COMMITTEE
ON
TRANSPORT POLICY AND COORDINATION

Indian Railway policies before and since
Independence and some of the
present-day problems

and

Railway Rating Policy in some of the
Foreign Countries

GOVERNMENT OF INDIA
PLANNING COMMISSION
' NEW DELHI

August, 1963



CONTENTS

PAGE!
. Preface i—iii
Part T
Indian Railway policies before and since Independence and some of the
present-day problems .. . - ‘e .- 1-21
Appendices

1, Trends in low-rated and high-rated commodities on the Indian Railways 20

2, Trends in low-rated and hlgh-rated commeodities on mdmdual Zonal

Railways .. _ .. 20

3. Trends in the average lead of traffic on the Indian Railways . 21
Part If

Railwa;( Rating Policy in some of the foreign countries .. . . 25—53

1. Introduction . .. . . .- 25

2. European Economic Community -- 29

(/) West Germany 33

(ii) France 35

3. United Kingdom .. . .. .- .. .- 37

4. Canada 40

5. United States of America 45

&. Argentina e . . e TR . 49

53

Bibliography . .- . .. - .. ..



- PREFACE

Raﬂway pohcres have recently been under senous re-consideration
in ‘several’ leadmg countnes of the- World manﬂy because the raprd
development of competmg modes of transport notably ‘road transport
has adversely affected the finances of the railways of these’ countnes ‘In
the early days. of their development, because of their virtually mono-
pohstlc position, the rallways could follow ratmg policies based upon
the ‘value of service’ principle under Wthh they charged relanvely low
rates for low va]ued commodltles, such as coal and other mmerals, food-
grams etc .». and comparatrvely valuable commodmes .were charged
thher rates And proﬁtablhty of traﬂic was reckoned on the aggregate.
With the gradual development of other modes of jransport,
however, the more remunerative types of traffic began to be
increasingly diverted from rajlways.. This. has given .rise.to" the
need for; ﬂ?.thi.n_kiilg -on ;railway . policies . generally. in ; the -Western
countries; -The current trend of thought in some of these countries is
that railways should be allowed to_revise. their rating structure on the
basis of cost, giving up the traditional system. of basing the..charges
on the ‘value of servicc; princ-iple.‘ Under the new system,! charges- on
costsw Further, the raﬂways would be reheved of the ﬁnancml habrhty
1n lrespect of. unremuneratwe services. wh1ch /may have to .be under-
taken by them in the overall interests of the community,, It is held by
the advocates of thls pohcy that in the process of free and unregulated
competition. among different. modes of transport, traffic ‘is €xpected to
be: automatically distributed on ‘the basis of costs and special suitability
of each. mode of transpdrt for- arrying the traffic;’ with the fesult that
different ‘types of traffic ‘would go to the chea'pest*form of transport,
rendéring it tinnecessary to have any regulatory system of co-ordmatron
between .competing agencres

ﬁ 2 AIthough the problems of raﬂways m Indla  have . not- yet

assumed a comparable degree pf senousness, the ‘patternsof frerght
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traffic carried by the railways has been undergoing marked changes in
recent years, and there is a growing. preponderance of low-rated
commodities in the total traffic carried by the railways. This develop-
ment has taken place mainly under the impact of the successive Five
Year Plans, and the trends are likely to get more intensified in future,
with consequent 'repercu-ssioﬁ_ on railway finance.

In this'context, a basic question which requires consideration is :
should the railway policies in India be tevised on the lines being
pursued in the West today ? To what extent may the railways now
or in the immediate future, have to depart from the existing policies and
commitments, and what would be the implic'ations of any major shift in
rating policies ?- This problem has to be- considered against the back-
ground of the evolution of railway policies in India.

3. In the pre-Independence period, the railways in India were
made up of a number of semi-autonomous administrations including
private companies, Princely States etc. besides Government Railways,
and these functioned more or less as distinct commercial units. After
Independence, the railways became fully integrated under centralised
control and ‘management. A uniform system of rates and fares was
adopted all over the country and the rating policies were geared to
serve the interests of the economy at large. The social 6bligations of
the railways, unconnected with financial results of the1r operation, came
to acquire a greater 1mportance after Independence '

4, There are reasons- for behevmg that certain notable schools of
thought may expect Indian Railways to change over to. a cost-based
rating structure on the analogy of the West. . It is, therefore, attempted
in Part I of this Paper to explain in some detail the more important
policies followed by the railways in India before and since Independence,
and to indicate the need for a study of the implications of a change-
over to a cost-based rating policy and abohtlon of the system of cross-
sub31d1satlon inhetent in the current policy. In any case, the broad
pollcms of economic development followed by India do not in their



entirety conform to the economic philosophy of the Western world.
And:if-certain developments take place in the sphere of transport, the
appropriate remedial measures may have to be consistent with India’s.
own ideology.

5. This study, made in the Secretariat of the Committee on
Transport Policy and Coordination, deals mainly with problems of
freight traffic. It goes without saying that the broad principles of cost-
based charges should also be considered in the context of lpass.e'nger
traffic which on the whole is not, at present, a paying proposition.

6. Part II of the Paper summarises the experience of and the pre-
sent thinking in some of the foreign countries on the subject of cost-
based charges in respect of railway freight traffic.



Part 1

Indian Railway policies before and
since Independence and some of the
present-day problems




POLICY RELATING TO EXTENSION AND MANAGEMENT
OF THE RAILWAY SYSTEM

1. The Railway era began in India in the middle of the 19th century,
and the first railway train commenced running between Bombay and. Thana
in the year 1853, Between 1853 and 1869 3 number of railway lines
were constructed by private companies domiciled in Great uBntam under
contracts with the Government which guaranteed to them fixed interest on
the capital invested by them. As the system worked to the detriment of the
Indian Exchequer on account of the high cost of construction of railway
lings, the Government decided in 1869 to undertake construction of railway
lines departmentally. In the next 10 years, all railway lines were com-,
structed in this manner. To speed up expansion of rail communication,
it was decided in 1880 to supplement Government construction of railways
by resort once again to guaranteeing a return on capital of private companies
domiciled in Great Britain, though the terms of guarantee given to the
companies formed after 1880 were more favourable to the Government
than in the case of those formed prior to 1869.

2. For encouraging construction of Branch and Feeder Lines financed
by private companigs, attractive ‘Branch Line Terms’ were offered to them
jn 1893 under which Government agreed to give to the companies certain
tebate from the earnings of the main lines in order to make up a return of
4 per cent per annum on the ‘capital expenditure incurred on the Branch
Lines. The ‘Branch Line Termg’ were further liberalised in 1914. A
number of branch lines were constructed under this programme.

A sizeable mileage of railways was constructed by former Indian
Princely States, District Boards were another agency for financing feeder
railways and they promoted construction of railway lines either by raising
capital directly or by giving guarantees to the companies.

3. By 1907, all the major lines which were originally built by companies
had been purchased by the Government and the management of some of
the purchased lines was entrusted to the Working Companies constituted
under fresh contracts. By the end of the year 1920-21, the route mileage
of the railways in India rose to 37,029 distributed agcording to ownership
and management as follows :

Mileage Mileage

ownerd worked
quernment (mcludmg Pravincial Govemments and D;stnct

Boards) - 26,389 8,929
Princely States .. .L .. .. .. . . 4,394 2,889
Private Companies .. .- . . .- . . 5?74_6 - 25,211

37,029 37,029
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Although a majority of the lines were owned by the Government, the com-
panies were the main agency for their management. In pursuance of the
recommendation- of the Acworth Committee (1921) that the system of
management by companies of British Domicile should not be continued
after the termination of their contracts, the Government of India took over
in 1924-25 two Railway Companies, namely, the East Indian Railway and
the -G.LP. Railway under direct State management. Subsequently by
1944, the Government had taken over all the principal company managed
railways. The position regarding ownership and management of railway
lines at the end of the year 1947-48 was as follows :

Mileage = Mileage

owned ~ . worked

Government (mc]udmg Provmc:al Governments and District e .
Boards) oL, . . . . .. .. 25345 27,172
Princely States .. .. .. .o e .o .. 1324 5,878
Private COMpanies . <. w0, o0 ae e s 1,315 934

-33,984* 33,984

- . In 1949-50, with the integration of the Indian States with the Union
Government, the railway lines’ belonging to the former Princely States
were. merged with the' Government railways. This resulted in almost
the entire railway system coming under the direct control and management
of the Government of India. The integrated railway system was reorganised

from- Ist April, 1952, and grouped into six administrative Zones which
were later-split into-eight Zones. - '

.While there were-about 175 railway administrative units in India in
1920-21 and about 44-in 1947, each vested with considerable discretion
in management, after Independence, they weré amalgamated into one unified
system. The present centralised character of the Indian Railways has been
criticised on-the ground that the General Managers of the Zonal Railways

virtually funct:on as the .representatives of the Railwav Board without
adequate dlscretlonary authority,

GOVERNMENT AND RAILWAY FINANCE

- 4. The Acworth Committee (1921) had held the view that the railway
management had been fettered by a policy “which has constantly restricted
the raising of mew capital for improvement and development”, and that
‘railway development and, therefore, the economic development of India

‘}'gh:é excludes mileage which was retained in Pakistan after Partition of the country in
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has been starved” for want of finance. The Committee recommended,
inter alia, that branch lines should, as far as possible, be constructed and
worked by the main lines to which they were tributaries and that only if
the. State was unable or unwilling to provide funds itself, should the
formation of separate branch line companies be encouraged

o

5. As a result of the recommendations of the Acworth Committes,
the Legislative Assembly adopted a Railway Convention in 1924, under
which the Railway Budget was separated from the General Budget and the
railways were required to make an annual, contribution to the General
Revenues which was to be the first charge on the net receipts of the
railways. The railways were to pay, in addition to the interest on the
capital-at-charge of commercial lines, a share in the surplus profits. The
interest on the capital-at-charge of and the loss in working strategic lines
were to be borne by the General Revenues. Further, a Railway Deprecia-
tion Fund was formed to meet the charges on account of depreciation.

6. A Resolution was adopted by Government in February, 1925, an
important feature of which was that the Government accepted the responsi-
bility for finding the capital required for the construction or extension of
branch lines. But branch or feeder lines required by thé local Governments
or local Authorities which were not remunerative from the railway point
of view, were to be constructed only if the sponsoring authorities undertook
to pay the losses in working, and the amount payable to General Revenues.
Thus, the acceptance bv Government of the wider responsibility for con-
struction of new branch or feeder lines was condltmna]

- The arrangement provxded by the Convention of 1924 continued
until 1943 when . another convention was provided by a Resolution
of the Legislative Assembly in that year. According to the Convention
Resolution of 1943, it was decided that, on account of the unstable condi-
tions prevailing during the war, the Separation Convention of 1924, so far
as it provided for the contribution and allocation of surpluses to the General
Revenues, should remain inoperative until a new Convention was adopted
and that the allocation of surpluses between the railways and the General
Revenues should be decided each year on an ad hoc consideration of their
respective needs; the loss, if any, on strategic lines being recovered from
General Revenues.

7. The very first Railway Convention Committee to meet in 1949, after
the attainment of Independence, made recommendations reflecting a popular
and liberal outlook in regard to the policy for construction of new lines.
The Convention Committee criticised the them existing arrangement for
financing construction of new lines under which all constructions, whether
remuperative or otherwise, were financed out of loan capital. "The Com-
mittee observed that under the arrangement, the railways were unable to
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undertake unremunerative projects unless the losses were guaranteed by
the sponsoring authorities (as indicated above) and felt that this arrange-
ment acted as an impediment to the expansion of rail transport and could
not be allowed to continue if the railways were to fulfil their basic role
in the economic development of the country. To quote from the Report
of the Convention Committee, 1949 :

“Quite apart frofu ¢xpansion necessary to mieet the growing needs

of trade and induistry and in zones hitherto either not served or

inadequately served by rdil tramsport, there are undeveloped areas

rich in resources which can be explored and exploited only when
-a rail link is established. 1n the majority of these ¢ases no financial
justificatioli éxists, or can exist, at any rate in the first phase of
* developtrient. As a result, this nationalised undertaking is com-
" pelled by ‘citcuimstances to-play a passive, if not a negative role in
~ the developthétit of thé country.”

'l'he Convenuou Comm1ttee accordmgly recommended the setting up
of a Development Fund to be fed from surplus revenues of the railways.
This fund was to be utilised for financing expenditure for railway projects
which were considered necessary but were unremunerative, as also for
Jabour- welfare and passenger amenities. With the acceptance of these
recommendations which.were embodied in the Convention Resolution of
1949, the Government agreed to set up a Fund from which could be financed
the construction of unremunerative but otherwise justified new lines without
the losses having to be guaranteed by the local sponsoring authorities.
This was hailed all over the country as one of the just fruits of: freedom,
and an eardest of the National Governmerit’s readiness to provide the
tmich- needed social overheads and underwrite the losses that may be
incurred thereby. The- following extract from the Railway Budget speech
(1950-51) of the then Ra:lwav Minister, .Shri N. Gopalaswamy Iyengar,
is of 1nterest

“The institution of a Railway Development Fund is due to the
recognition that future. railway development could no longer be
conditioned bv commercial considerations alone and that a system
of nationalised railways must perforce fill a positive and comple-
mentary role_in the general economic development of the country.
The obligation of the State to éxpand rail facilities in un-
developed areas unhampered too much by considerations of the
adequacy of the return on the capital invested cannot be escaped.
It would be imprudent to finance siich unremunerative expansion
from loan capital on which a minimum Lability equivalent to the
dividend payable thereon has of necéssity to be immediately
assumed.”
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The Convention Coinfiittee (1949) also recommeénded that for a period
of five yedts, cofhimencing from 1950-51, the anhual dividend payable by
the railways to General Révenhues shall be at the rate of 4 per cent on
the capital and no dividefid shall be payable on the capital invested in
unremunerative strategic lines, :

8. The Convention Committee of 1954, while suggesting no changes in
the method of contribution by the railways to General Revenues at a
fixed rate of dividend in terms of a percentage on the capital-at-charge,
however, recommended that the dividend on the capital-at-charge of new
lines should be computed at a lesser rate, viz., the average borrowing rate
charged to the commercial departments, and a moratorium should be granted
in respect of the dividend payable on the capital invested on the new lines
during - the period of construction and upto the end of the fifth year of
their opening for traffic, the deferred amount being repaid from the sixth
year onwards in addition to the current dividend out of the net income
of the new lines. The Committee also recommended that the cost of
construction of all new lines might be debited to the capital account of the
railways from the very beginning and not to the Development Fund, since
the Fund was intended to advance finances for new lines only for temporary
periods and ultimately the whole or a substantial portion of the cost was
in any case to be transferred to capital. All this amounted to further
widening of Government’s financial responsibility for providing social
overheads. '

9. The Convention Committee of 1960 recommended that the rate of
dividend to be paid by the railways to the General Revenues should be
ralsed from 4 to 44* per cent during the five years 1961-66. The Com-
mittee made a further important recommendation that the capital-at-
charge of the Northeast Frontier Railway, other than the clearly strategic
portion thereof, should be regarded as unproductive, and till such time as
the line became productive or the mext Convention reviewed the position,
whichever was earlier, the rate of dividend payable on the ¢apital-at-charge
should be at the average bortrowing rate of Government. Thus, for the
first time, it was agreed that the railways could pay dividend at less than
normal rate on certain lines, other than purely strategic lines. It was also
recommended that the defétréd dividend oh new lines should be paid from
the sixth yedr onwards only if the net incorie of the new lines left a surplus
after payment of the cutrenit dividend. Genetal Revenues thus agreed to
asstimie new obligations, so that, in the task of exténding railways to open up
underdeveloped and backward areas, the railways wete freed of the financial
worty of the initial difficult years in respect of @ mew line and could take
a long-tertn view of the likely remuneratlvehess of the proposed new hne

- * The rate of dividend has beeh further iicreased to 4 1/2 per cent from the year 1963-64
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In regard to the Development Fund, the Committee was not in favour
of curtaxlment or limiting of expenditure on works met out of the Develop-
‘ment Fund and expressed the view that they “see no alternative but to
continue this facility to the Raﬂways during the next five years also unless
the net surplus is able to meet in full the requirements of the Development
Fund.”

10. Thus, the policy towards construction of new lines and extension
of the railway 'system underwent a noticeable change after Independence
when' the railways were integrated as one national undertaking and came
to accept the responsibility for financing new projects which might be
unremunerative at least in the early stages but were justified in the overall
interests of development of the country. The railways’ financial obligations
towards General Revenues were also lightened to some extent, the under-
lying idea being avoidance of a too rigid concern with financial viability
in the short term and greater emphasis on the development of the country
as an important objective.

DEVELOPMENTS IN RAILWAY RATING POLICIES

11. In the very early period of railway development in India, when
the railways were owned by private companies, there was no Government
regulation of - railway . freight rates and fares except that the rates and
fares were initially fixed with the approval of the Government who could
order them to be reduced only in the event of the net profits of the railways
exceeding 10 per cent of the capital outlay. According to the Railway
Freight Structure Enquiry Committee (1957), in the early period, “Each
railway followed its own jndependent policy in rating, the key-note thereof

“being high profits with the minimum volume of traffic.” In 1868, maxima rates

“were' fixed and the companies were left free to fix their rates within these
‘maxima. ' No minima rates were,” however, fixed, but five classes were
- prescribed’ with one separate. class each for foodgrains and coal. Nothing
was, "however, said as to which ‘articles were to be placed in each class.

. In 1880, the complenon of the Rajputana-Malwa Railway on ' the
_netre gauge reduced the distance between Delhi and Bombay and for the
ﬁrst time mter—rallway competmon emerged, particularly in the movement
of grains from Delhi to Bombay ‘as agamst movement to Calcutta, which
led to rate cutting on the railways, In March 1883, the Government
issued a circular enunciating the general principles on which railway rates
and fares were to be fixed. According to the circular, rates could vary
between what the traffic would bear and the cost of carriage, These were
the accepted  principles of railway rate making followed in the rest of the
world at that time. In India also, the classification of goods adopted by
railway administrations for the purpose of fixation of rates was broadly in
keeping with these principles. The low-rated bulk commodities like
~minerals, manures, salt etc. were included in the class. bearing relatively
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low rates, whereas more valuable commodities were placed in the high-rated -
classes.- However, according to the Railway Freight Structure = Enquiry
Committee (1957), no accurate estimate had been made of the cost of"
service and it was merely a rough and ready method that was used as a
criterionl te determine minmimum rates.

12, In a Resolution issued in 1887, the Government fixed certain
minima as well as maxima rates and fares to prevent cut-throat competition
among the various railways. However, no uniformity in the rates charged
by the different railways was achieved and competition among them con-
tinued. - The inter-railway competition - affecting commercial ‘interests in
some ' regions in the country adversely, vis-a-vis others, was referred to by
Mr. Purshotamdas Thakurdas, who -was a member of the Acworth Com-
mittee in the course of the deliberations of the Comnmnittee.

“In connection with the question of competmon between railways,
Mr. Purshotamadas Thakurdas quoted from the report of the Bombay
Chamber of Commerce for 1897

“It is shown in our records that even from statlons about equi-
distant from Calcutta, Bombay railway freights are so adverse to us
. that,. notwithstanding all the advantages of the ﬁnest and cheapest
.harbour in India, and econgmically and very efficiently worked docks,
we have to look on at trade going, what is to us, the wrong way
(to Calcutta).”

“He' explained that- the East Indlan Rallway got the original traffic and
carried it all over its line to Calcutta, and that this competition continues
even to. this day.” '

" 13.-In the early years of this century, with further development-of inter-
railway competition, disputes commonly occurred between the railways.
Inter-railway competition led to manipulation of rates-and classifications
and this brought about many complications and uncertainties in the matter
of finding out the chargeable rates. In 1905, the work of simplifying the
goods tariff of the Indian Railways was taken-up by the Tariff Simplification
‘Committee set up by the Indian Railway Conference Association. A
uiiiform general classification of goods over all railways, subject to certain
exceptions, was evolved by the Committee and notified by the Indian Railway
Conference Association in the ‘Tariff of -July 1908. . The sanction of the
Rallway Board was made necessary to any changes in the clasmﬁcatmn of
goods or to the classxﬁcatlon of additional commodities.

_ . 14. However, the basic character of the railway rating system, namely,
determmatlon of rates by the companies on an individual basis and inde--
pendently of ‘each other, ‘continued unaltered. The telescopic schedule
rates, even where they existed, were applicable only on distances WIthm
the bounds of a railway, with the result that there was dlscontmmty “of
mileage when calculating telescopic rates on the traffic ~passmg from one

L8PC/63—3
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railway_to another. However, coal. was an.exception insofar, as it was
subjéct . to _telescopic’ scale of rates on through distances over. the entire
:ra:lway system. . . . o S

15, A feature of the railway. ratmg system in this early penocl was
that it specially assisted import and export traffic as against internal move-
ments insofar as rates from and-to port towns were lower than between
inland stations. This had the effect of concentrating industries near ports
to the neglect of the mland areas. The Industrial Commission (1916-1918)
recommended in its report that internal traffic “should be rated as nearly
as possible on an equality with traffic of the same class and over similar
distances to and from the ports,” particularly so “in the case of raw materials
to and from an Indian manufacturing centre.”* The Report also men-
tioned that “the power of control possessed by the Railway Department
over the railways is limited by contracts in the case of company lines; and
so long as these subsist; the only action whlch the department can take is
by way of argument or influence.” -

16. During the inter-War period, particular]y after 1923, mter-raﬂway
competltlon was further intensified and the railways were anxious to help in
the promotion of industry in their own territory in preference to territories
served by other railways. Special rates were freely quoted to capture traffic
for a particular line. The Report of the Indian Tariff Board (1929) on
Heavy Chemical Industry under the Chairmanship of Dr. John Mathai,
referred to the- wide discretion enjoyed by the Railway Administration in
manipulating railway rates and urged the need for introducing telescopic
rates-on. a ‘continuous mileage system on the radways .

17. There were some further attempts at revision of the _railway frexght
structure in 1936.. A revised classification was introduced from May, 1936
as. a result of the eﬁort of the Indian Railway Confererice Association.
The report.of the Railway Freight Structure Enquiry Committee (1957)
veferred as follows to the limited achlevement of this measure ;

" “The revised classnﬁcatlon removed some of the anomalies and by
".the interpolation of six more classes, permrtted a wider range for re-
‘grouping. . .- .... Nothing, however, was done to rationalise ‘the

. freight structure as_such and the _major defects inherent in the indi-

. .vidualistic system of ‘working_ of rallways Were left untouched, ~ For
instance, there were cxceptlonal class rates,, i e clas&ﬁcatlons, Iugher

..of lower than the standard class, which were prescnbed for parti-
cular commodities,in local boolung and in through booking up to

- the junction with. the Forelgn Railway. There were also ‘adjusted class

. rates’lower than. the class rates, quoted between particular points

- and applymg to all commodmes falhng m the particular class

» indiscriminately.”

- *ft would' be interesting to mention that during the last three or four years the Indian
Railways have been allowing concessions in frelght rates on goods whlch are intended
for export and are moved to the ports.
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18. In 1945, on the recommendation' of the Sub-Committee of the
Indian Railway Conference Association, a Special Officer,. Mr. K. L.
Crawford, was appointed to prepare a scheme. to revise the railway" rate:
structure on the basis of telescopic class rates on continuous mileage system.
The following observation made by Mr. Crawford in a monograph prepared
by him and issued by the Railway Board in 1947, sums up the. basic change
contemplated at this time in the approach to railway rating.

"

~“..0....Up to quite recently many of them (railway administra-
tions) were under company management and all of them. operated
as distinct commercial entities. Consequently the rating. policy of
each railway was greatly influenced by its own individual interests,
and the development of trade and industry on a countrywide basis
‘under a coordinated railway rating policy formulated and directed
from the Centre was, by and large, never attempted.”........
“However, leaving the past behind us let us look to the future; toa
- period in which railway operation is to be guided more generally by by
tlﬂggrwmm&m_and railway_policy ’a_c_l_cm_wg_more_closely to
the changed conditions of agrlculture trade and industry, with the
emphasis on the national 1mportance of their fuﬂ"—and proper

-developmenL.” —

Mr. Crawford presented a series of reports on raﬂway rattng between
1945. and 1948, The ‘main ‘principlé behind the reforms recommended by
Mr. Crawford was that the telescopic rates should be applied on the rallways
-on a contmuous mileage "basis, 1rrespect1ve of the boundar:es of individual
rallway units.

19 A reference to the unpendmg changes m the rallway rates structure
was made as fol]ows by, Mr.. Asaf- Ali,- Railway. Member in.the Interim
National Govemmcnt in hls Ratlway Budget Speech for 1946-47..

“The. acqulsmon by the Government of all the major Indran rarlways
clearly renders desirable - and possrble a thorough revision. of -the
rallway rates structure: . In the past the rating-structure was
affected by the fact that. each ratlway, company. owned and managed
or. otherwise, funchoned as a commercial-concern limited. only. by
- the .statutory maxima and minima, and- there has .grown .up 2 rating
.system of . extreme complexity., . It. will- probably ‘bring home to the
‘House the.extent :of this complexlty if- I mention. that -the. unrave]lmg
.of the system involves the detailed study and correlatton of between
" 10 and 20. thousand rates. ..... It.is. hoped - therefore, before long
to produce a revised system of, ratmg which-will eliminate the short-
comings of previous practice im;, unhealthy competition. between
railways which produced uneconomlc and comphcated rating and
routing. . ...:and -to eliminate anomalies and. simplify procedure
to the greatest ‘possible extent. cens e
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POST-INDEPENDANCE RATING PoLICY

: 20. A basic change was mtroduced in the rallway rating pohcy after
[ndependence in 1948, which followed essentially from the fact that the
tailway systéta in the country had been integrated as one system under

one ‘¢ontrol.  To quote from the Report of the Railway Freight Structure
Enquiry Committee (1957) :

“The attainment of national Independence radically altered the
) approach to the problem of railway freight structure. The indivi-
dualistic line so far followed by railways as a result of their separate
financial entities had to be replaced by a national policy, calling for
uniformity of practice to the largest extent feasible. The urgent

need felt at that time was to evolve a standard rates structure without
. much delay.”

Thb rallway freight structure was rev1sed from 1st October, 1948, and the
freight rates were fixed on a coitinuous mileage basis over the entire railway
system and on telescopic principle, i.e., rates tapering with increase in the
distance of haulage. The large number of station-to-station rates were
withdrawn, and railways could no longer quote reduced station-to-station

rates as freely’ as in the past and were requu'ed to obtain the assent of the
Raﬂway Board to any such _reduction.

21 'I'he old rallways used to follow the practlce of mﬂatmg the mﬂeago
for the purpose of fixing charges over certain high gradient sections, in
order to_reduce Tosses r1esulting from increased cost of operation over these
‘sections. When the railway freight structure was revised in 1948, the
practice’ of charging inflated mileages was given up in certain cases with a
“view_fo extendmg the benefits of uniform and standard rates and fares,
'though m some other cases inflated mileage is still applicable.

22. Wlth the changes introduced in the railway rate structure in 1943
the process of integration of the railway system was complete. “After
‘practically acentury of experiments and differing practices, the freight
structure of Indian Railways was assimilated and a great step forward was
taken in evolving a rationalised freight structure to serve the interests of the
community as-a whole,”* Theré were some further changes made in the
‘railway rate structure -in' 1958 conscquent on the report of the Railway
“Freight Structure Enquiry Commmittee' (1957). One of the recommendations
“of -the ‘Committee’ was' that the Zonal. Railway administrations should have
‘the: ﬁower' to’ quote *station-to-station rates and grant concession up to a
- percentage - below the - standard- rate.’ - This ‘recommendation was not,
“however; fully' dccepted'and the Zonal Railways were not given the discre-
tion: to -quote réduced rates on their own authority. The Zonal Railways
were- allowed 't0 quote “special rates up to about 40 per cent below the
standard: rate but only ‘with the pnor approval of the Rallway Board They

- 'Radway Frezght Structure Enquiry Committee Report, 1957,
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could not, of course, quote rates higher than the standard rates. Had' this
recommendation of the Railway Freight Structure Enquiry Committee been
fully accepted, it would perhaps have mtroduced an element of elasncnty in
the present rating structure and glven ‘the Zonal Railway administrations

some authority to adjust the rates in dlﬁerent areas. accordmg to the
requirements of the changing situation.”

23. In line with the new outlook of unity and equallty, a significant
change was sought to be introduced in the railway accounting procedure
in 1952 which, apart from its other implications, was an illustration of the
fact that the Government considered the railways as one undertaking and
did not attach much importance to the identity of the railway zones as
commercial and financial units. It was decided in 1952 that as Zonal
Railways were not independent financial entities and had been integrated
to form a unitary Indian Railway system, it was not necessary to continue
apportioning the earnings and costs between various Zonal Railways, and
the system of accounting. which was in vogue earlier was done away with.
The earnings for each railway were not booked in the accounts of the
Railways on the basis of work done and transportation service rendered,
or in other words, in the case of traffic carried over more. than one zone,
the entire credit for the revenue was given to the originating zone. The
change in railway accounting procedure was, however, abandoned in 1953
on the recommendation of ‘a Departmental’ Committee. “The step taken
in. 1952 is, however, an evidence of the fact that the entite rmlway system.
in the country had come to be recognized as one unit. It will be interesting
to mention that Shri Lal Bahadur Shistri, thé then Minister of Rallways
and Transport, - observed during the debate” on Railway Budget in ‘the
Lok Sabha on the Sth March, 1954 that “..".% . it ‘was 'not the intention
that each Zone should ‘necessarily ‘pay its own way financially.” Consequent‘
on regrouping, all the Zones were treated as one single system

24. It may be mentioned that the basic. principle of rallway rai:mg im;
Ind:a has all along been one of chargmg on the ‘value. of service’- basis..
AIthough as mentioned earlier, in ‘a circular_issued by the Gavernment im
1883, it was laid down that ‘value of service’ was to .provide the ceiling
and the ‘cost of service’ the floor in ‘detcrgmmpg railway rates, the cost:of
sér\}i_ée principle. was never strictly enforced. ‘Cost of service’ -principle,
however, did figure to some extent in the fixation of minimum rates, though.
it is possible that in fixing these rates only some sort of an average cost might
have been made use of. Even as late as 1945, K. L. Crawford in his.
report on rating stated that it was not necessary, that the telescopic rates.
should be able to cover all the costs on particular movements of traffic and
that ‘the principle that the railways are not to be invoived in. any. loss -of
revenue’ should be applicable only to final net results and not, applied to
each and every movement of traffic. The Railway Freight Structure
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Enquiry Committee. (1957) referred- to the principles that should govern
rating in India in the following words:

“In the- present transport situation in this country, the value of
service principle plays a more important part than the cost of service
in all forms of transportation. "The direct cost of service is an
indication that generally freight rate should not be below this cost.
It, therefore, regulates the minimum and does not indicate the actual
freight which should in addition include a portion of the fixed charges
worked out on. ordinary commercial principles. In our opinion,
the time has come when Indian Railways must make a sustained
effort to ascertain, as far as possible, the direct cost of service and
take note of this in determining the appropriate rates for individual
commodities. They should not generaIIy be carried at below the
direct cost of service.”

" It "thus appears that, though in a general v_vay, cost was expected to be
taken into account as furnishing the floor to the rates, it did not at any time
constitute an important element in the determination of railway rates.

WAGE POLICY

25 When the rallways were managed by dlﬁerent mdependent agencies,
viz., pnvate companies, Princely States, and the Government, there was no
uniformity in the scales of wages on different railway undertakings and
persons occupying similar positions -on different railways were recipients of
remuneration on totally different scales. As in the case of railway freight
rates, .after Independence, complete uniformity was introduced in the scales
of pay of railwaymen all over the country irrespective of the financial status
of the Zonal Railways on which they were employed. This development,
though in keeping with the policy of securing maximum equality and stan-
dardization, led to an overall increase in the wage bill and affected the costs
of operation of the railways.

26. It -would be evident from the above review that changes of far-
reaching character were brought about in the railway policies in India
after Independenice with the integration of the entire railway system as one
national unit, After almost hundred years of divergent policies, Govern-
ment accepted certain objectives for the railways which included, among
others, a uniform rate structure over the entire length and breadth of the
country based on the telescopic principle and uniform scales of pay for all
railwaymen. Further, the railways accepted financial and commercial policies
which would subserve the requirements of the economy of the country as a
whole, rather than be determined strictly by the requirements of railways’
own commercial interests., Later,” with thé introduction of the Five Year
Plans, railways being the prmcnpal means- of transport in the country, came

10 be relied upon for fu:thermg CCOIlOIl’llC and soc1al p011c1es Iald down in
the Plans. ~
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UNREMUNERATIVE SERVICES ‘OPERATED. BY THE RAILWAYS

27. Like most railways the world over, an essential feature of the Indian
Government Railways has been’cross-subsidisation of services, i.e., operating
at a loss certain services and counter-balancing these losses with profits on
other remunerative services. It will be of interest to. mention the more
important of these unremunerative services, since any departuré from the

existing commercial practices of the rallways may have unportant repercus-
sions on the future of these services :

(a)

(b)

'The metre gauge railway system as a whole forms 42.7 per cent
of the total railway route mileage in the country. Apart from
some branch lines, ‘it is generally a continuous system extend-

_ing from one end of the country to the other. The metre gauge

system is, on' the whole, financially unremunerative and is
being virtually subsidised by the rest of the railway system. Un-
doubtedly some of the metre gauge sections are viable and to that
extent the: remaining system is even less. viable. _
About 2,750 miles of Government owned. narrow :gauge lines
which are operated as integral part of the raliway system are
also operated at a loss,” The following figures indicate the
operating ratio (ratio of expenditure t0 earnings) on the narrow
gauge lines of this category separately in respect of goods and
passenger traffic during recent years :

Year Coaching Goods
1958-59 .. ui ee e e e .. 17473 2132
1959-60 .. .. .. e e e u. 16546 2061
1960-61 .. .. .. .. .. .. o ma 1819
1961-62 .. . e o .o 1802 1753

The high operating ratios on voth coaching anua goods traffic show that
expendlture has been far in excess of the earnings.

- {e) A number of narrow gauge Light Railways owned and managed

(d)

by prlvate companies and certain other lines which are owned
by District Boards or companies, but worked by the Govern-
ment, are operated on a subs1dxsed basis.

There are a number of rallway sections and branch lines even
on the broad gauge system which run at a loss and are inter-
nally. subsidised by the railways as a whole.

(e) The railway rates are specially low over long distances and in the

(6

case of certain essential and low valued commodities like coal,
the rates, notwithstanding certain recent increases, do not even

-recover costs of haulage beyond- certain distances, especially

since coal freight is subject to a cellmg charge whatever the
distance over which the coal is hauled.

The railway passenger services as a whole, and particularly the
suburban services, are unremunerative. It may be menhoned
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that in working out the cost of the Electrical Multiple Unit
Services. (E.M.U.), the interest on the capital-at-charge is not
taken into account. On the basis of a special study undertaken
by the railways some time back at Bombay on the Central
and Western Railways, it was found that the E.M.U. services
involved a loss of Rs. 30 lakhs per year, without taking into
account the interest charges. Assuming the same proportion of
interest charges as for the railways as a whole, the loss was
estimated at about Rs. 1 crore.

Thus, in fact, whatever net earnings accrue to the railways come only
from freight traffic and that also mainly on the Broad Gauge system.

" The railways are also expected to meet the defence requirements in
times of emergency, in addition to the normal civil requirements. In this
connection, the following observation is of interest :

“The achievement in the transport of goods during the year is addi-
tional to the emergency movements of defence material and personnel,.

- which the railways effected, at a very short notice with practically
no interruption to, or curtailment of the normal passenger service
or the flow of civil supplies. During the peak months of the emer-
gency, the Northeast Frontier Railway, transported 65 per cent more’
traffic than in normal times. .. ... n¥

28 The following extract from a Memorandum supplied by the Raﬂway
Board to the Committee on Transport Policy and Coordination sums up the
cffect upon railway policies of the consolidation of separate railway under-
takings which existed in the period prior to Independence, into a centralised
Tailway administration.

“When the major Railway systems of the country were managed and
worked by private companies or Indian State Governments, it was
generally the endeavour of these units of Railway Administration to

* meet fully their liability and to be self supporting, although under the
terms of their agreements with the Secretary of State, the companies
were guaranteed a specified minimum return on the capital invested.

- This was consistent with the flexibility then allowed in working of
these units. For instance, the companies could adopt their own’
wages and salaries and could quote suitable rates within the autho-
rissd maxima and minima. The Indian States had also similar
freedom. -

“With the taking over of these Railway units for direct management
by the Government in order to serve the community better, stan-
" dardisation of wages and salaries and of rates charged has followed,
and it has removed very considerably the flexibility in the workmg
of the mdxvxdual units which previously existed.”

R Cap:tal" Calcutta, dated the 25th July, 1963, page 129,
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CHANGES IN THE PATTERN OF TRAFFIC IN RECENT YEARS AND ITS BEARING
ON RAILWAY FINANCE.

29, Certain recent developments which are referred to hereafter have
thrown up the problem as to how far 1t may be I%:essary to reconsider
some of the basic railway policies with a view to rauonahsmg them to the
maxifium extent possible.

30. The pattern of traffic carried by the railways has undergone signifi-
cant changes in recent years., The proportion of low-rated commodities in
the total traffic carried on the railways has been increasing and is likely to
increase further in future years. These changes in the pattern of traffic have,
it appears, resulted mainly from the impact of the Five Year Plans which
lay stress on development of basic and heavy industries, and the railways are
specially expected to provide adequately for traffic in raw materials etc. con-
nected with these industries. Specific quantities of such traffics are assigned
to the railways in terms of the traffic targets which are laid down in the
Plans. The growing proportion of low-rated traffic may. also be due to the
diversion, to some extent, of high-rated traffic to road transport. . In the.
opinion of the railways, such diversion has, in fact, taken place and is
assisted by the present rate structure; but it may, in part, be on account of
the inability of the railways to meet the service needs of traffic which though
more remunerative can be accorded by them only lesser priority.

31. The Preliminary Report of the Committee on Transport Policy &
Coordination analysed the broad trends. in regard to the movement of low-
rated and high-rated commodities on the Indian Railways during the years
1955-56 to 1958-59 on the basis of the data published in the Annual Reports.
of the railways. According to the Preliminary Report, ‘the pattern.of
traffic on the Indian Railways has been undergoing significant changes over
the last few years and that the share of comparatively low-rated commodities:
in the total freight traﬁic camed by the rallways hashad a. tendency to increase
and is likely to increase further in the coming years” (Chapter VIII para 15}.
The, figures of originating tonnage in respect of low-rated and ]:ngh—ratcd
commodities and their relative proportlons in the total revenue earnmg traffic
for more recent years i.e., covering .the periods upto 196'1 -62 are given in
the statement at . Appendix . 1. The statement at Appendix 2
shows the changes. in the.pattern of low-rated and high-rated traffic on
- individual Zonal Railways. It will be seen that the percentage of traffic in
low-rated. commodities. to the total revenue earning traffic has steadily gone
up on the railways from 63.2 per cent in 1956-57 to 72.8 per cent in
1961-62. ' It is also significant that on several Zonal Railways while the total
traffic increased in recent years, the quantum of high-rated traffic registered
substantial decline not merely relatively to the total but also in absolute-
terms. The statement at Appendix 3 shows the trends in the average lead
of traffic for various commodities (for which data are avallable) during the
six years ending 1961-62. Over the six year- period, ‘thie lead of frelght

L/8PC/63—4
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traffic on :the whole has increased by 9.9 per cent, but that of coal and
foodgrains which are low-rated commodities has gone up by 10.8 and 31._0
per cent respectively. It is thus apparent that both in terms of tonnage ori-
ginating as well as Jead of traffic, the proportion of low-rated traffic carried
by the. railways is on the increase. -

" In this context, it will be relevant to quote the following from the
Railway Budget speech (1961-62) of Shri Jagjivan Ram, the then Minister
of Railways: -~ : S

“There is a tendency towards a progressive growth in the volume of
traffic in low-rated goods, mostly industrial raw materials. Making
every allowance for the consideration that some commodities are best
carried by rail, while for others road transport may be suitable, the
increasing preponderante- of low-rated commodities assigned to the
Railways calls for defailed examination, with a view to see what
adjustruents are required.”* .

32. The successive Reviews of Performance of the Indian Railways pub-
lished annually by the Railway Board along with the Railway Budget papers
bear evidence to the persisting changes in the pattern of traffic on the rail-
ways. To quote from the latest Review (1963) :

“The percentage of tonnage originating of coal for users other than
the Railways, ores, marble and stone, including limestone and dolo-
mite, to the total tonnage of revenue earning commodities, which
remained at about 37 per cent during the First Plan, rose to 45.4

per cent at the end of the Second Plan and further increased to 47.9
per cent in the first year of the Third Plan.” '

The Review mentions the likelihood of traffic in coal, raw materials for
steel plants and export ores accounting for over 50 per cent of the revenue
earning traffic by the end of the Third Plan. ‘

" 33. The following observation made by the Chairman, Railway Board,
in an article which appeared in the Indian Railways Annual Number 1963,
is also of interest in this contéxt: R

“A. feature of the mounting rail traffic is the increasing preponder-
ance of low-rated commodities. ... With the heavy increases in the
movement -of coal, raw materials for steel plants and export ores, this
percentage is bound to increase further in the years to come. This
will necessarily mean—and this is of significant portent—that the.
rate of increase in earnings will by no means be commensurate with:
the increase in the volume of traffic. Coal which is carried at a
specially low level rate will alone -account for 37 per cent of the total
originating tonnape in 1965-66.”

*According to a Press ‘report, Shri S. V. Rarhaswami, Dep;uy Minister, Railways i
srbayl%l:en 1t_l“_';; :g;sar:sep%f r&v;rﬁgm recenhadt spie;lzgg gtlgt “tthe godolwn to godown delive;'y eﬂ'ec'tgd
! ena 1t o attract 2 Ia i ich -
was formerly being transported by rail” rge ?omon of (he cargo which
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34, According to certain calculations made by the Perspective Planning
Division of the Planning Commission in 4 paper entitled “Transport Plan:
ning : Advance action for the Fourth Plan' (August 1962)>, it has been-
estimatéd that of the total long distance traffic originating in the ¢ountry, -
92 per cent is handled by the railways (1960-61), the remaining 8 per
cent going to the other means of transport. As against this, the railways’
share of total traffic in 1975-76 will be about 70 per cent. If has been
further estimated that “traffic in finished products and miscellaneous commo-
difies will be shared both by Railways and miotor transport, the latter
receivilg a progressively increasing proportion of such' traffic in successive
Plan periods.”

35. It may be argued that low-rated traffic may not be necessarily
unremunerative. Thus, for instance, the haulage of low-rated raw materials to
steel plants over short to medium distances is not necessarily unremunera-
tive, as will be seen from the financial results of the Eastern and the South
Eastern Railways which rely on these commiodities and public codl (alse
low-rated) for a good proportion of their revénue, but are in a posifion to
make intensive use of available facilities. These two railways are more pro-
fitable than most of the other Zonal Railways. Even the low-rated traffic
which generally comprises bulky and heavy materials like coal, ores etc. may
be more paying to the railways if, for ifistance, its movement is organised in
full train loads moving at fast speed. Thus, to ensure the rémunerativeness of
low-rated traffic, the railways may have fo adapt themselves to the special
requireiments of this traffic, as far as possible.

36. A feature of the railway freight traffic in India is that the density
of traffic varies widely over different parts of the railway system, Accord-
ing to an analysis* made By the Economic Advisor to the Railway Board,
as much’ as 58 per cent of the freight traffic is carried over only 15 per cent
of the total railway system;, while the remaining route length of some 85 per
cent carries less than half the total traffic. The high density of traffic is
mainly on trunk routes, such as between' Howrah and Kanpur, Nagpur and
Bombay, Bombay and Allahabad, Vizianagrain and Madras. On a large
part of the railway system, the density of traffic is low.

~ 37. The transport situation in' the country has, for some time, been
characterised by undoubted shortage and the impact of competition might
not, have been felt fully by the railways oh this account. It is possible that
in the years to come, with' the expansion: particilarly of road” transport
facilities; the' railways: will face greater competition. The impact of such
«competition may possibly be felt earlier in the areas where the density of
‘railway traffic is low. -The railways will theo have to consider measutes to
adjust themselves to the changing situation. Pending investigations of a
detailed character, which. would' take ample time,-it is difficult to- make any
seliable estimates of the likely total: growth of traffic during: future- Plan

*Indian Railways Annual Number, 1963,
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periods, its regional pattern and distribution into relevant categones, ag also.
the possible allocation of such categones of traffic between railways and
other modes of transport "It may be presumed, however, that changes in
the pattern of railway traffic are likely to be further accentuated in future
to.the detriment of railway finances.

THE IMP]ZICATIONS OF ADOPTING COST-BASED RATING PoLicy ~

38 As mennoned earher in certain foreign countries, it is being re-
cognlsed that, in order to meet the problem of growing competition from other
means of transport, the railways should adopt cost-based rates for. particular
movements, of traffic. It is argued that in the face of competition, the rail-
ways can hope to maintain proﬁtability of their operation only to the extent
that they know their costs in -detail and price their- 1nd:v1dual services
accordingly. - : : ‘

'"39. "A -further’ argument may be advanced that in a planned economy
like India, it is nécéssary to ensure that the national resources are ufilised
most économicdlly and that a cost-based railway rating system would help
to further this objective. Under a system of cost-based rating, there would
be ‘no room for cross-subsidisation of services. If certain unremunerative
servides are requlred to be nmaintained for reasons of Government pohcy, it
wouId be known how mich it costs to operate these services.

Ir. may also be argued that if the railways are relieved of the present sys-
tem of pervasive and uncalculated subsidy, they are likely to be in a better
financial health and may even yield a larger share of profit for the General
Revgnues This would, moreover; enable the General Exchequer to finance
payment of direct subsidies in specific cases where subsidisation may be con-
sidered to be justified under future Government policy. .

*» +40. However, in the.first place, the complexities involved in formu-
lating cost-based rates have to be recognized. As will be evident from Part II,
no country has yet been able to evolve a clear or definite picture of cost-
based rates. The experience of France, which is practically the only country
which has made elaborate cost studies so far, shows how difficult is the
problem of working out spec1ﬁc costs in conformity with essential stan-
dards, Accordmg to their experience, numerous factors are responsible for
variations in cost on the same route even for an equally chargeable distance
and the same load. . Then again hardly any country has yet been able to
reheve the rallways of their social service obligtions. As stated in Part II,
the’ expenence of the European Economic Commumty has been that the

railways © ‘are, 50, Toaded with obligations that it is hard to see their complete
ehmmatxon w

41, Tt has thus to be recogmzed that even after detaﬂed rail cost studles
are: taken up in India on a sustained basis, it will take several years to get
any substantial results from these studies. The value of making these studies
was. underhned by the Railway Freight Structure Enquiry Commltte in theu'
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Report (1957). However, even a decision s to whether and. how far

Indian Railways: should adopt costing as a basis of charging can possibly be
taken only after some substantial progress has been made with these studies.

42. As a corollary to the policy of cost-based rating, the railways will
be absolved of all those. commitments referted to earlier, which have
devolved on them particularly since Independence and which they are expect-
ed to fulfil as a national undertaking. The railways will be free to fix fares
and freights on different types of traffic, and in different regions on the
basis of their respective costs, and under such a scheme of things, each
flow of traffic will be expected to be self-supportmg There will thus be
variations in the rates of charges on the same type of traffic carried over
comparable distance but in different regions. - The railways will also be-free
to give up traffics and services according to their degree of remunerativeness.
They will be absolved of the ‘Common Carrier’ obligation, peculiar to the
raliways, under which normally they cannot refuse any traffic offered. They
will also have to be freed from the obligation to fix a higher priority to
specified traffics, Irrespectwe of their proﬁtablhty

43. The effects of the adoption. of a cost-based ratmg policy will requn'e
to be studied particularly with reference to two distinct phases of India’s
economic development. Prior to the Five Year Plans, industries came to be
located in the different regions of the country depending upon the then avail-
able transport facilities and the railway rating structure then' in’ operation.
Since the initiation of planning, the industrial development has taken shape
with reference to the policies relating to location of industries, regional deve-
lopment, etc. as laid down in the Plans., Tt would, thérefore, be necessary
to undertake studies separately to examine how the adoption of cost-based
rating will affect first, the economics of -the industries which established
themselves before the Plans and secondly, those which came into being.as
a reSult of the Plan pohcles

44, Further, it would be hecessary 10 examine the various implications
of the General Exchequer acceptmg the responsibility of paying direct sub-
sidies, if the railways are required to perform certain unremunerative services
in the interest of the commumty at Jarge.

45. Any fundamental changc in the rating policy, could be contem-
plated only after.completing the examination of all the relevant aspects of
the'matter. Meanwhile, it would perhaps have to be a process of continuous
adjustment within the framework of the existing rating structure with a view
to enabling the rallways to. safeguard theu' financial interests,
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- APPENDIX 1

Trends in low-rated and htgh—rated commodities and their relative proportion
-‘in" the total revenue earning traffic on the Indian Railways

A

Low-rated traffic " -High-rated traffic Total
¢ A — -~ - : A - Tevenue
" Tons Percentage Propor- “Fons  Percen-  Propor-  earning
Yeéars -origina- tofotal tion of  originat- tage o tion of traffic

i vl ting praffic .earnings ing total iraffic earnings

from from
low- high- -
rated rated
traffic to traffic to
‘total total
frelght freight
earnings earnings
LI BT I 3 . 4 5 6 7 .8
Million - - o ‘Million Million
-fons . tons tons
195657 .. 61'3 632 396 357 368 60 -4 970
1957-58 .. 673 669 43 -7 333 331 56-3 1006
195839 .. 69-8 687 . 467 3-8 31-3 53-3 101 -6
1959-60 .. 762 69 -9 472 32-8 30-1 52-8 109 -0
1960-61 .. 84-0 713 48-1 339 28-7 519 1179

196162 .. 900 72§ 49:3 - 336 272 T 507 . 1236

NoTE :—As in the Preliminary Report, the low-rated group of commodities is assumed
to iaclude those coming in classes up to 44 per cent of scale-A of the railway
tariff schedule; the principal among these bemg, coal, limestong, salt, foodgrams,
fruits and vegetabls, sugarcane, wood etc. - All other commodities 7.e. those
in classes above 40 per cent of scale-A and those in scale-B have been catego-
rised as high-rated.

" APPENDIX 2
Trends in the pattern of law-rated and high-rated traffic on individual Zonal
Railways ) .
(In: lakh to;ns)_
19565 .
Name of Zonal Raflway ! 196}'62 Y
* Low-rated High.: raied law:mtcd High-rated
traific traffic traffic traffic
. — N S —
L Central .. .. . .. (33;% | (gé f) '(9;-6; 5698
: - 3 6274 372
2. Eastern .. .. .. .. 1(?’3 z_gg) é? ?4) 251 i (65 04?
: 0 7934 20 -66
3. Northern .. .. .. .. (gg -gg) é% -gg) :69 -35) (35_ a8
(63-32) - : 66-18) 33 -82
4. North Eastern G e gg-ggt _ ﬁ}}r 30-64 (22 -47)
5. Nomtheast Frontier .. .. osd  ‘1suor - ate i)
(3961} (60-39) 4129 587
6. Southern .. .. .. ., gg %) (3(7) -gé) Sé -77)‘ (37 -312)
38) . (68-66 31-34
7. South Eastern .. .. .. {;g -2(5)) ég g;l} éss 95) (51 -26)
- 83 -85 1615
8 Western .. .. .. .. 5991 50-53 (93 19) (50 -41)

(54 -24) (45 -76) (64 -89) (35-11)
¥These figures relate to the year 1958-59.
Note:—Figures in brackets represent percentage to total traffic,
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APPENDIX 3
Trends in the average lead of traffic on the Indian Railways
(In Miles)
Coal for Total coal Total
S public Oil- Other Total . (including revenue
Years including Grains seeds revenue rIevenue - INon- &
non-Govt. . traffic traffic . revenue noun-reve-
Railways o traffic) nue traffic
1 2 3 4 - 5 6 7 8
1956-57 .. 361 384 352 336 347 365 k731
1957-58 .. 436 435 406 - 347 384 382 341
1958-59 ., 443 457 460. 349 3388 422 346
1959-60 .. 436 475 433 351 387 419 - 348
1960-61 .. 412 472 477 - 342 375 - 421 © 349

1961-62 .. 400 500 515 345 376 406 . 353




Part 11

Railway rating policy in some of the foreign countries
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. INTRODUCTION

A study of the evolutlon of railway Tating pohcy in most of the foreign
countries shows that there is a definite simjlarity in features of the broad
tariff policy. Since the earliest days of railway development, railways enjoyed
for' a long time a virtual monopoly and had adopted a rating policy the
chief characteristic of which was ‘charging what the traffic will bear’. To
quote Sir Williatn Acworth, “the real meaning of the phrase ‘charging what
the traffic will beat” is that railway charges for different categories of traffic
are fixed, not according to the estimated cost of service, but roughly or
the principle of equality of saerifice by the payer. 8o regarded, ‘what the
traffic will bear’ is a principle, not of extortion, but of equitable concession:
to the weaker members of the community.” - Commodities of high value
were charged a rate high enough roughly {0 compensate for the iow rate-
charged to low-value commodities. The requirements of national develop-
ment led the railways, sometimes on the interventien of Government, to
grant lew rates to raw materials and other low-valued commodities. The
tapering of rates with distance facilitated long haul movements. While the
costs of performing the services were an important factor for the over-all
proﬁtablhty of the railways, they did not constitute an 1mportant -element
in' the priciag of railway services in respect of each commodlty

The pohcy of dlfferenpal pncmg may “be appropnate so long as the
railways enjoy virtual monopoly in the field of transportation. . The recent
appearance of a vanety of modes of transport, partlcularly road transport,
in_active gcompetition for the prov1510n of transportation service has brought-
about a fundamental change in the approach to the railway pricing systém.
Under competitive environment, increasing reliance is ‘sought to be placcd
upon allowing free choice of shippers and market offerings of carriers.
Cost-based rates for particular movements of traffic are set to meet specific
éompetitive situations.- This would enable the railways to secure the kind
of traffic -for which they have an inherent cost advantage and relinquish
the traffic which might better be transported = by other carriers. Thus
- ceordination among the various modes ef transport may in effect be achieved
without the initiative of a transport eoordinating agency, though aceording
to an expert view, ‘there is a mandatory element about coordination which
demands that it should be established bv a bodv superior to those to be
coordmated’

The cost-related rate pthlesl however have certain Iimitations. Tt is
al'gucd that comipetition in transportatlon dogs not ensure that rates charged
by carriers will necessanly tend to be close,ly related to the costs of providing
the service. If is only when theorehcally competition is perfect, rates are
properly related to costs. But according to John Doyle, "transportatnon
competition is anything but perfect and it cannot be perfect.  Both experience
and logical analysis of the effect of transportation conditions on rates support
the conclusion that imperfect competition often distorts the relationships
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between rates and costs. This is a. fundamental reason why, in the interest
of efficient allocation of economic resources, tramsportation competition
must be harnessed or regulated.  Another reason why transportation com-
petition must be controlled, if the industry is to achieve maximum economic
performance, is 'to encourage desirable physwal coordination of transporta-
tion facilities.”* -

In the context of relationship between cost and rate making, it will be
seen that determination of costs appropriate for a particular rate decision
is rather difficult because the cost price of transportation varies according
to train services even for an equally chargeable distance and the same load.
The French Railways had to face a similar problem when they decided to
introduce cost-based rates in 1947. , Their experience is embodied in a study
of the French Railways made on behalf of the Canadian Royal Commission
on Transportation.f. According to. this study, many factors are responsible
{for variation of expenditures on the actual route, viz., stations, classification,
yards, grade of line, line equipment, distance covered respectively by local
trains and through trains. How complex is the problem of railway cost
studies appears from the words of William J. Baumol, writing in the ‘Journal
of Business’ of the University of Chicago (1962): “The.determination of
the relevant incremental costs appropriate for a particular pricing decision
is not simple but must reflect complex railroad cost conditions that arise
from persistent excess capacity, irrelevant fixed cost elements and such
inter-related dynamic factors as changing volume, changing labour and
material costs, technological ' innovations and improved operating techniques
eiaes The relevant incremental costs are a function principally of the
prospective volume in relation to present volume and unutilised capacity in
cx1stmg plant and organisation.”

+ It-is thus possible to over-emphasise the validity of cost-based rate policy:
At any rate it may be expected to encounter considerable opposition from
groups whose economic interests are likely to be adversely affected by its
adoption. - It may not find enough support specially in the case of movement
of bulk commodities and traffic like coal, industrial raw materials, food-
grains etc. which generally move in large quantities over considerable dis-
tances and may thus be taken to. be quite -appropriate for railways Such
a policy may in any case lead to undesirable increase in the prices of such
commodities, which may not be in the national interest. It is interesting
to note that “none.of the six Railway Administrations of the European
Economic Community pursue cost-based rates to' theif ultimate conclusion,
and most of them are so.loaded with obligations that it is hard to see their

complete elimination, even though the method of financing them may change
—to direct subsmiy ”

. Report of the Spemal Study Group on Transportatlon Pohcm in the Umted States
- - - of America (1961).

'f Royal Commission on Transporatlon (Jul 1962 VoL —“
from Studies of the French Railways” b; R. F)ort;r III Summanes and Extracts
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With all railway systems, the obligations towards national economy play
a particular role, The general view held, in Tegard 'to “public service
obligations’ imposed on rallways, is that where for social, pohtlcal or, other-
reasons, any partlcular traffic is carried at a loss, the State w1]l have to
compensate the railways for the Josses incurred and this kind of subsmhsa-'
tion should be borne by society as a wholé and it ought not to be met out
of hlgher charges to other transport users.

A review of the latest thinking on the problem of raﬂway ratlng pohcy
in some of the foreign countries is presented in the followmg pages
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EvroreanN EcoNoMic COMMUNITY

. Articles 3 and 74 of the Treaty of Rome (1954) establishing the
European Economic Community (E.E.C.) provide for the introduction of
a common transport policy. The aim of a common policy in transport is to
have freedom of movement for transport services within the Community.
‘The existing transportation situation, however, varies widely within the
Community, both as regards relationships between the three traditional
modes of transport namely, the railways, road and waterways, and the
principles adopted in the various national transport policies.

A number of studies have been undertaken by various bodies under
the aegis of the European (;onference of Ministers of Transport for drawing
up a common transport policy. A study was carried out by the International
Union of Railways {(U.LC.) regarding the financial position of the railways
of the six E.E.C. countries. The U.ILC. has claimed in its memorandum
(July, 1961) that most of the views expressed and conclusions reached,
are valid in any country with a basically competitive economy, but are not
applicable in those countries where the coordination of transport is planned
deiiberately. Railways are accepted as having the character of a public utility,
forming part of the basic national economic framework. It recognises that
different means of tramsport have their own characteristics, but contends
that analysis of these characteristics shows that railways still have great
potentialities from a technical angle both ‘as to the ‘capacity and to the
quality of the service they can offer.

Although the formal relationship between railways and the State may
vary from country to country, the report emphasises the general principle
that it is the function of the Government to govern. This function is defined
as ensuring good order and safety; the rational adaptation of the railways
to present-day circumstances; and conformity to the requirements of healthy
competition, particularly where the public interest is concerned. So far
as the exercise of its function is concerned, the opinion of the ULC. is
that the State should make the minimum use of its powers, particularly
where the free play of economic forces is sufficient by itself. The U.L.C.
stresses the need for a general transport policy designed to secure the
objectives (a) that the transport system in capacity and in quality should
be able to meet present and future needs of the usefs, (b) that artificial
solutions should be avoided enablmg the respective means of transport to
convey the traffic for which it is best adapted (c) that free choice of the
means of. transport should be allowed _to the user (mcludmg the provision
of his own transpart) subject to the proviso that he must pay an equitable
price for the costs incurred by the Community as a result of his choice,
and (d) that the business of a public camer should be profitable.

-1t is held that .actions on the part of raxlways will not be fully effective
unless the public.authorities allow them the means to do all that they
$hould themselves do towards achieving financial equilibrivm, including
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provision for depreciation’-and the. establishment of necessary reserves. The
means envisaged are generally to ensure, as far-as possible, that the raxlways
be permitted. to -act like an- industrial or commercial undertaking and; in
consequence, to avoid making the railways instruments of social or economic’
policy. These requirements are taken to includé management autonomy,
with . maximum . commercjal flexibility in fixing the levels of fares' and
charges and in undertaking expenditure, and wide freedom to reduce the
size of their systems and to concentrate their services. For the avoidance
of using the railways for purpose of social policy, ‘normalisation of accounts’
is recommended. In- effect, this is a system of commercial costing so that
unremunerative expendlture mlght be eliminated, or charged specifically to
the Govemment ltems which should be charged to the Government are
compensaﬂon for bemg rcqmred to’ mainfain' unremunerative facilities,
‘social needs’ rates and’ charges special rates to assist mdustry, or very low
rates in favour of partncular categones of users. In view of the UIC, it
is the duty of ‘the Govemment to inform public opinion of the necessity
for these reforms. The report adds : “the public should be made aware
of the fact that the railways are a commercial undertaking serving the
community, arr undertaking which, while not having maximum profits as
an objective, must not be called upon to assume too heavy burdens likely
to undermine its. profit-ecarning capacity.”

‘The fundamental recommendation is that a general transport policy
should be adopted, with the object of achieving “the optimum transport
system”, and considerable attention is given to the requirements of either an
authoritarian approach or of completely un-restricted competition—though
the latter is looked upon as impracticable. These pre-requisites are defined
as the need for equality in basic conditions : a proper structure of rates and
fares:as the basis of a rational choice by the user, and consideration for the
needs' of the.community. The U.LC., however, admits that these’ problems
present considerable practical difficulties, Included amongst them are, in
the: first place certain. basic differences in regard to structure as ‘well as
between the techmques apphed by the different means of transport. Other
difficulties arise from the obhgat:ons of a public service, which come within
the framework. of the pubhc interest.  The U.LC. have observed that “the
States: can. mtroduce thc ‘mazximum possible equahty into the basic conditions,
by shewing-no hesuatlon in makmg provision, at their ows cost or that of
the public, for the 1;efunds and compensation needed to cover abnormal
charges and. obhgatlons. . Once ‘the compensatlon and refunds, under the
heading of normalisation ‘of accounts, have béen fixed, the financial equili-
brium of these undertakmgs must be ‘achieved w1thout the pavment of anv

subsuiy

.- The U I, C» are of the opinion that the rates and fares, taken .as a whoIe
must ensure, the overall ﬁnancml equilibrium of each carrier, it being under-
stood . that the md1v1dua] rates and fares must each provide some contribu-
tion towards such nancial equilibrium and, therefore, be higher: than .ot
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at the minimum equal: to. the marginal cost of the service; in_this way it.
is ‘possible for normal and fair commercial activities to be pursucd The
adjustment of rates and fares requires a knowledge of transport costs, as-
well as of the manner of. calculating them - correctly., It is, . therefore,.
necessary : . )

“(a) to abandon, to a large extent, the existing arrangements under
which the railways apply rates and fares which are still based,.

in too many cases, on the conditions which applied when they
held a monopoly and below ‘which road often fixes its charges.
with the principal objects of competing with rail;

(b) to grant to the railways the right to apply flexible rates and
fares,. which is, moreover, . 1mpl:cxt in the possibilities of taking:
the commercial action which is deemed to be desirable. By
-basing on costs, it is possible, on the one hand, to
‘destandardise’ railway tariffs and, on the other hand, to

- conclude ‘special agreements’ with users, at least m the same
way as the other means of tramsport.”

A Memorandum entitled The Géneral Lines of the Common Transport
Policy, prepared by the Secretariat of the European Economic Commumty'
Commission (April 1961) has also referred to the question of public'service
obligations which fall' most heavily on railways in the E.E.C. countries.
These have been grouped under the following three heads :—-

(i) obligations to operate;’
(i) obligzitions to carry; and =
(iii) obligations. in regard to rates.

It is admitted, that these obligations were entirely’ justified when railways
enjoyed a monopoly. But as things are today, “these obligations have largely
lost their .r'ai&on d’etre in consequence of the development of othier forms of
transport.” This apphes in particalar t6 the obligation to operate, since
numerous alternative means of transport are available to users on most
trafic routes. It is suggested in the Memorandum that this obligation ought
to be maintained only in cases where it would not be sufficiently in the
interest of transport undertakings to provide certain services though these
are indispensable in the public interest. The railways can be given the right
to close down gradually lines, installations and services run at a loss. This
would make for a sounder financial position, while allowing the use of other
means of transport better suited to the traffic involved.

The obligations in regard to rates are many and complex, they concern
the structure and level of rates, their countrywide and round-the-year
standardisation and publication. Besides entailing rate inflexibility, these
obligations clearly upset the equilibrium of the market insofar as they are
imposed upon the different means of transport in different ways. Subject
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fo the exigenciés of the general econmomic- policy, such obligations under
the first two heads are likely to be, if not eliminated, at least made more
flexible, by granting to the undertakings, in railways especially, which do
not enjoy it, freedom to fix their rates within limits which will be determined
having regard to costs.

. With regard to the obligation to carry, its impact on the financial
situation of the undertakings concerned will be less serious if the latter are
free to change their rates according to the competitive situation, as well as
to seasonal t.rai‘n'c ﬁuctuatlons and other factors with a beanng on costs.

. It is understood that the proposals for establishing a common transport
pohcy in the E.E.C. have been drawn up by the Common Market Commis-
sion for dlscussxon by the Council of Ministers. The Commission has
proposed a rate-bracket system of maximum and minimum rates for surface
transport based on cost calculatlons under which, at least mlt:ally, the
minimum rates would be between 70 and 90 per cenit of the maximum rates.
The tariffs will have to be pubhshed ofﬁaally in the’ member States and
eventually uniform cost criteria should be drawn up for calculating the
brackets. The Commission has also proposed-that ‘public_ service obligations’
fmposed by member ‘Governments "'on some forms .of transport, specially,
railways, “should be -kept to a minimum: ' To off-set the .costs of public
service obligations considered indispensable, the Commission has proposed
.compulsory compensation -for transport organisations..

It is difficult to assess the extent to which the development of common
transport policy will be in accordance with the general policies at present
being followed by the individual member—countnes A brief description of
certain aspects of transport policy now in force in West Germany and France
may provide the necessary background to a study of the problems of common
policy in transport. ‘It is; however; expected that the introduction of uniform
system of transport for the :community. may “lead to severe transitional
difficulties both in the transport sector and sectors dependent on it, if national
policies have to"be radically changed.” .
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« WEST -GERMANY*.

Under the terms of the German Basic Law covering railways, “Rate
Policy of the public- railways: while safeguarding the economic situation of
the railways concerned, must aim :at the creation of uniform rates for the
railways as a whole,'and the adjustment of them to the needs of the general
welfaré, particularly in regard ‘to regions that are economically weak or
properly -served by transport”. The railways draw up rates themselves, but
these ‘must be approved.by' the Federal Minister of Transport acting in
agreeiment with the Economic: Minister. If the general price level is likely
to be affected, then Parliament itself must give-its approval.. Modifications
can be made by the Mlmster on grounds of the general economic good and

unfair competition.

- The German Federal Rallways -must publish their rates and apply.them
equa]]y to all users m all reglons (except where special subsidised- rates
are -allowed); so'it- is not open to them to conclude secret contracts.
Reduction must be published and granted to all in similar conditions. Within
these general principles, the Federal Railways fix. their rates for goods.on
a value and capacity or weight basis, with a distance taper, but this standard
yate structure is not as important as the speclal rates that are granted—
there are over 200 of them—to cover particular .goods and regions; in 1959
only 26 per cent of traffic went .at, the regular rates; the rest' by special
rates; - Considerable fiexibility is available to the Federal Railways within
the value—weight—distance. classification; it has allowed the. Federal
Railways to be more competitive and encouraged traffics suitable to them,
but it has also been the method by which subsidised rates have been grantecl
to aid partlcular regions and sectors.

" The Federal Government is committed to & policy of coordination based
on competition. The German Federal Railways (DB) are in theory supposed
to be managed like a company in accordance with commercial principles,
so that receipts should cover. expenses, including the necessary reserves;
attempts being made ‘to achieve the rate of interest- appropriate to their
own capital. Tt is in this framework that they have to perform their task
for the general good -Thus, the Federal Rallways aré required to act com-
mercially, and yet at the same time serve the general good. ‘The concept
of pubhc service’ means in practice. that’ “thé transport system should be
used as part of location: policy to help backward areas, agricultural policy
or other sectors of the ecoriomy that néed subsidising, as well as prowdmg
unprofitable services and. granting' specially reduced fares where this is
considered socially desirable.” The railways have been the chief instrument
in the implementation of ‘these policies, as road and water transport sectors
being not nationalised cannot generally be-expected to bear such burdens.
‘There'is a provision in the Law governing' the railways for the normalisation
of the DB’s accounts, i.e., it provides that compensation shall be paid to
the railways if a rate reduction is imposed or if they are compelled to

*The German Federal Railways (D.B.) are nationalised.
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continue an unprofitable service. The submdy is not paid if the DB makes
a profit. :

It has been proposed that the. Federal Railways should be allowed a
greater freedom -to. adapt their- prices to the market situation, but such
suggestions -have- led to considerable opposition from various quarters—
from the other .modes .of transport and from various regional and trade
bodies, ‘the former fearing that their livelihood would directly be endangered,
the latter afraid, lest freedom for the Federal Railways to charge according
to the market situation would mean that the outer provinces would find
transport dearer than in the great centres, that the smaller business would
be charged more than the larger’. The Minister has accepted these repre-
sentations and has, therefore, proceeded cautiously in the direction of
granting ‘greater rate freedom. . The Federal Railways, as mentioned above,
can qualify for compensation in certain circumstances, but they have received
no- more freedom except that the approval of the Minister no longer depends
on whether the new rates are sultable taking into account the needs of the
other forms of transport.

It is understood that West Germany has not welcomed the application
of the gencral rules of the Rome Treaty on competition, but has stressed
the importance of the special aspects of transport and the consequent need
for regulation. The Government supports the proposals for entry and
rate- control, but is not willing to admit that transport does not have a
part to play in regional and agricultural policies. :

In this connection, it would be interesting to note the following opinion.
expressed by the Adviser to the German Federal Ministry of Transport,
Mr. Stoltenhofi, while inaugurating a seminar®* on ‘Modern Traffic Problems’
organised by the German Institute for the Developing Countries at Bonn
in June,- 1962 :

“In my- opm:on it would be wrong if you orientated the development
of your transport system along those lines which, in my country
‘and "in ‘other industrial nations, have an historical basis. In
our country technical progress -itself determined the gradual
‘development and use of the means of transport. The present-
day. strongly competitive position of the common carriers does
not always correspond: to the ideal of a national economy. You
have, however, the opportunity to develop the traffic system in
your - countries solely accordmg to principles dictated by the
national . economy. Because you are not handxcapped by
historical realities you can give preference to those means of
trapsport which are most suitable from both the geographlcal
po;nt of view and that of transport economy and transport
“policy.”

"'Among the countnm which took part in the Seminar Were Afghanistan, I I
Saudi Arabia, the United Arab Republic, Sudan and Ethiopia. ghanis ran, lrad.
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-FRANCE*..

The general policy of the French transport leglslatlon‘ls the coordination
and harmonisation of the means of transport, in’ particular road and rail,
‘The French pohcxes bear a close resemblance to the German ‘model. - The
general aim in both countries is to secure a desirable distribution of traffic
and both have pursued it within a restrictive frame-work; which in particular,
has not allowed public road goods transport to develop freely, nor the
French and German Federal railways to act commercmlly, to” any great
extent. The French have laid more stress on the 1mportance -of the rate
schedules to effective coordmatron

The French leways (S.N.C.F.) -have. made some progress in the post—
-war period towards a cost-based rate structure and has received some .small
measure of commercial freedom, even if it has, like the German Federal
:Railways . been. subject. to public-service obligations and the, requirements of.
-social and- regional policies which have severely dimited the . range: .of
-manoeuvre. The French Railways began in' 1947 to move away from
ad valorem rate structure towards a cost-based one, Provnsxon was, however, ).
‘made that.charges should not be too high as 2 result of the application of
:new prmc1ples

In 1949, the Frénch Jaw ‘provided that rates must be made o reflect
‘differences in Costs, as between' various routes. - As first stepin this, rate
revision was accomplished i 1951 -by- applying- :‘Station. Indexes’.. An
.index number was assigned to each -station varying with. the traffic volume
‘it handled. ''This indexing was based on the observation that, in most cases,
.routes connecting important stations have more traffic and lower unit costs-
than routes connecting upimportant stations. Thus, the index.served to
-teduce or increase the rate to reflect the high or low cost of the route
-employed. The impact of this measure of relative_costs of different routes
was greatest on the traffic already high-rated.. (hence .most.-exposed to
:competition).

" Since 1956, the SNCF have been putting the ﬁmshmg touches on a
. more refined solution to the problem whereby rates would be made to vary
according to the relative costs of each. section of line over which a given
shipment will move. This change wa$ proposed in ‘the “tatiff ‘reform sub-
mitted for Ministerial approval in January, 1962. To estabhsh this system
it was first necessary to ascertain the basic costs of movements on each
section of line of the SNCF. The purpose ‘of this cost study of' course, was
not to determine costs in any absolute sense—but only cost ‘relationships
between different sections of line, so the rates could be varled to reflect
cost differences. Thus, for this study only the marginal ‘costs had to be
included in the calculations. But, to estabhsh an equitable relatlonslnp

*The French Railways (5. N. C. F.) are natlonallsed.
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between costs of electrified and non-electrified lines, capital charges on
overhead electrical installations were added to marginal costs.

.In calculalmg costs of one section of line, compared with ‘another, only
permanent and geographrcal factors were taken into account. Temporary
factors, such as the particularly high eﬂicrency of a certain type of motive
power in a given area, were. not considered. Also, in"making these calcula-
tions, they were made only on a basis of diesel or electric traction (although
present operation mrght be by steam). In other words, the SNCF was
“costing ahead " in this study, not applying histcrical costs”.

Rate reform has not stopped with this rationalisation of distances,, but
also included changes in the “shape™ of the various rate scales in use. The
most recent studies’ of costs have also entered into the changed shape of
‘the rate scales, since these studies indicated that the old scales have failed
{o cover costs for short distances and have been more profitable than
desirable for the Tonger hauls. Finally, the desirability has been recognised
of reducing the spread but only to a moderate degree, at this stage of the
differences in rates scales which are attributable to the kind of freight being
“hauled.
' The new tariff reform is, thus a most complex operation. It is sought
to develop greater realism in transport pricing (1) by differentiation accord-
ing to the character of the route employed, (2) by applying suitable ‘taper’

in icharges for longer hauls, and (3) by changes in that part of the charge
Wthh reflects the nature of the freight being hauled. -

Many questions drise as ‘to foreseeable consequences of "this - tariff
revision. ‘The first of thése questionsis the effect: the revision 'may have on
-the” allocation - -of ‘éconornic- acflvmes in ‘various: sections of the country.
Some have feared that the néw rate formula may interfere with industrial
decentralrsatron, by overchargmg movemment ‘on’ secondary lines. = “The
l"rench appear t6 consider that a close cortrol ‘and high' degreé of ‘organisa-
“tion are necessary- for the’ transport market; and for that reason they are
unwilling to let coordination based on free pricing—necessarily cost=based
for. commercial undertakmgs——to take its course. The French have been
ver.v caunous in moy,mg 'towards cost—based rail’ rates ‘and -they” aré’ pre-
sumaﬁ]y far. from 1t as the varraﬂons contamed in new scales are certainly
not as wrde as actual cos; spread

"“‘Modern’Tmnsport, March 1'6, 1963.
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UNITED KINGDOM

From 1850 to the mlddle “of nmeteen—hventles, no carncr “other than
railway was movmg any significant volume of traffic,” either passenger or
freight, in inland transport.  The regulanon of rates and facilities' which had
developed, by the end of _thc 19th century was required as much to avoid
the consequences of competition between a few large railway companies, as
to_protect the public from the elements of monopoly which the railways
enjoyed as a class. “The classification of merchandise by. value raised con-
tributions to railway revenues from the goods which could best bear it.”
Rates were charged on mileage. The scales were apphed uniformly - over
the whole of the country. The loss was avoided by allowing the railways to
make up for traffics the cost of which was higher than the average, .from
the revenues earned from those which could be carried more cheaply. This
system, satisfactory to all parties, became in Great Britain 2 part of the
law. After the First World War, the Rates Advisory Committee which was
set up to suggest the rate principles for the newly constituted amalgamated
companies concludéd that the “old system was giving general satisfaction to
the trading community as a whole”. The new rates, therefore, in the Act
of 1921, were fixed on a uniform basis and on continuous mileage as for
one railway throughout.

Under the Railways Act, 1921, rallway passenger and merchandlse charges
were fixed by the Railway Rates Tribunal. . The ‘standard charges’ for mer-
chandise were related more to the value of the merchandise carried than to'the -
cost of carriage.: The ‘Transport Act, 1947 provided that charges to be made
for certain -services and ‘facilities should be- fixed by the ‘charges scheme”
which the British Transport Commiission had to prepare and submit to the

-Transport Tribunal (succeeding the earlier Tribunal) for confirmation. The
Transport Act, 1953, limited those services and facilities which were to be
subject to-the charges-schemes, provided that the schemes, should fix maxi-
mum charges only, and removed all restnctlons upon the Commlssmn s dis-
cretion to charge what they liked, w1thm the maxima ]a1d down in the schemc.
The British Transport Comm1ssLon .(Raxlway Merchandme) Charges Scheme,
1957, is des:gned to enable the rallways to recover the. cost of each traffic
movenient.  The maximum charges authorised beat no reiatmn to the value
of the merchandise carried but are based on the ‘loadablllty’ of the consign-
ment, its weight and'the distance over which it is carried. It will be seen that
the charges (where they are maxima) ‘consist of a high initial charge per ton
covering terminal charges and carriage for ;the first ten miles; with a’ com-
paratively low rate;per:ton mile thereafter..

- The main advantage given by the new charges schemes to the railways in-
their competition with road hauliers is that only maximum charges have to be
Pubhshed whereas prekusly all rates were published ~and road hauhers

P T

*The British Railways are natlonahsed. :
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were thus made aware of which rate they had to undercut. The British
Railways can now make what agreements they wish with traders, and the
-charges contained in such agreements are not known; nor are the commodi-

ties to which the agreements relate. It is mot, therefore, possible to state
‘what categories of freight traffic have been most affected by this policy. From

the latest figures available, however, it would seem that the charging policies
.of the railways are enabling them just about to hold their own in the field
.of merchandise, and to do rather better in parcels traffic, in both of which
the competition of road haulage is likely to be most severe.

As mentioned earlier, the charges which the railways make are not known.
Tt is the stated policy of the British Transport authority to recover from each
movement the direct costs attributable to it and, additionally, some contribu-
tion to indirect costs. But in view of the difficulties of costing individual
traffics—and especially in the light of the scanty information available about
traffic costs, which Dr. Beeching is working hard to remedy—there may be
«doubts about the success of this policy in practice. '

The chief measures in the Transport ‘Act 1962 which are expected to
“improve the railways’ competitive position in relation to road transport are
the following :

(a) The railways have been freed from the obligation to provide
‘reasondble facilities’ and are thus able to refuse to carry goods
which they regard as unsuitable or unprofitable. " Thus they

. have been freed from theii obligation-as ‘Common Carriers’;

-(b) they have been freed from existing statutory terms and condi-
-tions of carriage, and are therefore entitled to accept traffic on
such terms as they think fit; and -

(c) there is no control over their freight charges, or their passenger
. -fares outside the London area.

As regards uneconomic services under the new legislation, the railways
have no longer 2 statutory duty to have regard to the needs of the public,
-agriculture, commerce and industry. - This in itself gives them some freedom.
‘Within this broad framework, two aspects are important : ,

'(a) What happens about the withdrawal of uneconomic services;
ad . .. : ‘

(b) Are. the railways to be compensated for running certain services

as ‘social’ services, and if so, how? ' :
“On .the first of these, the British Railways Board are free to withdraw freight
services to any extent they desire, but proposals for total withdrawals .of
‘passenger services must go through the procedure laid down for the Trans-
port Users” Consultative Committee. The Minister can give directions to the
;1.§ailways Board to keep passenger services open where the Committee estab-
Tish to his satisfaction that there would otherwise be social hardship. On the
second question, that of payment for.such services, there would not be a
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direct sﬁbs’idy for a specific line or service. ‘But the cost of keeping ope
lines which had been the subject of a direction would be covered. by :
(a) taking account of the cost in the total subsidies paid to the rail
 ways; and
(b) taking account of the cost in setting financial ‘targets’ unde
the procedure outlined in Comnd. 1337. (White Paper o
: Financial Performance of Nationalised Industries).
The new arrangements meet various criticisms or- recommendations of the
Select Ccmmittee on Nationalised Industries (1960) to the extent that :
' (a) the railways can go on closing unremunerative services, subjec
to the Minister’s approval in the case of total withdrawals o
‘ _ passenger services;.
"(b) decisions about. social necessity for passenger services will be
made by the Minister, who is accountable to Parliament; and .
(c) the losses will be provided through a Vote for which the. Minister
is also accountable. S ‘ _
'TIJJe Select Committee wanted. specific subsidies for individual services in
these circumstances. The new arrangements do not provide this. It is
perhaps worth mentioning that the Commisison, in their reply to the Select
Committee, pointed out the considerable practical difficulties in isolating
the services for this purpose. The present arrangements will be adequate
for the interim period (five years) during which the railways are not expect-
ed to pay their way, and their deficits will be met by the Exchequer. What
will happen after five years depends on the progress the railways make
towards viability, ‘and on the results of the further financial review which
the Government will be undertaking (as mentioned in para 47 of Comnd.
1248) towards the end of the period ?
. To sum up the present British transport policy, one may quote from the
speech made by Mr. Marples, the U. K. Minister of Transport, while open-
ing the two day debate in the House of Commons on the Beeching Plan for
Reshaping of Railways on the 30th April, 1963. Mr. Marples, pointed out
that “he intended a wide operation to work out a coordmated policy for trans-
‘port as a whole and stressed the Govemment’s determination that transport
policy must be related to national planning and the growth and movement
of industry and population.” He further observed this “we believe the first
and most crucial is that in any democracy the customer himself must choose
‘the most suitable form of transport, be it passenger of freight, ~ After all,
he pays—in a dictatorship it is otherwise. We believe the customer should
decide whether he goes by road or rail .and there should be no artificial
restriction. Each form of transport must be allowed and encouraged to deve-
lop ‘itself technically and be free to compete and to carry the -goods. for
which it is best suited. Responsibility for a decision to close anything where
passengers are concerned...... be it a station or railway—is not the
Railway Board’s or Dr. Beechmg s—it rests squarely and fairly on the
Government”, .
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CANADA*

The maiii principle which has gitided the rating policy of the railways in
Canada since its earliest development was “charging what the traffic will
bear”. In addition, the Canadian rate structure incotporated one of the
first attempts at geogtaphital equalization of rates; the high rates charged
on some rail lines or commodity lines wete avetaged with the extremely low
rates on others. Also, the fequifements of national development led the
railways, with the active encouiragement of the Federal Government, to
grant low rates to raw materials and othét low-valued commodities. The
accepted pricing policy of failway setvices was that low-valued comimodities
would not move except at a price which was little above thé out-of-pocket
costs of performing the services and that the assistance required for such
traffic could be contributed, without harm, by high-valued commodities.
This ruled out the necessity of a pricing system based entirely on costs.
“Thus the traditional principlé of fate making, représented a form of cross-
subsidisation under which some users of the rail seivice contributed through
higher rates a relatively giéater amoiiit to the total transportation bill than
did others—on a sort of capacity to pay basis. .. ... It sought to influence
‘the character of the railway system §0 as to ‘help over-come obstacles to
national unity and promote the welfaré of the countiy as a whole.”

The new competitive environment since the end of the Second World
Wat, brought atout a breakdown of the railway monopoly in transportation
services and a fuhdamental change in the railway pricing system. In 1949,
the effects of motor transportation on railway traffic were assessed before
the Royal Commission on Transportation. It was admifted that “motor
transportation was attracting high-valued traffic away from the railways,
where rates ranged between three cents and ten cents a ton mile. Motor
transportation carriers were recognised to be economic carriers over the
short haul”. However, the railway pricing system was considered by the
Railways as partly inflexible because of the need to maintain cross subsidisa-
tion of traffic, but still adequate to ensure the retention of a traffic volume
sufficiently above the  level of the late thirties to meet revenue require-
ments,

The Royal Cormission on Transportation (1949-51) whose main ¢on-
cern was with complaints of regional inequities, recommended a substantial
chiange in the fouhdation of the rate structure, principally the establishment
of a uniform equalised class-rate scale and uniforin equalized commodity
mileage scales throughout Canada. The Commission stated in.its report that
the means of achieving the change

pomt to a fneéw departure in t:Iass-rates and - commodity mileage
rates, ‘and eventually, insofar as practicable, in special or specific
rates for the Canadian portion of the North American Continent. It

*The two major railways are the Canadian National Railway and the Canadlan Pac:ﬁc
Railway, of which the former is state-owned.
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appears that Canada has reached a stage in its development when
former methods of making regional ratés must give way to a uniform
rate structure that, as far as may be possible, will treat all citizens,
localities, districts and regions alike.”
- On Detember 21, 1951, the Canadiaii Parliament enacted in part the
recommendations of the Royal Commission on Transportation which deter~
mined unifortti class and comthodity rate scales. The Board of Transport
Cotfimiissionters iri its- judgment on December 12, 1952, preliminary to the
application of the arnendnient of the Ra’lway Act with regard to equaliza-
tion, stated that :
“the national freight rates policy calls for equality of tolls as therein
provided even although the cir¢umstances and conditions (for example,
costs of rallway operations, density of traffic) are not substantlaIIy
similar.”

The new approach empha515ed the dlsregard of the cost of service prmcxple
in the pricing of railway services and reflected the thinking that railway rates
could be made independently of competition. The equalization of class-rates
was made effective since March 1; 1955. -

Since 1955 a limited number of commodity rate scales have been equalis-
ed.” The main difficulty eficountered by the Board of. Transport Commis-~
sioners was the lack of uniformity in- commeodity rates. The Board found
that “commodity rates had been established less in relation to class. rates
than to circumstances pecuhar to each commodity and the territory in which
they apply.”

This policy of equalization was frustrated by the growth of competitive
forces. The traditionally high prices the railways charged for the movement:
of manufactufed commodities gave an ektraordinary headway to motor trans-
portation. The atternpts made by the railways to hold and gain traffic have
forced pricing practices to take coghizance of costs of movements to an
increasing extent in both miodes. The railway mahagement is now increas-
ingly aware -of the fiecessity of attractiiiy traffic under conditions of price
and service in conformity with cost patterns. On the question of pricing of
services on cost-oriented basis, the Royal COIl]mlSSIO[l oh Transportatlon
{1959-61) have obsérved thus :

“We regard this change to a moré cost conscious pricing policy in
all modes -of transportation as consistent with the objectives -of the
National transportation policy. Where railways have cost advantages.
" they should carry traffic if the price discount is sufficient to overcome
dny service disadvantages. To the extent that government subsidies
are used to keep traffic confined to rails where no such advantage
exists, - there is rhisallocation of resources. If Government policy,
or tegulatlon, prevents -thé .railways from seMg prices to attract
traffic on the basis of these ‘advantages there is mlsallocatlon of

" résources.”
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- The Royal Commission on Transportation (1959-61) have recommended

that rate regulation must continue to stipulate 2 minimum limit for railways,
With railways, extended over the nation, representing large capital invest-
ment in few firms, and less involved with each other in price competition,
regulation must continue to assure that no rate should ever be set below
the direct costs of the movement. Where railways continue to quote identical
rates between points, the permissive minimum rate must be determined by
the relevant costs of the higher cost route. The Royal Commission have
recommended that “the Board of Tramsport Commissioners should con-
tinue to determine, after due consultation and consideration, the definition
of out-of-pocket costs which shall be used as a criterion of minimum railway
rates, and set up within a costing section of the Board, the necessary pro-
cedures for testing the minimum, either on motion of the Board or upon
application from those parties able to make representations to the Board. No
rate should be suspended until the Board is satisfied it is below the legal
minimum.” ' '

The regulation of railway rate maxima has from its beginning been based
on the assumption that railways enjoyed significant monopoly in overland
transportation and, therefore, their pricing practices must be subject to public
review., The objective of such rate regulation was to protect shippers from
inequitable rates, qualified by the consideration that net rail revenues should
be adequate to maintain railway operations. With the . rapid advance of
competition particularly in the last decade, the area of significant railway
monopoly has been steadily eroded. In the areas and for commodities where
competition has developed, it can provide a satisfactory ceiling on transport
rates. However, in the areas where significant monopoly remains, the
tendency towards inequities seems to have increased. The maximum rate
confrol is necessary to provide a means of protecting those shippers in the
non-competitive sector, that is, those shippers without adequate alternate
transport. The most effective means of providing this protection is a suitable
maximum rate control for this diminishing volume of captive traffic.  Such
control sets the limit to which the burden which any particular shipper must
expect.to bear, The Royal Commission have recommended that the
cost structure of the railways, with their relatively high proportion of
fixed to variable costs must be reflected in maximum rates. “Any new
system of maximum rate control must provide a measure of defence
against significant monopoly in the movement of these commodities. Yet,
to be realistic, consideration of degree of significant monopoly must begin at
the base point that maximum rate ceilings must not worsen the financial
position of the railways, or captive commodity movements will have no
means of transportation at all.”

The Royal Commission on Transportation (1959-61) have also referred
to the burdens imposed on the Railways in Canada by reason of law and
public policy, such as unprofitable passenger or branch lines, obligations
to carry grain and grain products at statutory rates etc. The following are
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some of the main recommendations made by the Royal Commission on the

subject :

(i) The regulation of transportation in Canada should be minimised

(i)

(iii)

(iv)

v)

(vi)

(vii)

as much as possible, consistent with protection .of the public
interest, and such regulation as is retained should bear in a
reasonably equitable fashion on all carriers.

In the more settled parts of Canada the most efficient transporta-
tion system can be obtained by competition between and within
the different modes. In the newer areas it is still possible, and
in many cases desirable, to restrict competition.

Rationalisation of railway . plant and operations - should be
actively .encouraged by public policy and where, for nationat

. policy reasons, it is considered necessary to retain rail operations

such as ,unprofitable passenger or branch line services, the
railways should be entitled to payment from pubhc funds to
cover their deficits on such services. - - =

No- particular form of transport should be singled out as an
instrument of national policy if ‘any ‘burden is ‘involved in the
performance ‘of the. function :unless sufficient 'compensation is
provided to that mode of transport to prevent dlstortlons in the
competitive . transportation market. ~ . ¢ T - .0 . .

Assistarice to transportation which is designed to aid on national
policy grounds, particular shippers and regions should be recog-
nised -and not be disguised as a subsidy to the transportation

industry.. Moreover, - assistance of this kind’ should be avallable
on a non-discriminatory basis to all carriers.

Railway branch line metwork is no longer vital to either the
well-being of the communities on the branch lines or the larger
society as the truck has essentially removed the feeder function
from railways. The objective should be to have a rail system
in which the uneconomic portions would be small, kept in exist-
ence because of national necessity to provide a certain level of
service in certain areas. Such lines which incur losses by com-
mercial criteria should be a burden on public at large and not
other users of rail transport.

Railways must withdraw eventually all uneconomic rail passen-
ger services because of the impact of competition from airlines,
bus lines and private passenger cars. This will bring about a
reduction in the inequalities. There is little social justificatiom:
and less economic, for the permanent provision of rail passenger
services. In the interim, it is important that the burden result-
ing from losses on railway passenger services be lifted from
the freight shipper. The Commission have recommended that
an annnal erant of § 13 m. be made available to railwavs to
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provide compensation of losses actually incurred in operation
of lines which the railways are prepared to abandon, but shall
be continped for some time.

(viii) Losses associated with the obligation to carry grain and grain pro-
ducts to export positions at a rate set by statute, should in
future be bprne by Parliament of Canada, who sets the statutory
rates.

(ix) Where the law compels the railways to extend free or reduced
* carriage, they should be compensated so that railways do not
bear the burden which does not properly belong to them.

(x) There is a danger that an approach to National Transportation
" Policy which is excessively pre-occupied with its financial aspects
may tend to .overlook the high national objectives which would

not otherwise have been attained. But it is quite apparent that

“"as Jong as the transportation system is required to perform
services which do not refleet commercial incentives, financial
assistance from the Govermment will be a necessary goncomi-
tant of . transportation policy.

The Royal Commission on Transportation submitted its Report in
December, 1961. Although it had been stated in the speech from the Throne
in September, 1962 that the Government had under consideration some
recommendations based on the Report of the Royal Commission on Trans-
portation, and that legislation would be forthcoming, the somewhat fluid
political situation n Canada did not permit any Resolution or Draft Bill
to 'be introduced in Parliament before it was dissolved in February, 1963.
The new Government-has yet to take action on the Report,
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UUNITED STATES OF AMERICA¥*

The U.S. Transportation Law affecting rate regulation has undergone
considerable change since the original Act of 1887. The original Act
applied to railroad carriers and its rate provisions were designed to combat
evils of discriminatory pricing, These evils were considered to be the most
important of the causes of the complaints against the railroad system. The
railroad rate structure which evolved under the early days of regulation was
strongly influenced by value of service considerations. This meant that
rates for particular services were not closely related to the costs of provid-
ing those services, but rather might be considerably above or below any fair
estimate of these costs. The railroads had become ‘common carriers’ of
virtually all commodities known to commerce and thus was placed upon
the railroads the obligation to serve all without discrimination at reasonable
and not unjustly discriminatory rates. Casts of handling of particular traffic
could be and were ignored in considerable degree, and little effort was made
to ascertain the costs for particular hauls or service, The system of rates
was based upon internal subsidisation, The costs of supporting the rajlroad
system were distributed upon classes of traffic, communitjes, and particular
hauls in rough accord with the supposed ability to pay.t

Following World War 1, pressure of the need for rehabilitating railroad
credit and supporting the transportation system as a whole led to the
Transportation Act of 1920. Section 15a of the Act of 1920 provided that
the Inter-State Commerce Commission which was charged with the responsi-
bility of establishing and maintaining an adequate transportation system in
the country, should so adjust rates that carriers as a whole earn an aggregate
income equal to a fair return on the value of their property. This part of
the law proved to be unworkable and led to the rate-making rule (section
15a(2). The amendment authorised the Inter-State Commerce Commission
to fix minimum as well as maximum rates. Prior to this, the Commission.
merely had the authority to prescribe maximum rates. The revised rule of
rate-making directed the Inter-State Commerce Commission to give due
consideration to :

(i) the effect of rates on the movement of traffic;

(i) the need of the public for adequate and efficient railway trans-
portation service, at the lowest cost consistent with the furnish-
ing of such service; and ‘

(iii) the need of revenues sufficient to enable the carriers to provide
such service. :

The extension of rate regulation to motor carriers, water carriers, and
freight forwarders, which was brought about by the Acts of 1935, 1940 and

* The ra:lways in U.S.A. are all privately-owned.
1 US Department of Commerce, Rationale of Federal Transportation Polu;y, April
1960, .
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1942 created diflicult problems concerning the application and rationale of
minimum rate policy. These problems involved questions concerning the
competitive rclationships between the various modes, and the appropriate
Jimits to rate cutting when regulated carriers vied for traffic.

The addition of Scction 15a(3)* to the Transportation Act of 1958 had
to be made duc to inadequacy of the cxisting statutes for dealing with the
complex rcgulatory problems. The minimum rate policy was characterised
as inconsistent. In a report accompanying the Transportation Act of 1958,
(Section 15a(3), the Scnate Committee on Interstate and Foreign Commerce
stated that cach form of transportation should have the opportunity to make
rates reflecting different inherent advantages each has to offer so that the
public may cxercise its choice, cost and service both considered. The report
further stated that it appeared from the record that the Inter-State Commerce
Commission had not been consistent in allowing one or another of the several
modcs of transportation to assert their inhcrent advantages in the making of
rates and thercfore, the Committece recommended that the Commission con-
sistently follow the principle of allowing each mode of transportation to assert
its inhcrent advantages, whether they be of service or cost. The Senate Report
declared that Congress intended that rates of each transport agency should
be determined in cach case according to the facts and circumstances attend-
ing the movement of the traffic by that agency. In other words, “there
appears to be no warrant for belicving that rail rates for example, be held
up to a particular level to preserve a motor-rate structure or vice versa.”
Continuing, the Senate Report stated that “it anticipated that the broad
eflect of the amendment would be to encourage competition between the
different modes to the bencfit of the shipping public, and that it would
produce consistency in the interpretation of the national transportation
policy.”

A recent Reportt of the US. Department of Commerce has strongly
criticised the existing rate regulatory policy. It has recommended that Gov-
ernment regulation should place the carriers in a position to compete fairly
with cach other.  Since rates are a crucial factor in the competitive struggle,
changes should be slow. Broad and general revisions reflecting the underly-
ing cost relationships are to be preferred to sporadic and sclective rate cutting
activities.  The improved metheds of cost analysis will enable the regulatory
agencies to set maximum and minimum criteria rather than specific detailed
rates, and the carriers will have the normal managerial initiative of other
Amcrican enterpriscs,’

*Section 15a(3) of the Transportation Act, 1958 provides: “Ina proceeding involving
competition between carriers of different modes of transportation subject to this Act
the Commuission, in determining  whether a rate is tower than a reasonable minimum
rate, shall consider the facts and circumstances attending the movement of the traflic
by the carrier or carriers to which the rate js applicable. Rates of a carrier shall not be
held up to particular level to protect the traflic of any other mode of transportation
g:\':;!sdxi tc;ﬂn:mlcrmmn to the objectives of the national transportation policy dcclarcci

I . )

tFederal Transportation Policy and Program (1960).
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The main drawbacks of the existing rate practices, according to John
Doyle* are the following : :

(a) Rates presently fail to adequately reflect the costs of producing
service, As a result: '

(1) rate policy fails to promote maximum cfficiency in the use
of existing transportation facilities;

(ii) rate policy tends to produce an uneconomic distribution of
traffic and it handicaps common carriers.

(b) The second major drawback of existing rate practices consists
of the opportunities which may exist for predatory rate-making
which threatens the maintenance of sound diversified transporta-
tion system by placing in jeopardy carriers that have an econo-
mically justifiable role. The danger of unfair competitive rate
making is increased by the fact that present pricing policy sanc-
tions selective rate-making. This means that a rail carrier can
introduce a low rate into one area which rate does not apply
to other areas. It has enabled rail carriers to engage in types of
competitive rate making which have properly been characterised
as unfair competition.

(c) The third drawback of the existing rate policy is that it does not
tend to encourage use of efficient new transportation techniques.
This is particularly true of integrated transportation service bet-
ween the modes including such tcchniques as containerisation

and piggy-back.
President Kennedy in his Transportation Message to the U S. Congrf:ss

in April, 1962, referred to the question of rate regulation of various trans-
port carriers. He observed that: !

“some carriers are subject to rate regulation on the transportation
of particular commodities while other carriers, competing for the
same traffic, are exempt. Some carriers benefit from public facilitics
provided for their use, while others do not; and of those enjoying the
use of public facilities, some bear a large part of the cost, while
others bear little or none.”

He has, therefore, asked the Congress to do away with minimum rate regula-
tion on bulk and agricultural commodities and on passenger fares. The
exemption would apply to all carriers subject to regulation by the Inter-State
Commerce Commission. The purpose of this exemption is to equalise com-
petitive opportunities between carriers of different modes of transportation
and to permit the forces of competition to replace cumbersome regulation
for these commodities. At present the transportation of bulk commodities
by water carriers is exempt from all rate regulation under the Interstate
Commerce Act, including the approval of minimum rates; but this exemption

* Report of the Special Study Group on Transportation Policies in the United States
of America (1961).
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is denied to all other modes of transportation. Extending to such other car-
riers the exemption from the approval or prescription of minimum rates
would. correct this inequity. |

Slmﬂarly, the exemption from minimum rate regulatxon for the trans-
portation of certain agricultural and fishery products (specified in section
203(b) of the Interstate Commerce Act) now available only to motor carriers
and freight forwarders would be extended under this section to all carriers
subject to_the Interstate Commerce Act. The purpose of this amendment,
like the exemption.from minimum rate regulation for bulk commaodities, is to
reduce drastically and equalise fairly. the regulation of freight rates in the
country. Freed to exercise normal. managerial. initiative, carriers will be
able to rationalize their operations and reduce costs; and shippers should
consequently enjoy a wider choice, improved service and lower rates.

To prevent the absence of minimum rate regulation under the above pro-
posals from resulting in predatory, discriminatory trade practices or rate
wars reflecting monopolistic ambitions rather than true efficiency, there is
included a provision making carriers who engage in such practices subject
to relevant ‘anti-trust’ laws. _

President Kennedy has resubmitted to the U.S. Congress on 5th March,
1963 drafts of two major Bills, designed to implement proposals made in his
transportation message of April, 1962 on which no conclusive action was
taken by the 87th Congress. The President has observed thus :

“In ‘my message to the Congress last year, I pointed out that the
basic objective of our transportation system must be to assure the
availability of fast, safe and economical trahsportétion services need-
ed in a growing and changing economy to move people and goods,
without. waste or discrimination, in response to- private’ and public
demands, at the lowest cost consistent with health, convenience; and
national security. In that message I recommended & number of
legislative steps to accomplish this purpose. '
“If action is not taken to establish a transportation pohcy consistent
‘with- the new demands upon the economy, we face serious problems
of dislocation and-:deterioration in both the transportation industry
-and the economic life of the nation which it aﬁects I urge that action
be taken to establish such a policy. : X
“Our objectives must be achieved, primarily,- by contmued reliance
_on unsubsidised, privately owned facilities, operating under -the in-
centives of private profit and the checks of competition insofar as this
is practicable.. The law should provide a consistent and comprehen-
sive framework of equal competitive opportunity. that will achieve this
objective. at the lowest economic and social cost of the nation..
."I'here must be equality of opportunity for all modes and for all
_,_passengers and . shippers, without any - special preferences. There
should be maximum reliance on the forces of competition consistent
‘ with 2 continuing need for protection against destructive competltlon
-between forms of transportation or between’ competing carriers. ." .”
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ARGENTINA*

In December 1959, the Government of Argentina requested the UN.
Special Fund for assistance in making a survey of the country’s transportation
system “for the purpose of coordinating plans for development and' improve-
ment and assigning priorities to the investments which will necessarily have
to be made....” The International Bank for Reconstruction and Develop-
ment served as Executive Agency. The long term studies’ conducted by the
Trunsport Planning Group, which comprised the representatives of the
Argentine Government, the UN. Special Fund and the World Bank, related
to integrated transportation. plan including the investments, organisational
and institutional improvements, and policies concerning regulation, rates and
tariffs, labour and other measures needed for an effective plan. The Minister
of Public Works and Services served ex-officio as Chairman of the Planning
Group:

The freight rates structure of the Argentine Railways possesses the
characteristics that have traditionally charactenscd railway rate structures
in other countries, namely ;—

1. A system of classifying frelght into a limited number of groups or
classes for rate-making purposes; .

2.” Recognition of both cost-of-service factors, and value-Of-Sei'vice,'_Qr
.demand. factors in determining the class to which an article is
assigned;

3. Use of distance scales of rates for ‘the various classes of freight with
some degree of tapering of the rates, that IS with rates mcreasmg
less rapidly than distance; and

4. The use of “special rates” for traffic movements for which the rates

- determined by the classification and basic scales do not -seem appro-
priate.

" The basic tariffs are ‘characterized by ‘rates that increase WIth dlstancc,
but which exhibit the- tapering principle to a limited extent. ‘The new scales
taper somewhat less than the old scales.  Although ‘the “initial rates are
higher, the rates increase less rapidly with distance for the shorter distances
than the previous scales, but increase more rapidly. than the-old- scales for
the longer distances. The result is to give the rate lines Iess of a taper than
the ones which they have replaced.. e : .

A uniform level of basic rates is maintained by the Argentme Railways.
Many of the special tariffs, likewise apply on all the railways and are on-a
uniform basis. The transportation costs differ on different lings of ‘railway
and in different areas. Part of the difference in costs is to be ‘explained by
differences in traffic- density, and part by ‘differences in- dperating-conditions
encountered. . Since unit costs of railway transport decline with ‘increasing
densny, particularly when the abso]ute density -is low, -a rate level that is

* The Argentme Railways are state-owned
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adequate for heavy-density lines is ‘quite inadequate for lines of light density.
Not only. is there a wide variation in traffic density on _Argentine Railways
but there isa great ‘variety -in operatmg condmons .arising largely from the
charactenstlcs of the terrain, over whxch ‘'they . operate.

The .demand for .umformlty.of rate levels stems from a desire to-give
cyuality - of opportunity for. .economic'.development - of all areas. . Whent
natural obstacles impose:higher transport costs on some areas than on-others,
the equalization.of rate-levels constitutes a subsidy to such areas at the
expense of the shipping public generally. : This' spreading of transport costs
over the whole shipping public finds. its justification in political or. social
considerations, or in terms of broad national economic policy.*  In-view of
the fact that Argentina has choser: to establish a2 uniform level of rates, and
because 'there is a recognized need for the decentralization of the population
and the develo‘pment of the interior of the country, the Transport Planning
Group is of the opinion that Argentina need not abandon its present policy
of umformlty in the rate level ‘Many rallway lmes on Wthh operating costs
are higher than the average are undoubtedly lmes wh.lch are 1mportant to the
development of the areas which they serve. The ll]’lpOSltIOl’l of higher rates
on such Tines could handicap’ their development CTE; however, a rate system
can be devised which imposes higher rates on such lines but which makes
appropriate-exceptions on traffic that is important for the:economic develop-
ment .of.the area, the main objection to uniformity would be overcome. The
attainment of somewhat greater revenue in the high cost areas. would be
achieved, yet the economic development of the areas. would not be hindered

by the I'ugher rates The readjustment of_rates genera]ly in confonmty with
this plan would be extremely dlfﬁcult »

At.is, however, evident that -the mformation .tequired -for sonnd rate
.n,;akmg pohcy is- not ,easily .gbtainable..,, “In fact, some of .it in the very
nature of things is impossible to obtain precisely. Rate—makmg is a matter
of ]udgment to a considerable degree, and trial-and-error methods ‘must be
utxhzed to correct errors .of Judgment that wﬂl mev;tably be made Never-
theless, the range W1thm which rel:ance must be, placed on ]udgment can. be

ns:derably narrowed kit

The Transport Planning wroup anave - SUZgEsIea nat IWo areas Ot enquiry
must obviously be recognised if rate-making-is to proceed on sound Iines.
The first of these is in the area of costs, . The railways. need to' do much
in this:area, employing experts who age familiar with, or can become familiar
thh the work .in railway cost finding. i in other countries. In this connectjon,-
the  Group have observed -that the average cost of moving all traffic is of
practically no significance in rate-making. It is the cost of moving particular
<ommodities, or the cost of particular freight movements that often -needs to

1 * It was on the basis of a Broad public-interest in supporting a railway transport system

-t ..:rthat was adequate for the country.as a-whole that-the Supreme: Court-of the United
States upheld, as not unreasonabie, higher rates on stronger railroad than were neces-
sary to support them; but which were based on the needs of all the lines in the region.
(Dayton-Goose Creek Ry. Co. V. Unitéd States, 263 U.S. 456, 480; 1524), ¢
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be obtained, and ‘this -is: often # "difficult” operatlon It should ‘also ‘be
appatent that detérmination of Iong-run vanab]e costs'i§ of prime 1mportance
in rate-making. The rallways need to know more about the degree to which
their costs may be expected to vary with'changes in traffic volume. In other
words, they need to know.the- extent t6 which,-under prevailing conditions,
their costs are variable and the extent to which they are more or less constant
regardless of changes.in,. traﬂic volume

A second field in which more information is needed rélates-to the nature
of the demand for transport services. Rate-making authorities need to be
fully cognizant of the limitations imposed by ‘what the traffic will bear con-
siderations. Obvxously, rates that will not move. traffic bring no Tevenue
to the railway, while rates that will permit traffic to move in. substantlal
volume are proﬁtable to the carrier provided variable costs are covered and
some contribution is made to fixed costs. In order to have this informa-
tion, the rate-making officials need to have close contact with shippers of
freight. They need to know as much as it is possible to know about the
effect that changes in rates, up or down, will have on the industries whose
raw materials and whose products they carry. In this connection the Report
has drawn attention to the Market Research Office of the Dutch Railways,
the function of which is to become fully informed of the transportation, re-
quirements of the various commodities shipped and of the needs and wishes of
shippers.

In addition to these areas in which the railways should be better inform-
ed, there is another need if rate-making is to be carried on effectively. Rail-
way officials should have a genuine interest in the needs of their patrons, and
they should recognise that railways exist to serve the requirements of the
people and communities on their, lines and the needs of the areas in which
they operate. It is easy for officials of government-owned railways to become
indifferent to these needs. “It sometimes happens of privately-owned rail-
ways also, but self-interest often compels them to heed the desires and
demands of the producing interests of the areas they serve. This force does
not operate as strongly when the railways are a state enterprise. But the
fact that they are a state enterprise is itself a recognition that their function is
to serve the interests of the citizenry.”

To implement efforts to obtain knowledge of shipper needs and to induce
responsiveness thereto, the railways should consider what organizational set-
up would be most appropriate to attain this objective. Such an organization,
however, should not become an instrument for handing out special favours or
concessions to the detriment of other shippers.

The following specific recommendations have been made by the Plan-
ning Group with respect to the rate structure : .

1. The railways should recognize that the former practice of charging
- high rates on valuable commodities has been rendered largely impos-
sible by the development of highway competition. Recongnition of
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this fact is seen in- the recently revised rate system; but the railways
should be continually on the alert to make further modlﬁcatmns of-
their rates to prevent the diversion of such traffic.

.2. Rates on low-rated commodities should be scrutinized to eliminate
any tates that fail to cover long-run variable costs.

3. Rates on particular commodities should be continuously re-examined
.to determine whether these commodities are making as large a contri-
bution to fixed costs as can reasonably be expected.

‘4, The practice of tieing special tariffs to basic distance scales results
in undesirable inflexibility in the rate-structure, and prevents the rail-
ways from reflecting both costs of service and demand factors in rates

for particular movements.

5. To implement more effective rate-making the railways should employ
experts who are or can become familiar with the work in railway cost-
determination that has been carried on in other countries, and who
can employ these techniques to cost finding on the Argentine Raii-
ways. The railways should also become more fully aware of factors
affecting the demand for transport, the needs of shippers, and the
effect of rates on the movement of traffic, and should develop an
understanding of the transport needs of the various economic inte-
rests of the Nation. '

Norte :—The Transport Planning Group submitted its Report to the Government of Argen
tina in early 1962. The recommendations made in the Report have yet to be
accepted by the Govemment , .
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