collection of railroad statistics. for 
public use. Massachusetts, in 1869, was the last New 
England state to set up a supervisory commission; that 
body, under wise leadership, became the model for states 
willing to rely upon purely advisory powers and confi
dent as to the efficacy of the correqive inll.uence of an 
informed public opinion. In some of the less settled states, 
where the absence of elementary restrictions had invited 
abuse, where public opinion as to the distinction between 
abuse and legitimate railroad practice was more or less 
confused, and where absentee-ownership wU'the rule, a 
commission of wide powers was demande(k···.. ...:, "';' e .. '. 

All states but one now have regulatory commlSSlQns .. 
The movement for the regulatory commission, as dis- . 
tinguished from the advisory type, began with the adop-
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tion of the Illinois Constitution of 1870, under which 
a railroad and warehouse commission was established and 
vested with power to fix maximum charges for service. 
Similar commissions were set up in most of the other 
states in the Middle West and South, and also in Cali
fornia. In 1877 the United States Supreme Court sus
tained the authority of state legislatures to fix railroad 
charges; and in the absence of federal legislation it was 
assumed that this decision served to put interstate rates 
under the control of the state commissions, but this was 
denied by the Court in 1886. In their zeal for regula
tion some states, notably Wisconsin, over-reached them
selves and brought about a reaction in the direction of a 
more liberal railroad policy. Generally, however, the 
states have preferred to follow the model of Illinois, 
rather than that of Massachusetts, in their legislation and 
in the type of commission adopted. To-day Delaware 
alone is without a regulatory'commission. 

Similarly, the scope of state commissions has been ex
tended. Illinois and Minnesota began with "railroad and 
warehouse commissions," and as early as 1879 California 
adopted a policy of commission control of "railroad or 
other transportation companies," but the needs of most 
states were initially thought to be satisfactorily served by 
simple "railroad commissions." Now, however, the rep
resentative state commission is a "public service commis
sion," whatever its official name, with jurisdiction that 
includes a wide variety of utilities conducted in the public 
interest. Their major interest is no longer railroad regu
lation. 

It was not until 1887 that agreement could be reached 
in Congress upon a measure that purported to "regulate 
commerce," but was in effect little more than a declara-
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tion of intention to enter the field of railroad regulation. 
This act contained few new features. It restated the 
common law rule that the charges made for a public 
carrier's service must be reasonable in themselves and 
impartial as betWeen persons, places, and kinds of traffic. 
It created the Interstate Commerce Commission as an 
agency of enforcement, but it did not authorize thr Com
mission to fix rates. Instead, it required the railroads to 
print their rates, fares, and tariffs, and to' make them 
available to the public and to the Commission; and it 
'provided an open and orderly procedure for changes 
therein. In its specification of powers to be exercised by 
the Commission, it generally followed the Illinoismodel, 
except as to the matter of prescribing maximum rate 
. schedules. It required railroads to submit detailed annual 
reports to the Commission, but it withheld from the 
Commission authority to inspect or to audit their ac
counts. 

One of the most noteworthy features of the act was 
its prohibition of agreements among carriers designed to 
restrict competition, reflecting the belief, common to 
legislators and the public, in the efficacy of competition 
as a universal remedy for transportation troubles. This 
put an end to the practice of "pooling"; but it was not 
designed to affect agreements harmless in themselves and 
in the public interest. Such agreements, however, were 
put under a ban in 1 897 by a Supreme Court decision 
declaring that concerted maintenance of rates, admittedly 
reasonable, was forbidden by the Sher~ Anti-Trust 
Act; a measure which up to that time ha~been regarded 
as in no way applicable to railroad corporations o'r to their 
proper interrelationships. . "' 

.Until 1906 the Interstate Commerce Commission was 
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a body of restricted authority. Its statutory powers were 
extremely limited, and the law itself was defective, in
viting judicial disapproval. It had no power to enforce 
its decisions. Much of the authority which had been os
tensibly granted to it was whittled away by successive 
court decisions, some of which, at least, reflected a spirit 
of hostility on the part of the federal judiciary. Even its 
power of investigation was held up by litigation until 
1896. Year after year this situation was brought before 
Congress, but remedial legislation was slow in coming. 

By the Hepburn amendment of 1906, the Commis
sion's jurisdiction was extended and its authority was in
creased and better defined. Sleeping-car companies, pri
vate car lines, industrial railroads, and terminal and 
switching facilities, as well as pipe lines for commodities 
other than gas and water, were put under its control. The 
Commission was now empowered, upon complaint, to 
prescribe maximum rates; it was also authorized to pre
scribe and to inspect accounts and to require needed in
formation from the carriers. Its decisions were made 
binding upon the carriers, subject to appeal to the courts. 

Further increase in scope and power came through the 
Mann-Elkins Act of 1910. Telegraph, telephone, and 
cable companies--with which this study is not concerned 
-were brought within the Commission's jurisdiction. 
The Commission was authorized, upon its own initiative, 
to fix maximum rates; also to suspend proposed increases 
in rates until their reasonableness could be proven by the 
carrier. Its power to put an end to discrimination between 
places (the long-and-short-haul problem)" was re
affirmed. 

Water competition was a persistent factor in the long
"and-short-haul problem, creating special conditions call-
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ing for through rates by rail lower than the normal rates 
charged to intermediate rail points unaffected by such 
competition. On the inland waterways the effect of this 
competition tended to decline, in part because of natural 
causes and in part because of the practice of the railroads 
of cutting rates temporarily and restoring them after the 
competing water carrier had been eliminated. This prac
tice the act of 1910 attempted to restrain by endowing the 
Commission with discretionary authority over proposed 
restorations of rates, subject to the requirerp.ent that 
the reasons for an increase must be based on consid~
tions unrelated to water competition. 

Transcontinental rates had always been affected by 
potential intercoastal wa,ter competition, and in the Pan
ama Canal Act of 1912, effective 1914, Congress im
posed restrictions upon railroad use of the canal sufficient 
to insure the continuance of such competition. It went 
further and, by a provision in no way related to the major 
purpose of the act, directed the Interstate Commerce 
Commission to restrain railroad operation or control of 
competitive water carriers elsewhere than through the 
canal, meaning on the Great Lakes, inland rivers, coastal 
waters, and the high seas. It also authorized the Commis
sion to require practicable physical connections between 
rail and water carriers, to determine through routes and 
maximum joint rates, and to take related steps, specified 
in the law, to prevent exclusive arrangem!!nts as to fa-
cilities or traffic. . ....... 

By the Clayton Antitrust Act of 1914, effective ~9h"", 
the Commission was made responsible f~r the enforce-"" 
ment of provisions forbidding any corporation under its 
jurisdiction to acquire control over competitors or to par
ticipate in major construction or maintenance contracts af-
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fected by adverse interest. Bya series of acts, beginning as 
early as 1893, its authority was extended into the field 
of management in the interest of safety of passengers and 
of employees. 

In the Transportation Act of 1920, there is evidence of 
a changing legislative attitude toward competition, but 
by no means a complete reversal of policy. "Pooling" 
may now be permitted, but subject to the approval of 
the Interstate Commerce Commission and only when it 
will not unduly restrain competition. Construction of ex
tensions and of branch lines may be undertaken only 
after the issuance of certificates of public convenience and 
necessity by the Commission. Consolidation and combina
tion of railroads is now to be encouraged, but only in ac
cordance with a "plan" of the Commission in which com
petition "shall be preserved as fully as possible." The 
Commission, however, may prescribe minimum rates and 
thus restrain destructive competition among carriers and, 
to some extent, between different types of carriers. 

Other provisions of the act added to the powers of the 
Commission. It now has authority to supervise the is
suance of new securities (except short-term notes); to 
require the joint use of terminal facilities; to compel 
carriers to provide safe and adequate facilities; to con
trol abandonments of line; and even to require the ex
tension of lines. 

One of the most significant provisions in the act is that 
in which a ''Rule of Rate Making" is prescribed for the 
Commission's use. Under this rule the Commission is not 
to lessen its efforts to protect the public interest in the 
matter of rates, but its action to that end must be taken 
after due consideration is given to the continuing trans
portation needs of the country and to the need of the car-
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riers as a whole (or in separate rate groups) for operat
ing revenues sufficient under proper management to yield 
a fair rate of return upon the value of the property used 
in transportation. The fostering care of the Commission, 
henceforth, must be extended to the protection of rail
road credit. 

Federal control has generally superseded state con
trol of railroads. As early as 1911 a decision of the Su
preme Court established the paramount right of the 
national government to control safety devices on rail
road equipment whether used in intrastate or interstate 
service. This was reaffirmed in 191 S. 

In another decision the Court in 1914 affirmed the 
right of the Interstate Commerce Commission to change 
intrastate rates and fares inconsistent with those which 
it had prescribed for interstate traffic. By the T ransporta
tion Act of 1920 the Commission was granted power over 
intrastate rates which are discriminatory against persons 
or places and also over intrastate rates which are dis
criminatory against interState and foreign commerce as a 
whole. The former provision was a reiteration in statu
tory form of the declaration of the Court; the latter 
granted a new power designed to facilitate the Commis
sion in its application of the new rule of rate making so as 
to produce the fair rate of return essential to the preserva
tion of an adequate system oE transportation. In the ex
ercise of these powers co-operation with'':t.he states "con
cerned is indicated but not required. 

Another section of the Transportation Act gave the II\
terstate Commerce Commission authority over the is
suance of new securities by railroad corporations; a field 
which had hitherto been left to the states. Here, as "in 
the matter of rates, a measure of co-operation with the 
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state authorities is provided for, but exclusive control is 
vested in the Commission. 

The authority of the states and of the state commis
sions over railroads has thus been reduced to a minimum, 
the precise extent of which is yet to be determined. The 
states still retain their police power under the Consti
tution, but their "strong" regulatory bodies have been 
weakened as a necessary step toward the realization of the 
objective of the Act of 1920,--a comprehensive system 
of transportation developed along national lines. 

II. COASTAL AND INLAND SHIPPING 

Water carriers have been.subject to some federal reg
ulation from the beginning. One of the compelling rea
sons for the adoption of the Constitution was the ac
knowledged need for uniform control of navigation and 
shipping. The primary need, however, was for fiscal con
trol, and in the body of navigation laws enacted from 
1789 on, the major objective was control of vessels en
gaged in foreign commerce. Yet the interests of coast
wise navigation were not neglected. One of the earliest 
acts of the First Congress included a provision to govern 
the documentation of vessels in the "coasting trade." 
Such vessels were required to be registered or enrolled, 
to establish the fact of American ownership, and their 
movements were controlled through a system of permits. 

No special organization was set up in the Treasury De:.
partment for the enforcement of the navigation laws un
til 1884, when a Bureau of Navigation was created. This 
Bureau in 1886 extended into the coastwise field the serv
ices of the shipping commissioners in matters concerned 
with the relations of seamen to the masters or owners of 
vessels. Beginning in 19IO it became responsible for the 
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regulation of radio oommunications on merchant vessels. 
From time to time it has had imposed upon it certain 
duties of a marine police nature, designed to promote 
good order and safetY. In the performance of these duties 
it .has the active co-operation of the Coast Guard, the 
federal marine police service, whose history, under a vari
ety of names; goes back: almost to the creation of the 
Treasury Department. 

Another Treasury organization, the Steamboat-In
spection Service, developed out of a series of safety laws, 
the first of which was enacted in 1838 for the protec
tion of passengers on vessels propelled by steam power. 
This act provided for periodical examinations of hulls 
and boilers by inspectors at the various ports, and it 
required masters or owners of such vessels to equip them. 
with lifeboats, signal lights, and other safety devices. 

Regional supervising inspectors were authorized in 
1852 by an act which also established a license system for 
the control of engineers and pilots on steam vessels, and 
imposed additional requirements for safety equipment. 
This act also provided for licenses to control the handling 
of certain dangerous or inflammable articles. In I 85 S the 
number of passengers and the accommodations there
for on steam vessels were brought under control. 

A Supervising Inspector General was appointed as 
chief of the Service under authority of an act of 1871, 

. which for the first time made provision for tlte safegu;u-d
ing of crews as well as passengers. Subsequent' legisla
tion has promoted the development of the Service with-. 
out basic change of function. 

Both the Bureau of Navigation and the Steamboat
Inspection Service were transferred to the Department 
of Commerce and Labor in 1903, and in 1913 to the 
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new Department of Commerce. In 1932 the two services 
were consolidated. 

Since 1916 the Shipping Board has had nominal au
thority over interstate water rates. Its jurisdiction in
cludes common carriers on the high seas or the Great 
Lakes operating on regular routes from port to port; 
it does not include carriers on inland rivers. In general 
it has regulatory, investigatory, and quasi-judicial au
thority similar to that of the Interstate Commerce Com
mission, except in matters of safety and corporate finance. 
Its authority, however, does not extend to intrastate com
merce. 

It may modify or cancel agreements relating to rates, 
fares, and practices which it finds to be unjustly discrim
inatory or unfair, and all water carriers under its jur
isdiction are required to file all such agreements for its 
approval. It may inquire into unfair practices and require 
the filing of periodical or special reports. It has power to 
prescribe maximum rates. 

Carriers are required to file with the Board and keep 
open to public inspection, their maximum rates, fares, 
and charges, which may not be increased except with the 
Board's approval and after public notice of ten days, 
or less, as the Board may determine. A competitive rate, 
reduced below a fair and remunerative basis, may be in
creased only upon the Board's finding, after a hearing, 
that the proposed change has other basis than the elimi
nation of the competition which occasioned the reduction. 

Maximum rates are of no significance in intercoastal 
business. They are invariably above the actual rates, over 
which the Shipping Board has no semblance of control. If 
it was the intent of Congress to put the Board in a p:>Si
tion of authority over rates, the legislation enacted to 
that end has been ineffective. 
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III. MOTOR VEHICLES 

Common carrier motor vehicles engaged in intrastate 
commerce are generally subject to state regulation. As the 
commercial use of the motor carrier developed, the public 
interest became involved, and the logiail. legislative re
action was the enactment of measures placing the new 
type of common carrier under the jurisdiction of public 
service commissions. The movement began in Pennsyl
vania in 1910. All states except Delaware now regulate 
common carriers of passengers and four-fifths of them 
regulate common carriers of property. 

The nature and extent of the regulatory requirements 
vary as among the different states, but the tendency is 
toward uniformity along the following lines: (I) Permits 
or certificates of public convenience and necessity; (2.) 
rate regulation; (3) reports; less commonly, (4) con
trol of accounts; and still less commonly, (5) control 
over security issues. The discretionary power vested in 
the regulatory authorities naturally differs, particularly 
in the matter of granting certificates, and there are also 
marked differences in the effectiveness of the enforce
ment of regulatory provisions. 

Motor vehicles are subject to state laws governing the 
use of the public highway. Such laws go back to antiquity. 
As developed to meet the need of modern conditions, 
they are concerned with the rule of the road and other 
matters involved in public safety, including)iability for 
damage or injury, the types, equipment, dimensions, 
and load limits of vehicles; the qualifications and work
ing hours of operators; and the conditions of operation, 
including speed, signals, interference with the normal 
flow of traffic, etc. 

In the absence of federal legislation the states may 
exercise a measure of police control over interstate motor 
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carriers, requiring them to register and to conform to 
reasonable rules and regulations, lind they may exclude 
from the highways those who fail to do so. Their au
thority to impose a tax upon such carriers is, however, 
absolute. ' 

Private motor carriers operating intrastate under con
tracts with shippers are subject to state regulation. Here 
is a carrier that makes use of the public highway for the 
conduct of a private business as distinguished from the 
non-gainful use of all. It competes with the established 
common carrier, the rates of which are regulated by the 
state, or at least subject to such regulation, but it may 
not be converted into a common carrier by legislative 
fiat. Attempts to this end have been disapproved by 
the Supreme Court, which has also ruled against con
trol through the withholding of certificates of conveni
ence and necessity. 

It is yet to be determined by that Court "whether 
the operation of trucks for the transportation of freight 
under private contracts, carried into effect by the use of 
the public highway, is a business impre5sed with a pub
lic interest,'" but the case from which this quotation is 
taken has clarified to a considerable extent the question 
of the status of the cOlltract carrier. 

This case was concerned with a Texas statute: which, 
among other things, . (I) Requires that before engaging 
in business a private contract carrier must obtain a permit 
upon considerations relating to the effect of its com
petition upon existing common carriers adequately serv
ing the same territory, and (2) authorizes and directs the 
Railroad Commission to prescribe minimum rates of such 

• Stephenson v. Bin/orel, No. ]z6--0ctober tenn, 191%, at p. 9. 
'General Laws, 1911, Co 177· 
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contract carriers, "which shall not be less than the rates 
prescribed for common carriers for substantially the same 
service." Both of these provisions were sustained by the 
Court in the Stephenson case, the importance of which 
justifies quotation in some detail: 
.•• during recent years the unregulated use of the highways of 
the state by a vast and constantly growing number of private 
contract carriers has had the effect of greatly decreasing the 
freight which would be carried by railroads within the state, and, 
in consequence, adding to the burden ·upon the highways. Cer~ 
tainly, the removal or amelioration of that burden, with its 
resulting injury to the highways, interference with their primary 
use, danger and inconvenience, is a legitimate subject for the 
exercise of the legislative power. • . • 
• • • it is to be observed that the requirement is not that the private 
contract carrier shall obtain a certificate of public con1'enience 
and necessity, but that he shall obtain a permit, the issue of which 
is made dependent upon the condition that the efficiency of com
mon carrier service then adequately serving the same territory 
shall not be impaired. Does the required relation here exist be
tween the condition imposed and the end sought? We think 
it does •••• Debatable questions of this character are not for 
the courts, but for the legislature, which is entitled to· form its 
own judgment. (Sproles v. Binford, 286 U.S. 374, 388-389.) 
Leaving out of consideration common carriers by trucks, im
pairment of the railway freight service, in the very nature of 
things, must result, to some degree, in adding to the burden im
posed upon the highways. Or stated conversely, any divorsion 
of traffic from the highways to the railsoads must correspond
ingly relieve the former, and, therefore, contnllUte directly to 
their conservation. There is thus a substantial relation between 
the means here adopted and the end sought. This is made plain 
by the Sproles case, supra (p. 394) : 

"The state has a vital inte.rest in the appropriate utilization of 
the railroads which serve its people, as well as in the maintenance 
of its highways as safe and convenient facilities. The state pro
vides its highways and pays for their upkeep. Its people make rail
road transportation possible by the payment of transportation 
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charges. It cannot be said that the state is powerless to protect 
its highways from being subjected to excessive burdens when 
other means of transportation are available. The use of high
ways for truck transportation has its manifest convenience, and 
we perceive no constitutional ground for denying to the state 
the right to foster a fair distribution of traffic to the end that 
all necessary facilities should be maintained and that the public 
should not be inconvenienced by inordinate uses of its highways 
for purposes of gain. This is not a case of a denial of the use of the 
highways to one class of citizens as opposed to another, or of 
limitations having no appropriate relation to highway protection." 

What has just been said applies in the main to the other chal
lenged provision authorizing the commission to prescribe mini
mum rates not less than those prescribed for common carriers 
for substantially the same service. This provision, by precluding 
the contract carriers from rendering service at rates under those 
charged by the railroad carriers, has a definite tendency to re
lieve the highways by diverting traffic from them to the rail
roads. The authority is limited to the fixing of minimum rates. 
The contract carrier may not charge less than the rates so fixed, 
but is left free to charge as much more as he sees fit and can ob
tain .... 

Here the circumstance which justifies what otherwise might 
be an unconstitutional interference with the freedom of private 
contract calls for a service, the performance of which contem
plates the use of facilities belonging to the state; and it would be 
strange doctrine which, while recognizing the power of the state 
to regulate the use itself, would deny its power to regulate the 
contract so far as it contemplates the use •••• 

We need not consider whether the act in some other aspect 
would be good or bad. It is enough to support its validity that, 
plainly, one of its aims is to conserve the highways. 

There is no federal control of interstate commercial 
transportation by motor vehicles. Under a decision of the 
Supreme Court, made in 1925: a state is without au
thority to withhold a permit for the operation of a pub-

• Buer. v. Ku,itenJ411, .67 U.S. 307. • 
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lie motor vehicle over its roads in interstate commerce 
where such permit is designed to restrict competition. 
Therefore, if there is to be control- of the rates, service, 
and practices of such interstate carriers it can come only 
through action by Congress. The need for such action 
has been repeatedly asserted by the National Associa
tion of Railroad and Utilities Commissioners, and re
cently (1932.) affirmed by the Interstate Commerce 
Commission.' 

IV. AIR TRANSPORT 

Commercial aircraft are subject to safety regulation 
'by both state and federal authority. The examination and 
registration of air pilots was first required by Oregon in 
192.1, and many other states have since enacted laws to 
that effect. The machines themselves are also subject to 
state licensing. A number of states exercise a measure of 
control over scheduled air transportation within their re
spective jurisdictions. This is generally done through the 
public service commissions. 

National regulation was first provided for by the Air 
Commerce Act of 192.6, authorizing the Secretary of 
Commerce to test and license all commercial aircrafts 
operated over state lines; to make periodical examina
tions of airmen serving in connection with a licensed 
craft; to require inspections; to establi~h traffic rules for 
air navigation; and to suspend, revoke, or renew licenses 
at his discretion. This authority is exercised through the 
Aeronautics Branch of the Department of Commerce. 

Carriers of air mail are subject to regulation by the 
Post Office Department through its control of mail con
tracts. The regulatory authority has to do with the alloca
tion, extension, and consolidation of routes, the nature 

• Co.orJitl4'io" of Molor Transporta,ion, 18% I.C.C. 163. 
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of the equipment, and the personnel; also the nature of 
the service, and the accounts to be kept. It is made effec
tive by virtue of the power granted to the Postmaster 
General to fix the financial terms of the contracts; and 
since these contracts produce the largest item of operat
ing revenues the Postmaster General is the dominant fac
tor in the air transportation situation.· 

The evolution of the regulation of transportation .in 
the United States indicates that the principle of pro
tecting the public interest, whatever the form of trans
portation, has been accepted by both state and national 
authority. We find, however, the widest diversity in 
practice, the regulation of railroads extending to finan
cial policies and practices, rates, service, and safety; while 
in the case of other forms of transportation it is confined 
in the main to police and protective functions. There has 
been as yet no agreement upon common objectives, and, 
as we shall see in the following chapter, we have nothing 
which resembles a national transportation policy • 

• Compare above, pp. 753-57. 



CHAPTER XXXVIII 

THE NEED FOR A NEW TRANSPORTATION 
POLICY 

That the United States has no unified national trans
portation policy is clearly evident from the analysis 
which we have made of the several forms of transporta
tion in this country. Instead of being welded into a co
ordinated system our various transport agencies are 
working more or less at cross purposes. Instead of a uni
fied program of regulation designed to promote a com
mon objective, we have a series of unrelated and often 
antagonistic policies carried out by a variety of govern
ment agencies. In this concluding chapter we shall en
deavor to outline what is required if our transportation 
system as a whole is to serve in the most effective pos
sible manner our national transportation needs. 

As was indicated in the introductory chapter, the ul
late goal of all transportation policy should be to in
re that the people obtain the service they require in 
: cheapest and most efficient manner. In pursuit .of 
is objective there should be no predisposition in favor 
any particular type of transportation agency. It is 

lIIlaterial whether all traflic moves by one form of 
lllSportation or another; whether certain types of traf
: are carried exclusively by some particular agency; Or 
aether all forms of transportation are used as parts of 
co-ordinated or integrated system. The primary re
Iirement is that traflic actually move by the particular 
ansportation agency or agencies which can carry it, all 
ements of cost considered, in the most economical and 
rviceable way. Such a principle might mean !hat all 

881 
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low-grade traffic in certain areas would move by water; 
that all passenger traffic for certain distances would 
move by bus and for other distances by air; that all long 
distance high grade freight traffic would move by rail; 
and that all within-city traffic would move by truck-or 
it might mean none of these things. The answer to the 
question in each case should depend solely upon the test 
of efficiency. 

In the analysis which follows we shall seek to answer 
three main questions: (I) What general principles of 
regulation and government support are necessary in 
order to promote the most efficient possible transporta
tion system? (2) What conditions are responsible for the 
failure of existing regulation to attain this objective? (3) 
What reorientation in our system of regulation is neces
sary if we are to obtain the desired results in the future? 

The various forms of lratlSportation 11mst be placed 
upon the basis of economic parity. This, in a sentence, is 
the answer to the first question. To establish economic 
parity it is necessary, first, to treat all transportation 
agencies exactly alike in the matter of government aid, 
legal rights, and taxation. When this is done traffic will 
automatically move over that agency which can render 
service at lowest cost; but if any particular type of trans
portation agency is given special advantages, traffic may 
be diverted to the less economical type of carrier. More
o~er, when any form of transportation is subsidized by 
the government, either directly or indirectly, we are not 
likely to know thereafter whether traffic is in fact actually 
moving by the cheapest method of transport. This is be
cause some of the costs are buried in the general accounts 
of the government, and it is only when they are pains
takingly extricated therefrom and converted to ton-mile 
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rates for the routes in question that anyone knows what 
the total cost really is. 

Regulation should be solely in the public interest; it 
should not seek to favor or retard one form of transpor
tation as against another. It should have as its primary 
objective the establishment of rates which are not un
necessarily high and do not discriminate unfairly be
tween persons, places, and commodities. This general 
principle of regulation is applicable to every form of 
tran5portation--although in the nature of the case the 
problems arising in colUlection with their enforcement 
present greater difficulties with some types of transporta
tion than with others. For example, as we have seen in 
previous chapters, lIte problem of regulating the general 
level of railroad rates presents special difficulties, as does 
also that of regulating rates at all in the field of highway 
transportation, where common carriers, contract carriers, 
and private carriers operate side by side. But whatever 
the special difficulties with any particular form of trans
portation the goal remains the same, namely, to protect 
the public interest. 

Our preSenI system Joes not 'Place trtmS'Port4tiotJ 
agencies 0" II 'Plane of eronomic equality. Our analyses 
have shown that pipe lines obtain no subsidies or free 
services from the government; and that they pay their 
proportionate share of property and income taxation. 
The railroads, taken as a whole, have received, in the 
form of early land grants and other financial aids, a sub
sidy equivalent to approximately 4 per cent of the book 
value of their properties, though many individual roads 
received no grants of any kind. In return for land grants, 
railroads are bound by agreement to carry mail and mili
tary supplies and troops at low rates. Railroad talIation, 
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both property and income, is levied in accordance with 
general taxation principles. In the case of inland canals 
and canalized rivers, all the capital costs and maintenance 
charges are borne by the government, and in some cases 
the government itself operates barges on a basis which is 
not self-sustaining. Boat companies pay personal prop
erty and income taxes; but the water highway is untaxed. 
Some of the intercoastal shipping carriers are given gov
ernment aid in the form of mail subsidies and favorable 
terms in connection with the purchase of ships. 

Until recently the users of the highways did not con
tribute, through license fees and gasoline taxes, sufficient 
revenues to cover capital costs and maintenance outlays 
on the highways; but for the country as a whole, with 
the situation varying widely in different states, these 
user contributions now approximately cover the current 
annual cost of state and county highways (not including 
city street divisions of such highways). Thus far state 
and local governments, except in particular instances, 
have not received from license fees and gasoline taxlIS. 

anything for the general support of government, such as 
is furnished by the railroads and pipe lines. Other taxes 
on automobiles are levied in accordance with general 
principles of personal property taxation. Air transport 
receives heavy mail subsidies and also large municipal 
aids in connection with airports. The airplane companies 
pay personal property and income taxes, but little or no 
real estate taxes. 

Similar variations exist with respect to regulation. 
Pipe-line rates and standards of service are subject to 
regulation by the Interstate Commerce Commission, but 
few regulations have been laid down. The railroads are 

, regulated both by federal and state governments in a 
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wide variety of wayS. Inland waterway carriers, apart 
from certain safety requirements, are subject to no con
trol, while regulation of intercoastal carriers is limited 
to' the filing of ineffective maximum rates. Truck: and 
bus companies and also private passenger vehicles are 
subject to numerous regulations made by state and local 
governments with reference to physical specifications, 
speed, and safety, but there is no regulation pertaining 
to rates and service. The regulation of airplanes is con
fined virtually to considerations of safety. 

The explanation of these wide variations in gov
ernment policy is two-fc,>ld: first, the various agencies 
came into existence at different periods of time and under 
dissimilar conditions of public favor; and, second, the 
regulatory agencies are divergent in character and lodged 
in different divisions of the government. 

We passed through an early period, 1820-50, when 
canals, highways, and railways were looked upon with 
substantially equal favor by fostering state governments. 
Then the railways, from 1850 to 1870, were the particu
lar objects of government largess. Beginning in the nine
ties, construction of waterways by the federal govern
ment became the favored policy;this devdopment being 
attributable primarily to a natural hostility to railroad 
corporations grown rich and powerful and over-conscious 
of their power. The same conditions were of course re
sponsible for the devdopment of regulation designed on 
the one hand to restrain the monopolistic tendencies of 
the railroads and on the other>to make them contribute 
more fully from their wealth of resources to the support 
of government. 

The motor vehicle and the improved highway opened 
up for the rank: and file of people new and fascinating 
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possibilities of movement. In the nascent state of this 
great development it was but natural to assume that 
governments should do everything possible to facilitate 
"the march of progress" by giving financial aid on the 
one hand and by granting freedom from hampering re
strictions on the other. It was the railway story over 
again, only more so in that the highways were con

.structed by state and local governments. In view of the 
glamour that has always attached to Bying and the great 
publicity that has accompanied every exploit incident to 
its development, it was inevitable, once the possibility of 
the airplane was demonstrated, that every encourage
ment should be given to air transport. 

Our 'lJaNOUS agencies of regulation fire unco-orJinflteJ 
and often conflicting in purpose. The scattering of regu
latory agencies among many departments of govern
ment, as was indicated in the introductory chapter, is 
simply in keeping with the unsystematic and planless 
character of development which is found in alllarge-scale 
organization, and particularly in government organiza
tion. The location of a new type of activity or regulatory 
body may depend upon technical or political considera
tions, or upon the inIluence of a particularly powerful 
government official. 

For example, waterway development was lodged in 
the War Department because, until after 1825, the only 
facilities for training engineers in this country were those 
provided at West Point, and also because the services 
of the Army Engineers have always been available, in 
peace times, without extra cost to the government. By a 
natural process the Army engineers came to playa pri
mary role in passing upon the economic feasibility of 
waterway projects--though the West Point curriculum 
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even to this day includes no courses in economics. The 
Bureau of Public Roads, established in 1893, was placed 
in the Department of Agriculture presumably because 
the roads of that day were of primary interest only to 
farmers. The regulation of aeronautics was lodged with 
the Department of Commerce chiefly because of the 
rapidly growing importance of that department at the 
particular time when air transport became. significant. 
The Interstate Commerce Commission was set up as an 
independent agency because of the special character and 
magnitude of the problem involved; the Shipping Board 
because of an emergency situation of great complexity. 

Once organized, either separately or in connection 
with a given department, the regulatory or promotional 
activities are governed in part by Congressional acts and 
in part by policies formulated within the interested bu
reau or department. The character of Congressional 
legislation is moreover greatly influenced by the policies 
and requests of the various regulatory or promotional 
agencies. This is particularly the case with the promo
tional phases of the problem. 

Under a system that developed in this haphazard 
fashion it was inevitable that regulatory and promotional 
agencies should have varied and conflicting objectives. 
The very system itself, moreover, militates against 
thinking in terms of transportation, as distinguished 
from some particular form of transportation. The only 
instance in which congressional legislation has clearly 
had in mind more than one form of transportation is in 
connection with rail and water transportation. Congress 
declared in the Transportation Act of 1920 that its 
policy was "to foster and preserve in full vigor both 
rail and water transportation." But this meant, or at 
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least it has been interpreted to mean, that regulation 
and subsidies should be utilized to promote the move
ment of goods by water. Instead of establishing economic 
parity this policy destroys it. 

The primary explanation of policies such as this is the 
persistent fear of railroad monopoly. The unfair com
petitive practices and the "public be damned" attitude 
of prominent railroad corporations in former days have 
left an almost indelible impression upon the minds and 
attitudes of the majority of the American people. 
Though our regulatory powers have long since removed 
the menace of monopoly, and although new forms of 
transportation, notably the pipe line and the motor vehi
cle, have become effective competitors, the spectre of 
railroad monopoly still persists. 

Since our capacity to protect the public interest 
through regulation of large transportation companies 
has been demonstrated in practice, it is no longer neces
sary to subsidize competing forms of transportation for 
regulatory purposes. Every form of transportation 
should stand on its own feet, with competition in a free 
field deciding the issue of survival. This means that such 
transportation agencies as may be constructed and main
tained by the government should be subjected to the 
test of self-liquidating capacity. 

A properly integrated national transportation system 
is dependent upon unified regulation. In recent years 
there has been no little discussion of the need of co
ordination or unification in the entire field of transporta
tion. It has be;en commonly assumed in this connection 
that every form of transportation has its proper place in 
the system, and that all forms should thus be encour
aged. There is, however, no means by which the govern-



A NEW TRANSPORTATION POLICY 889 

ment can automatically determine the proper economic 
sphere of each agency; hence the tendency is to help 
those that cannot take care of themselves. 

Eflicient co-ordination and the movement of traffic by 
the cheapest possible agency, or combination of agencies, 
cannot possibly be realized under an unco-ordinated 
regulatory system such as we now possess. Not until we 
establish a unified system of regulation which will place 
all transportation agencies upon a basis of economic par
"ity will a unification of transportation that means any
thing from an economic standpoint be possible. 

Co-ordination would also be facilitated if .the present 
system of conducting transportation by specialized 
agencies were abandoned. Indeed, one of the surest 
means of promoting real integration, of getting traffic 
routed in the most economical way, is by developing 
transportation companies as distinguished from railroad, 
or highway, or waterway, or airplane companies. In prin
ciple there can be no objection to boat or truck: companies' 
engaging in the railroad business, or vice versa---5O long 
as public control is adequate to prevent abuse. 

As the largest factor in the transportation situation, 
the railroad company is perhaps ideally designed to serve 
as the nucleus of a comprehensive agency of transporta
tion. Indeed, the early railroads were conceived as some
thing more than roads of rails; their primary business 
was transportation. This basic idea was expressed in the 
titles named in some of the early chapters, as, for ex
ample, "The New Jersey Railroad and Transportation 
Company" (J832). Some railways have interests in air
plane companies; and others operate motor vehicles, 
usually through subsidiary or affiliated corporations. 
They are forbidden, however, by the Panama Canal Act 
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of 19 IZ to engage in water transportation on that canal 
"or elsewhere," if the water route and the railway are 
competitive. 

The fear which some express that if railroad com
panies were permitted to engage in other forms of trans
portation they would proceed at once to throttle com
petition, regardless of transportation economies, seems 
unwarranted. A railroad company, converted to a trans
portation company, would still be interested in maximum 
profits. If it proved cheaper to send certain commodities, 
or for that matter all traffic, by truck, or bus, or air
plane, or boat, as the case might be, such companies 
would be shortsighted indeed if they failed to use the 
alternative agencies. 

Federal control is essential to II comprehensive sys
tem of transportation. If transportation is to develop in 
a comprehensive way along national lines regulation by 
the federal government must be extended to all agencies 
operating interstate: carriers by water, carriers by air, 
and carriers on the highway, as well as rail carriers and 
pipe lines. Unless the national authority is paramount, 
as it now is in the case of the railroads, our regulatory 
machinery will be inadequate to meet the nation's re
quirements. 

This does not imply the negation of state regulation 
under the police power. State authority has a proper 
place in any scheme of regulation. The state commis
sions are informed as to regional and local conditions, and 
their co-operation will continue to be helpful in any 
national system of controL They have a jurisdiction of 
their own, particularly with reference to policing func
tions, which it is not practicable for the national authority 
to assume. 
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Federal regulation should he centralized finder the 
Inter-slate Commerce Commission. Regulation to be 
comprehensive must be centralized; and this means con
trol exercised, in so far as may be practicable, through a 
single governmental body. For various reasons the In
terstate Commerce Commission would seem to be the 
logical agency for the purpose in hand. 

The Commission already has wide authority over rail
roads and pipe lines, and a measure of authority over the 
inter-relationships of rail and water carriers. When the 
Commission was created Congress did not follow state 
precedents in the choice of a name, despite the fact that, 
with the sole exception of joint rail and water lines en
gaged in continuous shipments, the jurisdiction of the 
Commission was originally confined to railroads. Con
stitutional considerations doubtless had something to do 
with the choioe, but in any event the name chosen was 
one of broad implication, indicating that the Commission 
was to be concerned not merely with railroads as such 
but with the railroad as an instrumentality of commerce. 
Consistent with this principle was the succession of acts 
extending its power .in matters pertaining to safety and 
widening its jurisdiction to include pipe lines, communi
cation companies, express companies, special equipment 
lines, and terminal and other facilities related to railroad 
operation and service. . 

The Interstate Commerce Commission is clearly the 
logical federal agency to exercise control over interstate 
rates and service. With a single exception it is the only 
federal body that has authority over rates. The exception 
is the United States Shipping Board, which is primarily 
concerned with the foreign field. In the matter of inter
state and intercoastal, rates, the authority of this Board 
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is limited to the point of ineffectiveness by virtue of the 
fact that only maximum tariffs need be filed. The burden 
of duties in connection' therewith is slight. This being 
the case, the Shipping Board would lose nothing through 
the transfer of its nominal duties with reference to rates 
to the Interstate Commerce Commission. Nor would 
there be any injustice to the water carriers in a system 
which would co-ordinate their rates with ra,il rates under 
the common authority of the Commission. On its record 
the Commission cannot be charged with favoritism to
ward the railroads or hostility toward other types of car
riers. Nor can it be accused of immoderate use of the 
authority which has been conferred upon it. 

The Commission is competent to meet greater re
sponsibilities. It is a mature organization of 45 years' 
experience, and, however opposed and criticized it may 
have been, its position is established. Not a few of the 
criticisms against it are in effect criticisms of the law
making branch of the government, which has often 
been slow to act upon corrective suggestions repeatedly 
made by the Commission. This is true particularly' of 
recommendations relating to reorganization of the Com
mission's structure and procedure and designed to facili
tat~and to expedite the performance of its work. 

Within recent years the burden of work imposed upon 
the Commission has been excessive, largely because the 
depression came at a time when the Commission was still 
concerned with a number of temporary undertakings, 
notably the valuation of railroad property and the for
mulation of consolidation plans as required by the legis
lation of 1920, and the investigations necessitated by the 

, ill-<oi1sidered Hoch-Smith Resolution. The Commis
, sion's task: will be simplified if some form of consolida-
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tion is eventually adopted. The unification of the entire 
system of regulation would of itself simplify the work 

- of the Commission. • 
The amount of detailed regulation of railway opera

tions may also be reduced. There is a degree of detail 
beyond which regulation may not go without imposing 
excessive demands and handicaps upon management and 
depriving the public of the advantages which it is the 
purpose of regulation to promote. The point at which a 
balance may be struck between public regulation and 
managerial initiative is not to be arrived at easily. It can
not be determined at all without a spirit of co-operation 
-which is inconsistent with the punitive spirit sometimes 
manifest in the attitude of the public and sometimes 
dominant in the minds of those who are charged with the 
shaping or execution of public policy, and inconsistent as 
well with the baronial spirit sometimes disclosed by rail
road spokesmen. 

Existing regulations affecting management, particu
larly those relating to technical questions, might well be 
re-examined to determine whether they serve the pur
pose for which they were imposed; whether the need for 
them has passed; whether they are too weak and should 
be strengthened; whether they are too stringent and 
should be lessened; whether they are too detailed or too 
general; finally, whether a lessening of.control by fed
eral authority would tend to stimulate the regulatory 
activities of 48 state authorities. 

Making the Commission the central agency of regula
tion does not imply shifting to it all functions pertaining 
to transportation now performed by other departments 
of government. For example, the exercise of marine 
police functions by the Commission is not ~tial to a 
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comprehensive system of regulation. There is nothing 
to gain by disturbing the arrangement by which such 
matters are handled by the Coast Guard and the Bureau 
of Navigation and Steamboat-Inspection, both of which 
are equally concerned with domestic and with foreign 
commerce. Some of the services of the latter Bureau are 
analogous to the safety service of the Commission, but 
they are technologically dissimilar. The same is true of 
the administration of air-transport safety legislation by 
the Department of Commerce. Silnilarly, the authority 
of the Department of Agriculture to prevent inhumane 
transportation of livestock on rail or water carriers need 
not be disturbed. 

The policy of the Commission has developed in the 
direction of a truer perspective. At the outset it seems 
consciously to have leaned toward the side of the ship
per, who at that time was assumed to be ill-prepared to 
match strength against the railroad. The shipper is in no 
SUGh helpless position today, and the record of shippers 
as a' whole is not free from instances of abuse.' The 
original attitude of the Commission was that it could not 
properly concern itself with the effect upon railroad 
revenues of its action on rate matters; and this attitude 
it seems to have maintained until 1914, when in the Fiv6 
Per Cent case' it gave its approval, not without dissent, 
to an increase in rates on the ground that an advance was 
justified by the need of the carriers for adequate revenue, 
and hence in the public interest. The principle involved 
in this departure from precedent was legislatively con
firmed in the Transportation Act of 1920, in the provi
sion of the rule of rate making, which in effect directs the 

·Witn ... : Reciprocity is P",cNuing ...a R""';"g. III I.C.C. 417. 
',1 I.C.C. 351. 
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Commission to have a care as to the financial results of 
its decisions. This means not that the shipper is to receive 
less consideration but the railroads more. To serve the 
public interest is the only proper objective of regulation; 
that interest is best served when the relation of carrier 
to shipper, as well as that of carrier to carrier, is main
tained on an equitable basis. 

We are not concerned here to suggest the detailed 
provisions which might appropriately be incorporated in 
a new transportation act. We are interested only in call
ing attention to the primary essentials of a satisfactory 
national transportation system. We confine our analysis 
therefore to a discussion of fundamental policies with 
respect to transportation and to the plan of regulation 
that is required if these policies are to be carried into 
effect. If the regulation of transportation is concentrated 
in a single agency, substantial economies in government 
regulation may be realized. If the Interstate Commerce 
Commission is reorganized in such a way as to permit 
the delegation of routine administrative tasks and to en
able the Commissioners to plan constructively in national 
terms, the whole transportation system may be placed. 
upon a new plane. 
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