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PREFACE

Transport is a vital factor in the material welfare
of modern society. The structure of trade and indus-
tries in particular is determined by the efficiency and
sufficiency of the transport facilities available, Of the
different transport agencies, railroads have played an
important part in determining the economic and social
development of a country. The utility of a railroad
system to the community depends largely upon the
nature of the rate structure,

In the pages that follow, I have attempted to portray
in bread relief the more important features of the
Indian railway rates policy in the light of modern
railway practice. It provides an introduction to the
detailed study of “ Railway Rates with special refe-
rence to Trade and Industries,” which I published
three years ago. I hope that the essay will provide
& proper basis for an informed discussion of our rates
policy. It is hardly necessary to reiterate that the
railway rates policy is of great importance to this
country at the present stage of its economic develop-
ment, a period of industrial transition and economic
re-birth. Rates policy will play an important part in
shaping the industrial structure of India, more so
because India is a sub-continent, where goods need
means of transport, like those of canals and rivers,
are relatively scarce, Hence there is an imperative
need for a proper understanding and appreciation of
the railroad rates policy.

Thanks are due to Mr. M. A. Mulky, M.Sc.(Econ.),
London for going through the proofs.

Khalsa College, Bombay, R. D. TIWARI.
July, 1940.
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Importance of Transport.—Transport plays an im-
portant part in our economic life. Transport service
facilitates the satisfaction of wants, which are the
basis of all economic activities; it assists alike the
production, consumption, exchange and distribution
of wealth. The creation of the products of the soil is
of little use unless those products are transported to
the centres where they may be transformed into
finished goods. They should be fashioned into a form
suitable for the satisfaction of human wants and made
accessible to the consumers. Thus the creation of
place utilities is an essential function of transport.
Transport services have also a say in determining the
location of industries. The location of some of the
most important industries in the major port towns of
India is largely due to cheaper transport facilities
they are able to enjoy. Transport also furthers
exchange. By linking together farthest parts of the
world transport has widened the scope of markets and
stimulated specialisation and mass production, No
wonder that economic interdependence between
nations and social welfare has considerably increased
as a result of improvements in the means of com-
munications. The distribution of wealth has no less
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been affected by the increased efficiency of transport
facilities. Rents, both agricultural and urban, have
appreciably risen with the efficiency of the transport
system. Both productivity and location, which
determine rent, have been materially affected.
Further, with the development of transport facilities
economic resources, otherwise untapped, have been
better utilised and the productive capacity of those
already in use considerably augmented. With this
increase in capital resources, the transport facilities
have also helped to widen the scope for investment
of capital, though the rate of increase in capital
resources and the avenues for investment has often
varied. Transport {facilities have increased the
efficiency of labour and raised wages, which are
determined by the marginal productivity of labour.
The enterpreneur has also benefitted inasmuch
as his field of activity has been considerably widened
and now his skill can have better scope and higher
reward., The consumer has gained immensely from
the improved transport facilities, which have helped
to reduce the cost of production of goods and services
and increased their variety, In short, all sections of
the community have profitted from the improvements
in the efficiency of transport facilities. Modern trans-
port, with its regularity, safety, speed and promptness,
has become one of the most essential adjuncts of
modern society; it is a most powerful agent of
progress.

Nature of Railroad Transport—Transport service,
the importance of which has been briefly noted in the
preceding paragraph, is rendered by different types

2
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of organisation and in different forms known as rail,
road, river or canal, ocean and ajr. Monowolistic
nature of railways differentiates them from all other
transport undertakings; it is an epitome of all
their peculiarities. It is esseniial to analyse the
nature of monopoly with special reference to railroads
so as fo locate precisely the peculiarities of railway
transport. Modern conception of monopoly is the
unified single-handed control of the supply, marked
by clear absence of competition. Competition may
be suppressed through co-ordination and amalgama-
tion, in order to definitely control prices. It needs
to be nofed that large-scale production, large-scale
management, or grant of privileges do not of them-
selves prove the existence of monopoly. The acid test
of monopoly is power to regulate prices.

Prospect of high profits is a spur to monopoly. The
monopolist, dbviously, o regulates the supply
as to get the maximum monopoly gains, So
the monopoly price is a price calculated to
yield maximum net returns to the monopolist. The
monopolist ean and does succeed in compelling the
publie to pay continuously, for the commeodity or ser-
vice supplied, a price higher than warranted by free
competition. But, the monopoly price, though usually
higher than the corresponding competitive price,
may at times be lower than the competitive price.

A monopolist may not exact from his customers
maximum monopoly gains and may charge a price
lower than the competitive price with a view to
development of his business in future. Here the
motive force impelling the monopolist to charge lower
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price is far from philanthropic; there is a complete
conciliation between the interests of the monopolist
and his customers. He sacrifices a portion of his-
immediate gains in order to get more than pro-
portionate gains in future, When so functioning the
monopolist is like those savers of capital who postpone
the present enjoyment of their savings to some future
date so as to get additional income on their savings
in the form of interest.* It is with this aim of encou-
raging the shippers that railway managers are often
seen to carry a part of their traffic if it covers its bare
supplementary costs. Some times they haul materials
at a loss even.

When the monopolist is at complete liberty to charge
any price he likes for the service or commodity offered
by him he is said to possess an absolute monopoly.
But this power to fix price is generally limited. The-
limitation in the monopolistic power arises either
because the monopolist does not possess dominant
control over the supply, or, even if he has the power
to manipulate supply to suit his self-interest, he has
to consult the nature of the purchasers’ wants and
their ability to pay. If, however, the monopolist
fixes his price subject only to the ability and willing-
ness of the purchasers f{o pay, he will make the
purchasers pay all they are willing to pay rather than
go without the commodity or service desired. The
upper limit, as fixed by the purchasers, beyond which
the monopoly price may not rise, does not sufficiently
restrict the power of the monopolist. The fear of
st RSt M i de e e s o con,

than by the entreprencur in a regime of free competition, as the monopolist has an
asurance that the fruits of will not be snatched by the competitor.
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buyers’ strike is not enough to constitute partial
monopoly. The more important limits are those
represented by Government regulation,

Having studied the nature and limitations of mono-
poly in general, we shall now analyse, in the light
of preceding discussien, the nature of railroad
monopoly.

Railroad is an industry of heavy fixed investments;
large amount of capital is sunk in it.* In industries
where fixed charges are relatively higher, because of
the large capital investments, competition is ruinous.
This is so because it is desirable to increase the volume-
of business upto a certain point of maximum capacity,
in order to spread the fixed charges over a great
volume of groduction)} Better and more effective
utilisation of the plant benefits alike the railroad and
the shipper. Here increased production is aimed at
and hence competition is ruinous. Such industries
are technically known as mnatural monopolies of
organization.f Railroad is a natural monocpoly and:
the waste of duplicate equipment by competitive lines
is obvious.

Railroad is a typical industry of decreasing costs.
The interest on the capifal invested as well as the
o T A SR SRR, e, et sttt
R T Spu et B £odon, b e Y
18,260,000 tons of shipping is enly about £.150,000,000. Yet the shipping carries

on some where about one half of the ocean transport business of the whole world.”
Kirkaldy and Evans, ** History and Economics of Transport ™ p. 8.

t Taking the cost of maintaining the pen t way, station and the station
stafl at a fixed figore, and the sopervision and general charges na constant, and the
coat of repairs to rolling stock the same as in %he case of long and short distance
mﬂic.andthenmmngernmatlﬁxedﬂgm-epuhourpuday,ithappnentm
MmOt & wagon earns y the better it is for the railway,

Ghose, 8. C.: ** Monograph on Indian Railways ™, p. 373,

3 Transport as & whole is & natural monopoty of organisation,
&
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proper upkeep of bridges, tunnels, etec, is a fixed
charge. Of the eperating charges only a part varies
with the volume of traffic carried. The proportion
of fixed charges being higher, the cost of handling
traffic goes on falling until the maximum capacity of
the plant is reached.

Railroads, however, do not possess an absolute
monopoly. The very fact that the railway industry isa
business of “decreasing costs,” the tendency to
compete, with a view to secure greater traffic, is in.
herent in its very nature. The existence of decreasing
costs is an incentive to competition because the profits
increase more than proportionately to the enlargement
of traffic. Agreements and consolidations do not stop
this tendency of railroads. They are apt to compete
by the offer of better transit.*

The so called * competition of markets” is the best
indication of the competitive tendencies in the work-
ing of railroads. The producers from different
countries of the world, from different paris of the
same country, being customers of different railways,
compete against each other in common markets. This
tendency towards competition has been strengthened
by the reduction in cost of transport and rapid
development in transport facilities, creating a single
world market, available for every producer. Things
being produced for a distant market, the carrier has
a common interest with the producers it serves, being
itself a joint producer with them, and hence lowers
its charges in order to help them to compete success-
fully. This co-relation between the interests of the

* See Edgeworth’s * Papers Relating to Political Economy ", Vol. I, pp. 186-87.
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shipper and the carrier is significant. Railways foster
industries and industries feed railways. Both abso-
lute and relative level of freights is adjusted. If a
carrier offers lower rates on its lines it will be an
incentive to other industrialists served by other
carriers fo demand lower rates lest their rivals may
exterminate them. Today even a slight advantage
possessed by an industrialist in production, which
includes the transport facilities he commands, is
enough to enable him to drive out his rivals from the
field* Ceteris paribus, that road will secure the
greater number of industries and have more rapid
development of local traffic whose local rates are the
lowest. This is an important limitation on the
monopoly of railroads.

The competitive forces, which prevent the railway
manager from becoming an absolute monopolist,
prevail not only among carriers, but in the whole
industrial world. Industrial competition, which
controls the mobility of capital seeking investment
and directs its flow, holds good in the case of railway
industry with equal force. But there is a difference
in the degree of mobility in the case of railroad
investment.

Railroad capital immebile over short periods.—In the
railway industry mobility of capital holds good only
over long periods; over short periods capital is
immobile, If a merchant has invested his ecapital in
Tauseig sie - & With the saching of the semreis Gt b ohaop SooreEer o s
price of thia very transportation became of crucial importance. Sueceess in business
rates it casly maon & fortune. Tt rasimay e e o ke b e 11
tsl'tl.i:t :nau ?:t::::lo;or‘;“d—’;ongsm wag by far the strongest reason which led to the

ide, Principles of Ecobomics, Vol, II, p. 401.

7



RAILWAY RATES POLICY

a business from which capital can be withdrawn
without substantial loss he will suspend his business
temporarily or permanently if it becomes unremu-
nerative due to competition. But competing railroads
cannot do so easily. A competing railroad is com-
pelled to work its lines even though it does not get
any profits at all. To this is due the ruinous competition
between railroads. In their eagerness to get more
traffic the railroads not infrequently offer reduced
rates to large shippers. But due fo the sensitiveness
of the modern industrial mechanism favoured rates
offered to one shipper immediately cause vibrations
and affect the entire system, so that other railroads
are of necessity led to follow the suit, because rather
than let any particular item of traffic go elsewhere,
the railway manager will accept any rate which yields
something, however slight, over and above the operat-
ing expenses incidental to that traffic* This is so
because very little of the capital invested in a rail-
road can be withdrawn ; it is sunk once for all and
irrecoverable. Besides, many of its expenses are
independent of traffic. Three fourths of the expenses
continue even if it stops working. All the savings
that can be effected are direct operating expenses, which
bear a very low proportion to the heavy fixed charges.
Last but not least is the fact that the railway plant

® In their attempt to secure a falr share of this competitive traffic, railroads
Witk the 21 oT famanesnt easaport faciiis be castly. altkacta Dusiaess. from his
e e erecta” of tha sailray wero adrmiably sorved. ot theae
favoured shippers, having waxed strong and rich, asserted their newly acquired posi-
tion, and the railroad management realised that instead of agents they had created
masters. These large shippers with their business running on a huge scale could dictate

the milroads, by playing off one competing railroad against the other. The most
conspicuous case to the point is that of the Standard Oil Company of New York.

For further details see, Ripley : Raliroad and Railway Probiem.
8
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is of very little use in any other business.* All these
facts clearly demonstrate that railroads are committed
10 their task. So, when the railroads begin to compete
they forget business ethics and make reckless rate wars.
History of railroads shows that an insolvent railroad
ruins not only itsef but also its rivals. This has
pernicious effects upon the business morality of the
community.

This relative short-period immobility of railroad
capital does not place the railways at the mercy of
the shippers. Industrial competition protects railways
from being exploited either by the shippers acting in
combination or by the State. Railway is identical
with the capitalist seeking most profitable investment.
Capitalists finding profits below the natural level back
out of an industry in such wise that supply being
reduced prices rise and the remaining members in
the business obtain adequate profits. Though this
mobility of capital in the case of railroads is true
only over long periods, nevertheless it is very im-
portant. The extent to which railroad capital is
immobile the investor is deprived of the advantage
of industrial competition,

But the need for fresh investments occurs from time
to time, and it is then that the investor is given the
opportunity to exercise his selection and if he finds
that investment in railroads is not remunerative he
will withhold his investment and direct it to some
better field. Thus the construction of new lines will
be discontinued and the quality of service provided

* “If the roflway Is not weful as & railway, it 1a useful for nothing else. It
represtnts sheer waste of capital, > water, Y
Threecnts sheer wa ﬂnat.....l?s' & well sunk without Anding , & ship built and

Acworth, W. M., “ The Elements of Railwsy Economics ', P, 12,
9
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on the old lines will deteriorate. In every progressive
community the demand for transport services is
ever rising and if artificial restrictions curtail the
supply, the prices will rise, thereby inviting new
industrialists or those already in the field to improve
the transport service. Thus railroads are industrial
enterprises entitled to fair remuneration on their
investment. ¥ Neither the shippers nor the carriers
possess complete monopoly,

Railroads : Public Benefactor.—-Railroad is a public
service industry. Public utilities are generally
natural monopolies of organisation which produce
¢ommodities or services that are essential. Substitu-
tion on the part of consumers is as difficult as
competition on the part of other producers. Every
cone must have water, light, heat and transportation
service. Social welfare depends on public utilities,
because of the nature of their services, Their pro-
ducts or services must be had at any price, and
competition cannot be relied upon to fix a just price
in the sense of cost of production. The very nature
of the service offered by the railroads implies an
obligation on their part to safeguard the public
welfare.*

Railroads : Public Beneficiaries—Public utilities
hold a peeuliar position hecause of their economie,
social and legal status. Public service industries
require a special legal grant known as franchise, a
right to do business which is guasi-publie in character.
Besides, state confers upon them certain privileges

* *In fact the people have a right to demand that the street, railway, the gus,

the electric light, nnmm water services shall be s0 performed as to further the larger
ends of social welfare,”

See, Rowe, L. C. : * Problems of City Governmeat ™, pp. 272-73.
10
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and rights; they possess “eminant domain.” Rail-
roads are quasi-public servants and owe higher duties
to the public than almost any other business concern.

Railroads, owned by public or private corporations,
are public carriers rendering public service. The
function performed, no matter who is the agent, is
that of the State. Even if the ownership is private
the use is public. Chief Justice Hale, of the Supreme
Court of the United States, has held that when private
property is affected with public interest it ceases to
be juris privati only. So the manager of a railway
is not merely an officer of a private corporation; he
holds a dual position as the servant of a corporation
and as the manager of a public service. The railway
manager should undoubtedly be guided by self-
interest, but it should be enlightened self-interest. An
“exiguum clinamen,” ,to put in Prof. Edgeworth’s
words, from egoistic motives is enough* His aim-
should be to harmonise the interests of his corporation
with those of the public, and provide for adequate
service, efficient operation and fair profits. In so far
as he shrinks from his duties, he calls for state regu-
lation. State is in duty bound to safeguard alike the
interests of the carrier, the individual shipper and
the general public. Attempts sheould be made to
combine the security of the monopoly with the
stimulus of competition, for the danger of monopoly
lies not in its existence but in its abuse. There should
be enough stimulus for competition, but at the same
time cut-throat competition should be regulated.

 The altruistic motive need not be strong in order to be effective. An*
‘ciimh@egus ?onn!al:z rl e direction of egoistic purpose may resull in a comdmble beneﬂl.
Vide, Edgeworth, Vol. I, p. 191,

11
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Nature of Railroad Conrpetition.—Railroad competi-
tion is of three dlﬁerent klnds competition of
I_n__al_'ket_s. The competltlon “of routes may be taken
first. 'This sort of competition between different
railway systems has distinct attributes of its own. It
is essential to note that this form of competition is
limited to activities of carriers alone. Here competi-
tion is determined by identical commercial conditions
both at the points of origin and of destination. The
competition may be between alternative routes or
parallel routes. There are two or more different
routes linking the points of origin and of destination.
The transport agencies serving these points may be
different railway systems or other agencies like rivers,
canals or coastal shipping. Such competition is not
common to more or less parallel lines or to same
transport agency. For instance, in India the era of
competition between railways was for the first time
ushered in by the Rajputana-Malwa Railway and
lasted till the outbreak of the Great War. But, due
to State supervision, construction of competitive lines
was regulated, with the result that competition
between Indian railways has been relatively insigni-
ficant. There are, however, even today some interest-
ing examples of route competition between Indian
railways, particularly with reference to port traffic,
even when the competing railway systems are under
common ownership. This Ycompetition adversely
affects the econocmic development of the country. Low
station-to-station rates to and from the port towns
quoted by the different railways facilitate the growth

12
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of foreign trade at the cost of internal trade.* Equally
instructive illustrations of route competitions hetween
the railways and waterways in India are also available,
Railways in India have tried to crush water competi-
tion to the detriment of national interests. For
instance, Tirumalavasal port competed successfully
with South Indian Railway for rice traffic to Colombo
by sea. But the S. I. Ry., entered infto an agreement
with the B. I. S. N. Co., whereby the boats of the
latter company ceased calling at the port. The traffic
was diverted to the S, I. Railway. Not being content
with this diversion, the S. I. Railway requested the
Government of India to close the port.t Another
important illustration is the Broach case. In 1900 a
steamship service was started between Bombay and
Broach which diverted traffic to Bombay from all
rail route to rail-cum-sea route, the latter being
cheaper notwithstanding the transhipment cost. The
Railway Board permitted the B. B. & C. 1. Railway
to levy “block rates” in order to prevent traffic
moving by the alternative route} Where such com-
petition is confined to railways alone, it must
inevitably lead to traffic agreements or merger. If
the competition is between alternative routes, served
by different transport agencies, it may lead to trial
of strength and ultimately elimination of the alterna-
tive route, as happened in the case of Broach Steam
Service. It cannot be denied that alternative routes
are invaluable for the growth of trade and commerce
and the state should regulate the unfair competition
* Vide, R. D. ‘Iiwari : * Railway Rates in India.”

t+ Vide, Report of the Acworth Committee, Vol. III, pp. 136-88.
1 Thid, Vo, I1T, Para, 5307,
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between them to secure efficiency and economy of
transport services, Even parallel routes, under certain
circumstances, are very useful, Passenger traffic over
shorter distances can be catered for by both railways
and roads running parallel to each other. At times
it is in the interest of railways themselves to run
parallel road services. This is true of Indian railways
under present circumstances. Fair competition
between both alternative and parallel routes should
be permitted.

The second form of competition is in respect of.
facilities offered by the carriers. Here the rates
charged by the competitors are the same, but the
facilities offered differ ; attempts are made to atiract
traffic by offering better facilities. This form of
competition often arises when the contestants cannot
vary rates due to rating arrangements or traffic pools.
Such competition may arise between the same trans-
port agencies or between different carriers in respect
of the same traffic. For instance, in India roads
compete with railways in respect of passenger and
goods traffic for relatively short distances, though the
rates charged are the same, by offering better facilities.
It is desirable to encourage this form of competition-
as a spur to efficiency and more so in a country like
India where the railways, right from their inception,
have been impervious to public opinion.* The facili-
ties on Indian railways need considerable improvement
in this directiont and the attitude of the railway autho-
rities needs a radical change.

* Vide, Dr. N. B, Mehta, : Indian Reilways.
g‘oiii]ehﬂed revicw soe Report of the Indian Ratflway Enoqiry Commijttee, 1937

14
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Another important form which competition between
carriers may assume is in respect of markets, known
as the competition of markets. In essence this form
of competition between carriers is indirect and often
obscure, It plays an important part in the determi-
nation of freight rates. Like alternative routes there
are alternative markets. Railroad managers have to
help their constituents, the manufacturers and busi-
nessmen, in their competition for markets by quoting
suitable rates. In this case, two or more manufacturers
compete for certain markets and the railways help
them by charging lower freights. An advantage in
respect of transport costs, however slight, which a
manufacturer or businessman has over his rivals,
proves invaluable to him and strengthens his capacity
to compeie successfully. This sympathetic attiiude of
the railways towards their constituents is due not to
any philanthropic motives on the part of the managers
concerned but is dictated by enlightened self-interest.
Economic prosperity of the railroads is closely linked
with that of the manufacturers and businessmen they
seek to serve ; the factories on the lines must be kept
working, With those of the manufacturers, therefore,
an enlightened and shrewd railway manager identifies
his interests and becomes a party almost to the con-
test. In such cases railway rates are determined by
the intensity of commercial competition and the
railway managers do not have much say. Prof.
Ripley rightly remarks that railway managers often
do not make rates at all. Their energies are centred on
the analysis of those circumstances by which their
rates are made for them. Railway managers must be

15
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by the side of the industrialists once competition
starts.

Joint Cost.—Another salient feafure of railroads,
which plays an important part in the determination
of railway rates policy, is that costs are incurred
jointly. The presence of the element of joint cost
permits some discrimination in rates charged to con-
sumers with differing intensities of demand even after
railroad capacity is best utilised. As Mr. Wallace
puts it, the existence of joint cost prevents
uniformity, or equating of marginal utility and
average cost of each wunit of service or pro-
ducts* The most important element which pre-
vents the equating of marginal utility and average
cost is a fixity of proportion in the railroad
services available to meet the demands of different
consumers. For instance, the provision of facilities
for transportation in one direction involves making
available roughly the same capacity for carriage in
opposite direction, Further, the investment of capital
in railroad industry is to a certain extent joint for pro-
duction at different times. The provision of transport
facilities made at a particular time, if not used at
that time, cannot be stored for use at a future date,
There are seasonal variations in the intensity of demand
for transport services in certain direction. The pro-
vision of transport facilities adequate to satisfy greater
demand during the busy seasons will not be fully utilis-
ed during the slack season. Similarly, if the volume of
traffic in one direction is greater than that in the
reverse direction, the transport equipment will not
be fully utilised in its return journey. Hence the

* Mr. Wallace, D. H. : * Quarterly Journal of Economice” 1984, pp, 585-819,
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need for diserimination in the sale of services at
different times or in different directions determined
by the intensity of demand—a lower rate when the
intensity is low and vice versa.

Specialised Investment—Part of the railroad equip-
ment is specialised to serve particular demands; it
can be used only for a definite purpose and no other.
Coaches suitable for passenger traffic cannot be readily
and economically used for the transport of goods.
Besides, some kinds of freight requires more specialised
equipment. Railroads have to make special arrange-
ment for transporting petrol ; it cannot be carried in
ordinary wagons. Similarly, locomotives, and guards
are to some extent specialised. To the extent to
which the investment of capital in railway industry
is more or less specialised the proportion in which
railroad services are available cannot be varied. The
essence of joint supply is the inability to vary the
relative capacities except in the same proportion. This
does not mean that the capacity available is invari-
able., Adjustment of supply to changes in demand
takes time; immediate alteration in the specialised
equipment to meet changes in demand is difficult,

Thus some of the salient features of railroad
industry have been briefly outlined in the preceding
paragraphs. They play an important part in deter-
mining the structure of rates. The question is how
should the rates be determined so as to promote the best
utilisation of the railroad plant and maximum service
to the community. From the preceding analysis it
will be seen that railway industry is marked by the
presence of large overhead costs which permit dis-

1w
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crimination in rate making. The presence of mono-
polistic elements in railroad enterprise also promotes
discrimination. Further, the element of joint cost
justifies some discrimination in rates charged to con-
sumers with differing intensities of demand. Being
public utilities, discrimination in railroad rate making
should be so regulated as to provide adequate and
efficient transport facilities consistent with the
economic working of the railway system. In fact,
efficiency and utility of the railroad system varies
according to the pattern of discrimination on which
the rate structure is based. The discovery of right
pattern of discriminatory rates is essentially a slow
process ; result of a continuous process of readjustment.

Rate—Making in Practice.—The general economic
test of desirable production is equality between mar-
ginal utility and cost. To ensure efficient and
economic working of an indusptial enterprise careful
consideration must be paid marginal costs. Rail-
way industry, though a public utilily is no exception
to this general rule. Each unit of a {ransport service
must be able to fetch a price sufficient to cover its
differential or marginal cost* In other words, the
rates charged by the railway administration for a
particular service rendered must cover at least the ad-
ditional cost incurred in rendering that service, which
would not have been inecurred if that service had not
been rendered. A rate lower than the differential cost
of the service is economically undesirable and dange-
rous. Economicaily it is desirable for a railroad to

* The term * Murgioal Cost ' means that amount of oot which would not be
lnmduonelemunllof business wero carried, and which is cocasioned by the
transport of this unit,

13
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carry only that traffic which pays its differential cost
and contribuies a share towards the overhead costs as
well. Under certain circumstances the railroads,
being public utilities, ought to go a step further and
lower down their rates on certain traffic to an amount
which just covers the differential cost of carriage.
Below this the railway rates should not be lowered,
because the railroad would incur definite loss by
carrying a traffic which does not pay its differential
cost. The loss thus incurred, the railway adminis-
tration would {ry to make up by raising the rates on
other users of railroad services. Such a rate structure
would amount to a tax upon one class of users for
subsidising another class. This would prevent
equating of marginal utility and average cost even
after the railroad plant is fully utilised, and the
railway administration has been able to get normal
returns on capital and enterprise. Under such a rate
structure the tfraffic which is being taxed will either
be reduced or its future growth obstructed. The
users with greater intensity of demand are thus
prevented from purchasing that quantum of railroad
service the marginal utility of which equals its cost;
at the same time another section of users is permit-
ted latitude to purchase railroad services the marginal
utility of which is less than its cost. Such a rate
structure has far-reaching effects, the implication of
which it may be difficult for a layman to gauge. The
most obvious economic effect of such a rate structure
is the distortion of the distribution of economic re-
sources among the industries using railroad services.
The investment of capital in industries which are
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thus taxed will receive a setback, Whereas the invest-
ment of capital in industries which are permitted to
use railway services at a price lower than the dif-
ferential cost will be increased as a result of this
subsidy. Actual divergence from the proper invest-
ment of capital, as a result of such a faulty rates
policy, will depend upon the importance of railroad
transport in the structure of individual units of pro-
duction and the amount of tax or bounty as the case
may be. Further, the railroad administration itself
will be adversely affected by such a faulty rates
policy. A ‘proper rates policy ' tends to bring about
an ideal investment of capital in the railroad enter-
prise ; the network of railways, their capital equip-
ment, and the services rendered are adequate to
meet the demand of consumers. The equilibrium
between demand and supply for transport services
tends to be established. Under an improper rate
structure, however, the investment of capital in rail-
road industry might be larger than the ideal if a
fairly heavy tax is levied on a relatively small
quantum of high grade traffic, in the form of very high
rates, and from the proceeds thereof a large volume
of low-grade traffic is subsidised. On the other hand,
if a heavy tax, in the form of inordinately high
railway rates, is imposed on a large volume of
remunerative traffic, it would check the development
of this valuable traffic which would have increased
under somewhat Iower rates, the investment of
capital might be less than the ideal. Such a rate
structure will obstruct equality of marginal utility
and average cost, which is the fundamental test of
economic production,
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The marginal or differential cost determines the
lower limit below which no rate charged for a given
railway service should go; this is the minirmum
charge. If a unit of traffic cannot bear this charge,
it is in the best interests of the community that it
should not be carried. To repeat, it is in the public
interest that a traffic which pays its marginal cost
should be carried, even though it cannot afford to
contribute towards the overhead costs, and the public
regulation of railroad enterprise should under certain
circumstances secure this, though railways may show
reluctance to cater for this traffic. Another class of
traffie which pays a rate adequate enough to bear its
marginal cost and leaves some surplus to meet the
overhead costs, though less than proportionate, should
be definitely encouraged by the railways in their own
self-interest, and if they fail to do so, the state should
compel them to revise their rates policy. For, there
is a large volume of valuable traffic of relatively low
grade, like raw materials, certain minerals and food-
stuffs, which cannot bear its full cost of carriage.
This traffic, if called upon to bear its full cost of
transport, would cease to move, and the result would
be a serious setback in the economic and secial deve-
lopment of the whole country.* .

A proper rates policy permits traffic to be carried
which either just bears its marginal cost or contributes

* “From the point of view of jotome, we come to the conclusion that, as the ex-
penditure belongs almost entirely to the line as & whole, it is impracticable to fix
rates with any approach to accuracy on the basis of what the traffic costs to carry.
And further, if it were posaible, it would not be expedient or in the public interest.
For to charge aguinst cach category and item of traffic not only its own special coats,
but aleo its full share of general expenses and interest on capitsl, would mean to
shut out from carriage much traffic that in the interest of the community ought 1o ba
cartied; it would mean, further, a great restriction of the total volume of potential
traflic, and so a higher average rate on the traffic actually carried.”

Vide, W. M. Acworth ; * The Elements of Railway Economics,” p, 99,
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less than its proportionate share towards the overhead
costs, and at the same time secures reasonable returns
to capital and enterprise associated with the railroad
industry, The pro rata deficit in overhead costs,
which receipts from relatively low-grade fraffic have
failed to make up, the railroads are permitted to
recoup by charging the high-grade traffic a rate higher
than its proportionate cost. Thus, the high-grade
traffic makes good the deficit in overhead costs, and
enables the railroad administration to earn normal
profits on the total investment. It is desirable that
high grade traffic should pay more than its propor-
tionate share towards the overhead cost because its
ability to bear the transport charge is greater. Fur-
ther, if the low-grade traffic is cut off hy higher
rates and its contribution towards the overhead cost
ceases, the high grade {raffic will have to cover
up total overhead cost and pay still higher rates.
Further, the charge which high grade traffic may be
called upon to bear has a limit, for inappropriately
high rates must either check the development of this
valuable traffic or lead to over-investment of capital
in railway industry. No charge should be so high
as to restrict the flow of traffic. In other words, a
rate charged by railroads should not be higher than
the value of the service rendered.

Thus there are two basic principles in rate making :
the cost of service to the railway administration and
the value of service rendered to the shippers. The
lower limit is determined by the cost of service and
the upper one by the value of service rendered. These
two broad limits are true of every individual rate.
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Between these two limits the railway manager is
permitted sufficient latitude to make full use of his
judgment and foresight in formulating a proper rate
structure which would render maximum service to
the community and at the same time earn fair return
on capital invested in the railroad undertaking.* On
the nature of the rate structure depends the economic
development of the country. A proper railway rates
policy can render invaluable aid in promoting the
industrial development of a country, particularly in
a sub-continent like India, with long distances and
relatively inadequate alternative means of communi-
cation. Per contra, a shori-sighted and ill-thought-
out rates policy will cause an irreparable damage to
the economic system, which might for a time remain
imperceptible to the public. For a railway manager
can successfully tax the consumers by imposing in-
appropriately high rates and offer apparent justifica-
tion of the policy by showing that the traffic continues
to move at that rate, and the mischief of this policy
will be little understood by the public, so long as the
traffis is not diverted or destroyed. Thus the railway
manager, entrusted with the task of formulating the
rates policy, wields considerable power and can use
his discretion to help or mar the development of trade
and industries; the margin within which a rate in
practice may be placed is fairly wide. The task of
discovering a proper pattern of discriminatory rates
is extremely difficult and calls for a very high degree
of skill, foresight, courage, alertness and judgment

* * The limit of reasonable uha.r%ug is oot a deﬂnit.etg-tint but a margin within

which the rate may be placed any where and it is here the tralfic manager bas
scope for using his power of jud;mem,.“

N. B, Mchta: * Inding Railwaya *, p. 78,
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on the part of the railway manager., The men at
the helm of railroad enterprise should, therefore, be
very carefully selected and the misuse of power
scrupulously guarded against. Railroad manager must
have good grasp of the economic conditions of the
country, working of the railway system, and be imbued
with a national outlook, which alone will enable the
community to extract maximum out of the iron-horse.

To sum up, in railroad industry strong monopolistie
elements are combined with large overhead costs and
some jointness, which necessitate discrimination in
rate-making. A proper pattern of discriminatory
rates would be evolved only under state regulation,
because in the absence of such regulation the rate
structure would reflect chiefly the degree of mono-
polistic power possessed by the railway administra-
tion, rather than the degree of discrimination
determined by the nature of joint cost and the degree
of utilisation of the railroad equipment. A proper
rates policy must reflect the extent of jointness and
the proportion of under-utilisation. An unregulated
rates policy would retard the economic development
of the country. Further, wherever joint costs prevail,
the average rate should be adjusted in keeping with
fluctuations in demand. To secure maximum utilisa-
tion of railway plant, under fluctuating demand, the
rate structure must be sufficiently discriminatory.
Again, railway policy should attempt to secure rela-
tive stability of rates through seasonal fluctuations.
Right degree of stability can be secured by a railway
manager, who is endowed with great foresight and
judgment and bases his policy on a careful study of
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statistical data. An absolutely stable and rigid rate
structure, in face of wide and prolonged fluctuations
in demand, would be inappropriately high and lead to
colossal waste in the form of unused capacity. This
would be deterimental to the interests of trade and
industries. Large fluctuations in demand must be
reflected in rate variations. It is desirable that the rail-
way manager should be satisfied with that degree of
stability in rates which brings him normal returns
on the average during the period of high and low
demand. Above all, a proper rates policy should
provide maximum, efficient and economic service to
the community, at a price which covers at least the
marginal cost of every unit and on the whole enables
the railways to get fair returns on their capital
investment.*

Railroad System in India: Its faulty Construction.—
The credit of being the first promoters of railroad
enterprise in India rests with the British capitalists,
who formed two private corporations in 1845, known
as the “East India” and the “ Great Indian Penin-
sula” railway companies, authorised to construct rail-
way lines from Calcutta to Raniganj and Bombay to
Kalyan. But these Companies found it very difficult to
raise the necessary capital in the absence of a Govern-
ment guarantee, and it was feared that if the

. " “In truth, though we have petsonified the rent and imagined & man
ﬁnl\g a complete system of rates, no one man, and indeed no combination of men
could errect such a system off hand from the foundation. It can only grow gradually,
developing here and changing there, ay the country itself develops, and its industry
and trade are modified by time and clrcumstances. But the guiding idea of the
management remains the same throughout. Each rate has, as we have seen, its own
maximum and minimum. All the ratet must among them cover all the expenses
and leave, if possible, sufficient margin to pay interest on capital st the normal tats.
Inter se, the rates must be w0 adjusted that each item of traffic bears its fair share
of the total cost of the entire railway service.”

¥ide, W. M. Acworth: * The Elements of Rallway Econcmics,” pp, 73-Td.
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Government did not extend the guarantee the projects
would have to be abandoned. The guarantee was
believed to be the sine qua non of railroad extension
in India, The Government of India was ready to
help the sponsors of railroad development in view
of the military, political and commercial importance
of a network of railways in this country. The diffi-
culty arose from the attitude taken up by the Home
Government ; they did not support the principle of
State guarantee,

It was Lord Dalhousie who brought the scheme of
railway construction in India into actual fruition.
He strongly stressed the need of a network of railways
in India and favoured the introduction of British
capital and enterprise for the same. A far-sighted
statesman, Lord Dalhousie, had fully realised that
the new British India he had created, knitling
together the disconnected and distant areas, resulting
in an extensive territorial homogeneity, by his forward
policy of conquest and annexation, could be made
safe only if the collective resources of all the parts
were available for the protection of the whole.
Railways are of immense political importance. He
had visualised the fiction of controlling India mainly
from the sea-board, and the strategic superiority
which a network of railway lines, connecting diffe-
rent inland strategic positions with each other and
with the ports, would import to a country of long
distances. He realised that swift despatch of troops
would increase the effective military strength, for it
has been aptly remarked that the strength of army
lies on its legs. He had gathered invaluable
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experience as the President of Railway Board in
England and was convinced that in a far-reaching
scheme of Empire, consolidation formed the necessary
complement of conquest. Dwelling upon the political
interests which the development of transport facili-
ties would promote, Lord Dalhousie wrote : “ It cannot
be necessary for me to insist upon the importance of
a speedy and wide introduction of railway communi-
cation throughout the length and breadth of India. A
single glance cast upon the map recalling to mind
the vast extent of the Empire we hold; the various
classes and interests it includes ; the wide distances
which separate the several points at which hostile
attacks may at any time be expected ; the perpetual
risk of such hostility appearing in quarters where it
is least expected ; ithe expenditure of time, of money
and of life, that are involved in even the ordinary
routine of military movements, would convince the
urgency of speedy communication.” Thus it is
evident that military and political considerations
dominated the schemes of railway construction,

In his 2zeal for "military consideration, Lord
Dalhousie did not fail to appreciate the commercial
and social advantages which would accrue from the
introduction of railways and that they would be
invaluable. *The commercial and social advantages,”
he wrote to the Court of Directors of the East India
Company, “ which India would derive from their
establishment are beyond present caleulation. Great
tracts are teeming with produce they cannot dispose
off. Others are scantily bearing what they would
carry in abundance if only it could be conveyed
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whither it is needed. Every increase of facilities for
trade has been attended, as we have seen, with an
increased demand for articles of European produce
in the miost distant ports of India. . . . "Thus Lord
Dalhousie had gauged the important part which
India could play both as a supplier of cheap- raw
materials to the British industries and as a valuable
market for their finished goods. It should be noted
that by 1850 Britain had become the workshop of the
world ; she had discarded protection and taken to
free trade in keeping with her economic requirements,
which her newly developed industrial structure
warranted. It is difficult to agree with those who hold
the view that Lord Dalhousie “desired India to reap
the similar benefit which the introduction of railways
had conferred upon Europe.”* In European countries,
and elsewhere, railway sysiems have been planned
and constructed primarily with a view to promote
national development of the countries concerned and
the nature and cost of construction are strictly deter-
mined by the economic requirements of the people,
though military and political needs have not been
ignored. The aims of the sponsors of railway develop-
ment in India were radically different. The Indian
railway system was planned and constructed to serve
primarily the military and political needs of a foreign
conqueror, who wanted to maintain the army of
occupation and maximise the efficiency of military
movements with a view to check “hostile attacks™
and guard against “the perpetual risk of such
hostility appearing in quarters where it is least
expected.” The correct view, therefore, seems to be
* Vide, Mehta, N. B. ; Indian Railways, p. 18,
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that, being an imperialist, Lord Dalhousie wanted to
perpetuate the British domination over India, both
political and economic ; and his railway policy was a
very shrewd and skilful move in that direction. In
the economic sphere, with pre-eminently British com-
mercial interests before him, he wanted to exploit
the numerous untapped resources of this vast couniry
so as to fortify British commercial supremacy. This
fact is self-evident from the various trunk lines out-
lined by Lord Dalhousie, joining the interior of each
province with the nearest major port.* This inference
is further strengthened by the high cost of construc-
tion of railway lines. The acquisition of political and
military advantages being the primary consideration
before the sponsors of railway development, the
Secretary of State thought that they were being
cheaply bought with all their cost, and all measures
of economy were thrown overboard lest the extension
should receive a setback. However, it is not intended
to convey that the railways have not conferred any
benefits on the Indian people. Far from it. Innumer-
able political and economic advantages have accrued
to the people from the network of railways, which
have linked together this vast country into one
homogenous unit. Indian industries, trade and com-
merce have received invaluable spur from these
efficient transport facilities. What is intended to
convey is that due to predominance of military and
political considerations and the interests of British
industrialists in the construction of railways, Indian

* The trunk lines proposed by him were, one from Calcutts Lo Lahore, anotbet
from Bombay to North India, thind from Bombay to Madras, snd the fourth from
Madras to Malabar Coast.

29



RAILWAY RATES POLICY

people have not been able to extract the utmost from
the iron-horse. The reasons ar eobvious. Main lines on
broad gauge, have linked the internal centres directly
with the nearest major port, without at the same time
linking the internal centres with each other on the
same gauge. The result is that railway rates fo and
from the ports are generally lower than those between
the internal centres. The break of gauge and the
transhipment cost raise railway rates still higher.
Individualistic policy of Indian railways adds to the
incidence of railway freight on internal traffic. To
this must be added the burden of excessive and
wasteful cost of construction. This feature of railway
rates policy will be discussed at a Iater stage ; for the
present it is sufficient to note that the fundamental
defects in construction have prevented the indigenous
trade and industries from taking full advantage of the
railway system due to their effects in rate-making
and that for proper utilisation of the railroad services
by the nationals the rates structure will have to be
reshaped to neutralise these drawbacks, however
formidable, and promote thereby the economic deve-
lopment of our country on the right lines,

Excessive and Wasteful Cost of Construction.—
Lord Dalhousie in consultation with the Board of
Contrcl decided to help the investment of British
capital, skill and enterprise in the construction of
Indian railways. It was decided to entrust the con-
struction to British private companies. On the neces-
sity of a guarantee there was considerable doubt, but
that also was accepted after some controversy and
delay. Under the arrangement, known as the
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guarantee system, the railway companies received
‘from the State a guarantee of five per cent. per
annum, for a period of ninety-nine years, upon the
capital expended by them on railroad umdertakings
and sanctioned by the Government. Of the surplus
over five per cent, if any, one-half was to be applied
in the first place towards the payment of interest on
debt and thereafter towards the extinetion of the debt
itself. Thereafter, it was to be utilised for the pay-
ment of an additional dividend over the guarantee as
an inducement for an active, energetic and economical
management of the affairs of the cormpany. If the net
receipts amounted to less than five per cent. the
deficit was to be made up from the revenues of the
Government of India.

The State guarantee of interest at the rate of five
per cent. on the capital expenditure, irrespective of
the nature and cost of construction, militated against
economical and efficient construction and management
of railroad enterprise in India* The investor being
assured of an annual return of 5 per cent. on his
capital investment did not care “ whether the funds
that he lent were thrown into the Hoogly or con-
verted into brick and mortar.” The lack of active
and energetic management led to extravagant con-
struction of railroads in India ; the cost of construction
was excessive. The guaranteed railways cost over
£17,000 a mile, excluding the cost of land which was

* Criticising the terms of the Contracts Willism Thornton said : * This ia the
Decemary pesult of the way in which they are drawn up that, a railway ha; been
oommenced on the understanding that a certsin guarantee would be given the
Government whatever the railway might cost, the Goves t is practically & d
&0 eobtinye the tee of interest upon the expenditure, Therefore, ofv oourse,
the undertakers cSthe railway, the Company, are deprived of one of the great induoe-
l:im:o:o ewm?y; tbcyknuwh':lliltw tievet blunders they make, those blonders

their getting current interest on theit expeaditure.” Parlis-
mentary Commuitioe, 10675, Piras, 1858 aod 1657,
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given free. Lord Mayo’s Government estimated that
they could build at the rate of 300 miles a year for
£12,000 a mile, Thus the cost of construction was
excessive, The actual cost of construction was in-
variably in excess of the original estimates.

Broad gauge (5”x6”) adopted on the Indian rail-
ways as a compromise of the popular English gauge,
looking to the economic conditions of India at that
time, was a costly luxury. The gauge adopted was
in fact broader than the English standard gauge.
This fact further strengthens the argument that
strategic congiderations dominated and determined
the construction of railroads in India, to the utfer
disregard of economic reqguirements of the people.
Double tracts were laid, the necessity of which did
not arise even after a generation.* The cost of con-
struction was further increased by frequent alterations
in routes. Consequently, the earnings of the ratlways,
which would have defrayed interest charges on
reasonable capital expenditure, fell short of the total
requirements and the deficit had to be made good
from the State revenues. Thus higher guarantee,
indifference of the railway companies and incom-
petence of the Government officers conspired to place
a very heavy burden upon the Indian tax-payer. The
total financial burden of the guarantee system was
about 14 million sterling.t This excessive cost of con-
struction is partly responsible for the peculiarities

* * The standard of construction was far higher than required for the conditions
of the country, or for the actual work which the railways were designed to perform.
Convenjences were provided which, while in themselves desirable, were unnecessary
for the nafe and efficient operation of the r-u*agi(;l and the experimental lines were

built with a double tract the necessity for which aot ariss & generation letter.”
Imperial Guxetteer, IIE, p. 387,

1 Calculnted from the Appendix to the Acworth Cooamittes Report.
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of the structure of railway rates in India, which has
prevented the people from making full use of the
railway system.

Railway Management Impervious ta Public Opinion.
Another important factor which explains the incon-
gruities of Indian railway rates policy is the
irresponsible attitude adopted by the railway ad-
ministrations in India. This antipathy towards public
opinion was due to the guarantee and the interference
of the Secretary of State on behalf of the railway
companies. The guarantee having removed all in-
centive to efficiency and economy, the Indian railways
right from their inception adopted rate structure
which repelled rather than attracted traffic. One of
the fundamental principles of rate making, as
explained in the preceeding section, is that no rate
should be so high as to restrict the flow of traffic and
that railway rates policy should be so framed as to
render maximum transport service consistent with
sound financial administration. Further, the Railway
manager should not merely maintain traffic but he
should definitely help the growth of traffic, The
managers of Indian railways have consistently ignored
all these salutary rules.* The railway rates charged
have been too high, and the railways have tried to
earn maximum profits with minimum traffic, as will
be shown presently.

Under the terms of the contracts with the railway
companies the Government of India had the right to

* Sir William Acworth has lnid down three important maxims of rate making.
" {1} Get traffic. The more traflic carried, the less it covts \o carrv. Therefore,
Birst and foremost, get traffic, (2) Charge no rate 30 high as to stop the traffic from

going; subject o (8) that nc rate shall be 50 low as not to cover the additional eut
jncurred

by the railway in dealing with the traffic to which the rate lies,"* The
Elements of Railway Economics. op
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control the rates and fares charged by them.* In the
initial stages it was difficult to fix proper rates due
to lack of reliable data ; the rates structure cannot be
built off hand; it grows. The rates in the initial
stages are essentially provisional ; in the light of expe-
rience and statistical data collected therefrom, these
are modified and errors of judgment corrected. But
the charge against the railway administration in India
is that the railway managers have failed to make full
use of statistical data and refused to profit by expe-
rience, in face of assured dividend under the guarantee
system. In the earlier stages of railroad develcpment
the railway authorities believed that the mainstay
of their income would be goods traffic. They were
extremely pessimistic about the passenger traffic and
hence neglected it. The Government of India rejected
the most valuable suggestion of Col. Pears to divide
the passenger fares into four classes. This is not all,
They paid undue attention to the facilities for the
first and second class passengers traffic and neglected
third class traffic. The third class fare was fairly high
with the result that only well-to-do classes could
afford to travel by rail. The railway fare was
curiously enough higher than that of the old transport
agencies like bullock carts. By bullock cart a person
could travel twice the distance for the same fare as
on the railway. The fares charged were prohibitive,

* ** And the said Railway Company shall be authorised and empowered to charge
Soch tolis for Lhe use of the said Faiiway o0 snall have besa approved oo ihe Fast
}Eggaw%iﬂmy;ﬁ‘ﬁ%uihﬁcﬁ C:pgll'ol:':; bccai:xeg lg‘r::gatbtagiimgi ,ghbrr.l;t Duruggﬁ‘;’:;ta?ﬁoﬁ:
shall, when such net receipts as sie hersafter mentioned shall in any vear have exceeded
ten per cent. upon outlay, be reduced io accordance with any requisition of the East

India Company in that behalf, but only with a view of limiting the said fares and tolls
w0 faz Lhat the net Teceipts shall uot exceed ten per cent, ::'nforenid."
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The condition of freight rates was similar. Railway
administrations, following the British practice, fixed
the rates at a fairly high level so as to be able to
earn profits immediately. They believed that there
was sufficient merchandise awaiting transport and all
that the railways were expected to do was to carry that
traffic. This was obviously a mistaken and rash policy,
for it was soon found that Indian frade and industries
could not at that price make proper use of the railroad
transport facilities. The result was that goods traffic,
like passengers, continued to flow to the old modes
of transport. The rates charged were so high that
the traffic could not bear.

The Government of India fortunately gave up its
laissez-faire attitude and thought henceforth of taking
scrupulous care of the lowest class of passengers and
fares, as a corrective to the faulty policy of railway
companies. The Government of India strongly cri-
ticised the policy of railway companies. * It does not
appear to us,” they said, * to be the interest of railway
companies to carry the maximum of passengers with
the maximum of profit, but on the contrary to get
the maximum profit with the minimum of passengers ;
thus it would be preferable to them to carry two
million passengers in a half year at three pies instead
of three million passengers at two pies.”” In fact, one
of the directors of the G. I. P. Railway had stated
unequivocally that “the object of the Company was
to secure the best dividends from a small traffic at
high rates” This was the general attitude of the
railway companies in matters of rate making. The
Secretary of State, unfortunately, did not accept this
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view. The maxima of rates, already high, were raised
still higher. The actual rates were enormously high
and were fixed without any regard to traffic condition.
No wonder that traffic declined and working expenses
rose congsequently.* Lord Mayo rightly argued that it
was a “blind policy to neglect the interests of the
masses ; it was not by raising, but by lowering the cost
of transport that we must hope to develop the enormous
revenue that we are now only touching from this
source.” But the Government of India could not
regulate the policy of the railway companies due to
the conservative atfitude taken up by the Secretary
of State.

The opening of Rajputana Malwa State Railway led
to important changes in the rates policy pursued by
the different railway sysiems. Competition between
railway Companies brought in its train improved
facilities and reduced rates to wusers of railroad
services. The unqualified monopoly which the railway
companies had hitherto enjoyed was tempered to a
certain extent. The Secretary of State, fortunately,
supported this new development in our railroad
organisation and working because it helped to reduce
the rates, which were characterised by the public as
excessive and obstructed the growth of traffic. He
favoured free competition between the railways,
subject to Government conirol in extreme cases where
the companies might charge unprofitable rates. He
said, “I am disposed to think that the interests, both
of railways and trade generally, will be better served

® “ The high amount of working and maintenance expenses on certain lines

seem to imply either an absence of strict economy or imperfect construction in the
first instance.” Report ou Railways in Indis, 1870-T1.
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by accepting the legitimate consequences of competi-
tion, regulated as it necessarily will be, by the desire
to apply skill and economy to the work of manage-
ment* This was a very reasonable attitude to adopt.

Notwithstanding the inception of competition as
an element in rate making in India, the general level
of rates continued to be fairly high. The reduction in
rates were confined only to a certain amount of
competitive traffic. Mr, Robertson’s Report on the
administration and working of Indian Railways, 1903,
contains an instructive comparative study of the
railway rates policy. He found that the actual rates
charged by the Indian railways were lower than those
in England. But after taking into account differences
in the economic conditions in the two countries, he
held that before rates in India could be regarded as
equal to those in England ; the rates should be reduced
from thirty to sixty per cent. He found that rates in
India were too high for the development of traffic,
Mr. Priestley came fo a similar finding. He found that
the rates policy of Indian railways was based on the
principle of making high profits on a smaller volume
of traffic;t This situation continued till the outbreak
of the Great War. The rates were further raised
during and after the watr and there has been no
general lowering of rates since then, All suggestions
for reduction of rates have been summarily rejected
by the individual administrations and the Railway
Board as unpracticable, Thus right from the incep-
tion of railways in India the rates policy has been

* Vide, Railway Despatch No. 132, dated 19-10-1882.

t * The Amwerican railwayy maketheirineomeby-m:llpmﬂtperunitandln'a
wolame, whﬂe Indian nilw-y- make their income by larger profita per unit and nna!]cr
volume....., Report on OrlmiuﬂonandWotki‘;qoiRaﬂnninAmm
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guided by the belief that financial solvency of railways
can be maintained only by raising rates. From the
preceding discussion it will be seen that this is a
short-sighted policy and in the long run detrimental
to the interests of railways themselves. Not only
should in no case a railway charge be so high as to
restriet the flow of traffie, but the rates should be low
enough to encourage the growth of traffic. The finan-
cial success of a railroad depends upon a rate structure
which helps the carriage of maximum traffic, each unit
paying at least its marginal cost. Such a broad-based
rate structure requires maximum efficiency and
economy in the working of railways. Thus Indian
railway rates policy has been essentially short-sighted,
rigid and impervious to public opinion.

Railroad Classification of Goods.—The classification
of goods is an important preliminary stage in the
determination of a right rate. “The railway classifica-
tion of goods is the foundation on which the edifice of
railway rates is built up; it is the frame work to which
the traffic or schedules of the rates are attached* A
proper railway rates policy must, as stated in the
preceding section, carefully consider the cost and
value of service and incorporate them in right propor-
tion in the rate structure. The railroad classification
groups the articles into certain classes on the basis of
cost and value of service. The method of grouping
commodities into classes is a growing process ; it cannot
be made off hand. .

Railroad classification and freight tariffs are distinct
and independent. The freight tariff specifies rates per

* Acworth, Elements of Railway Economica, p. 125.
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maund or ton for a number of different classes of
commodities, without mentioning their names.
Classification supplements the freight tariff in the
determination of proper rates. Tariff are issued by
each railway and framed independently to be enforced
on its own system. Classification, on the other hand,
is determined by mutual consultation amongst all the
railways, subject fo certain exceptions. Classification,
therefore, secures considerable uniformity in the
practice of rate making, permitting at the same time
fair scope to individual railway administrations for
necessary adjustments, determined by the Iocal
requirements,

In the early pericd of railroad development in India,
the railway companies followed their own independent
practices of rate making, without any common under-
standing as regards the general classification of goods.
These practices were encouraged by the laissez faire
attitude taken up by the State. In the absence of
State regulation, the railway companies imposed heavy
freight rates and tried to earn high profits with the
minimum volume of traffic. The result was that only
high class traffic could take advantage of railroad
transport facilities, while the low-grade merchandise
had to be satisfied with the old and inefficient modes
of conveyance.* The State could not long remain
indifferent to the situation created by the railway
companies and their extortionate charges. Public
interests had to be protected. .
reviskon o7 Uhe-ratca b toce ec o the forme et e e o
bt g T o e B ool DA
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It bhas already been stated in the preceeding section
that the Secretary of State for India possessed the
right to regulate rates and fares charged by the railway
companies in the interests of the public, consistent
with the financial solvency of the railroad industry.
The Government Director of Railways proposed that
the Government instead of fixing the actual rates and
fares to be charged, should approve of a scale of
maximum rates, leaving it to the company’s officers
in communication with the Consulting Engineer of
the Government, to impose such rates from time to
time, within the prescribed limif, as may be found
conducive to the interests of the undertakings. The
State regulation of rates policy on these lines was
expected to protect public interests and at the same
time secure full scope for the efficient working of rail-
ways. Traffic had to be developed and the working
expenses of railways reduced so as to secure both
efficiency and sufficiency of railroad services. The
Secretary of State approved of the suggestion and
instructed the Provinecial Government in 1868 to fix
the maxima rates for different railways. At the same
time the Government of India was asked not to
interfere with the rates policy of the railway compa-
nies, except for the lowest class of passengers, food-
grains and coal. This was a very useful step in the
right direction, With the fixation of maxima rates
and fares for the railways it was expected that the
companies would be able to earn maximum profits net
from a minimum but maximum of traffic,

The Government of India and Provincial Govern-
ments soon discovered that the fixation of maxima

40



RAILWAY RATES POLICY

could not adequately protect the interests of the public.
Besides, the regulation was too general to secure much-
needed uniformity in the practice of rate making.
There were wide disparities in rates and fares charged
by the different railway companies. This lack of uni-
formity was detrimental to the interests of trade and
industries. The regulation merely specified the classes
and the maximum rates for each class, without classi-
fying the commodities into different classes and
restricting the transfer of goods from one class to
another. In practice, therefore, the railway companies
were perfectly free to classify the articles into
different classes and transfer them to suit their
convenience.

In view of the 'foregoing defects, the Government of
India laid down the following schedule of maxima
and minima rates in 1887:—

Class Pies per maund per mile,
Maxima . Minima

First .. 13 .. 1/3
Second ..o 172 .. 172
Third .. 273 .. 2/3
Fourth .. 5/6 .. 5/6
Fifth .. 1 oo 1
Special Class .. 1/3 1710

To the special class belonged food—grams coal and
other low-priced articles. It will be seen that the
maximum and minimum rates, except for the special
class, were the same, with the result that the railway
companies had no discretion left to vary the rates.
Alterations could be made only by varying the classi-
fication, which was most undesirable to do. Therefore
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the Government of India revised the schedule in 1891
and fixed separate maxima and minima for each class,
as follows:—

Class Pies per mound per mile.
Maxima . Minima
First .. 173 : .. 1/8
Second 1/2 . o 1/6
Third .. 2/3 . .. 1/6
Fourth .. 5/6 . .. 176
Fifth o1 .. 176
Special . 173 ) 1/10

No alterations in the classification could be made
without the sanction of Government. Thus the new
schedule secured some uniformity in classification of
goods and at the same time permitted full latitude to
railway companies for making necessary adjustments
in their rate structure in keeping with their economie
requirements. But it should be noted that this
schedule also failed to secure sufficient uniformity
in rate making and wide diversity in the bases
of charge on different railway systems continued,
This diversity placed heavy burden upon long distance
traffic in particular. In the meantime the Railway
Conference Association® had tried to evolve a scheme
for securing greater uniformity in classification and
simplification of tariff schedules, which was sanctioned
by the Railway Board in 1915.

The classification of goods was further revised in
1922, The Acworth Committee had recommended a
general and substantial increase in rates. The Govern-
ment of India felt that efficient and reliable service,

though at a slightly higher cost, was preferable to a
* Srinivasan, K. C.: Railway Frelght Rates, pp. 153-61.
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service which could not stand the pressure of increased
demand. The railway companies also offered certain
proposals: (1) to adopt telescopic scales for all classes
with maxima varying with distance and to increase
the number of the classes; (2) to retain the existing
number of classes and increase their maxima ; (3) to
increase the number of classes and raise the maxima.
The commercial community was against any sort of
increase in rates. The Government of India introduced
the following classification in 1922 :—

Class Pies per maund per mile
Maximum Minimum

First .. 0.38 .. 0.100
Second . 0.42 . »
Third .. 0.58 .. 0.166
Fourth .. 0.62 ’
Fifth .. 0.7 "
Sixth .. 0.83

n

Seventh .. 0.96
Eighth .. 1.04
Ninth .. 1.25
Tenth .. 1.87 ’e »
Under the new classification, the first four classes were
split up into eight classes, making thereby a total of
ten. The increase in rates varied from 15 to 25 per
cent, The minima, however, remained untouched.
This change accorded a very wide latitude to the
railway companies to vary their rates which could in
the case of competitive traffic be lowered considerably.
The classification of goods was further revised in
May 1936 and the number of classes increased from ten

”
”
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to sixteen. The revised classification with maxima and
minima rates in force is as follows:—

Class Pie per md. per mile Class Pie per md. per mile

Maxima Minima Maxima Minima
1 0.38 06.10 4-B 0.72 0.166
2 0.42 0.10 5 0.7 ”
2-A . 0.46 0.10 6 0.83 ”
2-B 0.50 0.10 6-A 0.89 »
2-C 0.54 0.10 7 0.96 ”
3 0.58 0.166 3 1.04 »
4 0.62 0.166 9 1.25 "
4.A . 0.67 0.166 10 1.87

”

Larger number of classes will enable better adjust-
ment of rates to cost and value of service. But larger
number of classes in themselves will not be able to
render any material assistance to trade and industries
unless the railway authorities either lower the rates
or increase the efficiency of the railroad equipment.
From the revised classification it appears that the rail-
ways are more anxious to raise the level of charges
because in the case of new classes interpolated by the
revision maxima have been raised. This increase
comes as a surprise when we recall that the revised
classification of 1922 had already effected substantial
general increase in rafes to cope with the abnormal
post-war economic conditions. Abnormal rise in prices,
radically expanding trade industries and rehabilitation
of railroad equipment warranted higher rate of
structure. The revised classification of 1936, in view of
the comparatively marked decline in price level, ought
to have lowered the maxima particularly of the lower
classes. If about 80 per cent. of the revenue from
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goods traffic is obtained from rates below the authoris-
ed maxima there was no need for raising the maxima.
In face of repeated increases of authorised maxima, the
plea that large volume of traffic is carried at rates
lower than the maxima is shorn of its significance,
The railways ought to have seriously and sincerely
tried to reduce their working expenses ags an effective
cure of the ills they are suffering from. The Public
Accounts Committee in its Report for the year 1935-36
strongly criticised the laxity shown by the railways in
regulating their expenses. The Railway Board could
at best show administrative economies of a minor
order. The Committee rightly remarked that in these
measures of economy there is “no assurance of a
return to solvency in a measurable period, much less
for any surplus for amortisation of debt or contribu-
tion to general revenues. We are most reluctant to
accept the Railway Board's estimate of possible further
economies and we think that the search for them must
be relentlessly pursued.”* Sir Otto Niemeyer also
strongly disapproved of the working of the Indian rail-
ways. He said, “ the position of the Railways is frank-
ly disquieting. It is not enough to contemplate that in
five years’ time the railways may merely cease to be in
deficit. Such a result would also tend to prejudice or
delay the relief which the Provinces are entitled. to
expect. I believe that both the early establishment of
co-ordination between the various modes of transport
and the thorough-going overhaul of railway expendi-
ture in itself are vital elements in the whole financial
problem.”f In September 1936, the Public Accounts

* Wedgwood Committee Report, Para, 125,
1 Vide, Report, p. 6.
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Committee once again emphasised the need of over-
hauling the financial working of the railways. The
Committee held: *“ Even after allowing for a continuous,
if moderate, {rade improvement, for all probable debt
conversions and for the effect of revised pay scales for
new entrants, we cannot see how at the end of three
years from now, the Railways can be less than seven
or eight crores short of full commercial solvency. There
would, moreover, still he a substantial deficit if we
regard it as legitimate to go on making no provision
from revenue for writing down capital. This is an
alarming prospect and in our view things cannot he
left where they now are. We would urge, therefore,
that the Government of India should immediately
obtain the services of an acknowledged expert in
railway managemenf to conduct an examination of
the whole field and recommend steps which will secure
definite (i.e. other than mere hopes of increased
revenue due to improving trade) improvements in
railway finances to the extent of something like Rs. 3
crores a year immediately and ultimately of such
magnitude as is required to maintain full sclvency on
a strict accounting basis. And to avoid misconception
we add that the terms of reference should exclude the
possibility of securing this end by a mere transfer of
liabilities to general revenues* Thus the experts
were agreed that the expenditure of Indian railways
needed complete overhauling with a view to effect
_substantial economy in costs and increase the efficiency
of services. Such economies could only be effected by
a radical reconstruction of the working and manage-

ment of Indian railways and their rate structures.
* Vide Report, Para 0.
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Neither the Indian railways nor the Railway Board
were prepared to face the situation with courage and
enlightened self-interest ; they lack foresight and judg-
ment. The besetting sin of railroad management in
India has been a lack of sufficient courage, foresight and
judgment. They have never tried to create or attract
traffic and economise on right lines. Insiead of over-
hauling the whole system of working and management
of railways and their rate structures, the authorities,
in their characteristic conservatism, have been tinker-
ing with the problem by making a few minor econo-
mies and adding to their receipts by raising rates,

Recently the Government of India have further
raised rates and fares. With effect from 1st March,
1940 rates have been raised by two annas in a rupee
on all consignments of goods traffic, excluding coal,
coke, patent fuel, military traffic, railway materials
and stores on revenue account, food grains, fodder and
manure. Similarly, freight on consignments of coach-
ing traffic other than passenger is raised by two annas
in a rupee. Fares for all passenger traffic, except fares
not exceeding one rupee, are raised by one anna per
rupee. The surcharge on coal, coke and patent fuel
is increased from 12} per cent. with a maximum of
Re. 1|- per ton to 15 per cent. without a maximum.
This general increase is expected to help the general
finances of the State and give relief to the tax-payers.
The practice of taxing railroad traffic to relieve the
general taxpayer is uneconomic and essentially short-
sighted. Besides, it will help to shield railroad in
efficiency and leave no incentive for economy. There
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is need for a radical reconstruction of railroad finances
and practices of rate-making in the interest of the
community.

Machinery for the Control of Railway Policy.—It
has already been shown that under the terms of the
contracts with the railway companies the Secretary of
State for India had the right to regulate the rates and
fares charged by the different railways. The state
control over the rates policy of the guaranteed com-
panies was exercised by the Government Consulting
Engineer of Guaranteed Railways. Some years later
the Government of India thought of decentralising
railway control and appointed several consulting
Engineers to supervise and control the working of
different railway systems, In 1874 the system was
changed and a Director-General of Railways was
appointed with power to control both the Company
and State lines. In 1877 a further change was made
and instead of one Director-General of Railways, the
whole railroad system was divided into three divisions
and each territorial division was placed under the
charge of a Director. In addition, a post of Director
of State Railways Stores was created. The new system,
however, did not work satisfactorily. Therefore in
1880 the posts of two divisional directors were abolished
and their work entrusted to the Consulting Engineers
of guaranteed railway companies. The power of for-
mulating railway policy once again got vested in the
hands of a single individual, the Director-General of
Railways, with the Director of Stores and Consulting
Engineer as advisers. A new post of the Director of
traffic was created, and he was expected to advise the
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Director-General of Railways on traffic problems,

In 1897 some important changes were introduced.
The post of Director-General of Railways was abolished
and instead the post of a Secretary to the Government
of India in the Public Works Department was created.
The accounts were to be supervised by the Accountant-
General, whao was also an egt-ofﬁcio Deputy Secretary
to the Government of India. This new railway autho-
rity “ combined the advantages of general supervision
with intimate local knowledge.”*

Mr, Thomas Robertson after his very careful study
of the railway system in India came to the conclusion
that the system of railroad control was faulty, which
hampered development and retarded progress. He,
therefore, recommended that the administration of
railways in India should be entrusted to a small Board
of specially qualified railway men, who, free from
unnecessary trammels, should be allowed to conduct
the railways on purely commercial principles. He
suggested that the Board should consist of a President
or Chief Commissioner who should have a thorough
practical knowledge of railway working and be a
member of the Viceroy’s Council for railway matters,
and two other Commissioners who should be men of
high railway standing with training similar to that
of the President.

Railway Board.—Mr. Robertson’s recommendations
were partly accepted. Early in 1905, therefore, the
Railway Branch of the Public Works Department of
the Government of India was abolished and the
control of Indian railways was transferred to the
Railway Board consisting of a Chairman and two

* Vide, N. B. Mehta, p. 48,
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members* The powers of the Board, however, were
strictly limited. The Government of India retained
the right to decide the questions of railway policy
and programme and the Board had merely to super-
vise the administrative details. The Board was placed
under and made subordinate to the Government of
India in the Department of Commerce.

Constant interference of the Commerce Department
of the Government of India considerably impaired
the efficiency of the Railway Board. The Board was
constituted with the object of condueting railway
administration at the highest pitch of efficiency, free
from needless trammels. Lord Curzon had rightly
said “the central idea of 2 Railway Board was that
there should be a body of practical businessmen
entrusted with full authority to manage the railways
of India on commercial principles, and freed from aill
non-essential restrictions or needlessly inelastic rules.”
But this hope was not realised, due to multifarious
duties entrusted to the Board and needless interfe-
rence even in matters of detail from the Secretary
of State and the Commerce Department. The Board
was called upon to undertake extensive and varied
work with the result that members of the Board
wasted their time and energy in looking after the
routine details of railroad administration. The Board
was made responsible for the detailed control and
management of state railways, represented the
Government of India as owner of company, managed
railways, exercised the powers of the Governor-
tarics, one Tegatons: one Dibectos of Baimes Creaiy o oo foder Sccre,

Accounts. In the followi ear three Assistant i i
of two Deputy Eienret,m‘ie-n.u ¥ Secsetasios wete provided

50



RAILWAY RATES POLICY

General-in-Council under the Railway Act of 1830 and
advised the Government in matters of the general
railway policy. The Board, of three members, which
transacted such an extensive and varied business
naturally failed to give the bold lead in matters of
railway policy expected of them. The short-sighted
policy which Indian railways had followed right from
their inceptionhad to be discarded and a spirited lead
particularly in matters of rates was necessary. In
view of the multifarious functions entrusted to it, the
Board became a slow* and impersonal machine with
no eyes and ears for public needs and grievances.¥

" The Mackay Committee recommended certain im-
portant changes in the constitution of the Railway
Board in order to improve its efficiency and utility. The
Government of India accepted the recommendations
and modified the constitution of the Board. The
appointment of the Chairman of the Railway Board
was changed into that of the President of the Railway
Board and his powers were increased, The President
of the Board was given direct access to the Viceroy,
as if he were Secretary to the Government of India.
The Board became the Railway Department, distinct
from, and independent of, the Department of Com-
merce and Industry. But the Railway Department
* The policy of milread construction formulated by the Government was faul
e R o
dency, the Board during its tenure succeeded fn opening only about 538 miles, of

‘which 200 miles ware slready in the course of construction when it was formed, and

142 miles were constructed
143 miles wen ustructed by other agencies, Acworth Committee, Vol. IV, State.

+ WeTare told that letters were Jeft unanswered, that decisi were
indefinitely, that when charges against the companies were miade, t?:?Board rd:};;':‘&
them to companies themselves and then washed their hands of the matter, that

plications to the Board f j
:gdaohad ow mlggdrwofgﬂmhndbmmvﬂlmbefruue-

Report of the Acworth Committee, Vol . I, Para 110
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had no independent representation in the Execulive
Council of the Governor-General and continued to be
under the administrative charge of the Commerce
Member who also represented the Railway Depart-
ment as the Railway Member. It is significant to
note that the Government of India had not recog-
nised the need of separate representation to the
Railway Department in the Executive Council. The
lack of independent representation impaired the
efficiency of the Railway Department* The slow
construction of railway lines during that period was
partly due to this defect. The Commerce Member
could not pay adequate attention to the Railway
Department ; his knowledge of railway problems was
second-hand and incomplete. He was a mere titular
head of the Railway Department. No wonder that
he did not plead the cause of the Railway Department
in the Executive Council as strongly as he did of the
Commerce Department of which he was the real head
and took personal interest. The Acworth Committee
aptly remarks: “It would be in accordance with
human nature if he supported a policy not his own
less resolutely than a policy of the side of the office
of which he is the real and not merely the titular
head ; and if, when the Railway Board’s proposals met
with serious opposition at the Council, he attached
moere weight to the arguments of colleagues, with
whom he is in constant and intimate relations, than
to those of a Board which brings before him, not their

* “The representation of such important interests in the Executive Council
by 2 man who was incidenlally interested in the railways and who could give the subject

no mote than a modicum of his time and attention, did not and could not conduce to

the ;luccessrul administration of the Department.” Dr. Mebta, N, B.: Indian Railways.
p. 5.

t Acworth Commitiee Heport, Fars. 31,
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everyday work, but only such portions of it as are
important and likely to be contentious. The Railway
Board is in effect in the position of a step child, and,
like most step children, tends to be less well treated
than the other children of the family.”*

To remedy the glaring defects ocutlined in the pre-
ceding paragraph, the Acworth Committee suggested
that there should he a Member of the Executive
Council in constant touch with the railway affairs. “We
are convinced,” they remarked, “that the Indian
railways will never be able to give a satisfactory
account of themselves, to earn the revenue which they
should earn, and to render to the public the service
which they ought to render, until they are represented
in the Viceroy’s Council by a Member who is fully
in touch with their daily work.”t They recommended,
therefore, that there should be a Member of Council
in charge of Communications, whose portfolio should
comprife Railways, Ports, Inland Navigation, Road
Transport and Posts and Telegraphs.i The member
in charge of communications should be the Chairman
of the Indian Railway Commission, composed of a
Chief Commissioner, a Financial Commissioner and
three territorial Railway Commissioners.] The Chief,
Commissioner would be responsible for deciding
technical problems and for advising the Member of
Council for Communications on matters of railway
policy. This vesting of responsibility in one man
was expected to promote initiative, prompt decision

* Repott, Parn, 05.
? Ibid. Pars. 05,

t Ihid. Fare. 97,

% Ibid. Pams. 111,
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and a bold and continuous railway policy.* The
Divisional Commissioners were to study the transport
requirements of the areas under their control, esta-
blish intimate contacts with the commercial com-
munity and create thereby public confidence in the
Railway Board. This change was expected to increase
the efficiency of the transport services and promote
an all round development of transportation system
of the country in keeping with the public requirements,

The Government of India accepted half-heartedly
some of the recommmendations of the Acworth Com-
mittee and modified the constitution of the Railway
Board accordingly. In 1922 the Chief Commissioner
was appointed. He was made solely responsible for
arriving at decisions on technical questions and for
advising the Government of India on matters of
railway policy. This was a very important and useful
change. In 1923 the Financial Commissioner was
appointed, as recommended by the Acworth Com-
mittee. The Railway Board, thus reorganised, con-
sisted of the Chief Commissioner as President, the
Financial Commissioner and two other Members.
The Chief Commissioner was also Secretary to the
Government of India in the Railway Department.
The Financial Commissioner was to deal with all
financial questions. Of the two other Members, one
was in charge of technical subjects and the other
of traffic and general subjects. Thus, the territorial
basis suggested by the Acworth Committee was
ignored and only two, instead of three, Members were
appointed. The Members of the Board were given

* " The present orgunisation, under which the members have practically egual

voling powers nnd oajbilities, inevihbl teads to lack of initia inck
weness, and lack of & Eennite policy,'’ ;ﬂh Conun::tee port?;’gn:.c g decisls
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adequate assistance so that they might be able to
devote their attention to larger quesions of railway
policy and keep closer contact with the railway
administrations and commercial bodies by frequent
and extensive tours. The separation of routine
official work from general and broad questions of
policy was a decided advance in the direction of
increased efficiency of the Railway Board and the
railroad system it was expected fo supervise, The
Acworth Committee had criticised the constitution
and working of the Railway Board in very strong

terms. They said: “It seems to us that, in conse-
quence of the regulations under which the Railway
Board act, they spend a large part of their time, on
the one hand, in doing the work of their subordinates,
which these subordinates cught to do for themselves;
and on the other hand, in obtaining from their
superiors permission to do the things which they are
fully competent and ought to be permitted to do
themselves,”* They further added: “ Complaint was
made to us in different parts of India that the Mem-
bers of Railway Board seldom or never visited them.,
In Delhi we were told that, if a Member of the Board
absented himself for a fortnight, the accumulation of
papers would be so great that it would be almost
impossible for him ever to overtake them. And we
fully believe it. There is laid upon their shoulders
a burden of routine work which is more than three
men can cope with. The proper function of the
Railway Board is not to carry out routine duties, but
to shape policy, to watch, to think, and to plan.t

* Thid. Para. 109,
+ Ibid. Para 110,

b5



RAILWAY RATES POLICY

The reorganised Railway Board consisted of the
Chief Commissioner, Financial Commissioner, Tech-
nical Member and General Member. The Financial
Commissioner was assisted by a Director of Finance,
a Deputy Director of Finance, and an Assistant
Director of Finance., The General Member was assis-
ted by a Director of Establishment, a Director of Traffic,
a Deputy Director of Statistics, and an Assistant
Director of Statistics. The Technical Member had as
his assistants a Director of Mechanical Engineering,
a Director of Civil Engineering, a Deputy Director of
Stores, a Deputy Director of Programme, and a
Technical Officer. To these must be added the
Secretary, Deputy Secretary and Chief Superintendent,

The suggestion of the Acworth Committee that
there should he a separate Member of the Executive
Council in charge of the Communications was also
brushed aside by the Government of India and the
Rajlway Board was kept under the Commerce
Member, known as the Member for Commerce and
Railways. This was the most serious drawback of
the scheme of reorganisation.

In 1931-32 the Railway Board was again reorganised
as a measure of economy in view of rapid decline
in railroad traffic and receipts. Some superior posts
were held in abeyance. To this class belonged the
posts of Traffic Member, Engineering Member, Direc-
tor for Civil Engineering, Director for Mechanical
Engineering, Assistant Director of TFinance and
Deputy Secretary. An additional temporary post of
Deputy Director of Traffic was created during the
abeyance of the post of Traffic Member. The reorga-
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nised Board consisted of the Chief Commissioner, the
Financial Commissioner and one Member, assisted by
three Directors, six Deputy Directors and a Secretary.
Under the new arrangement the Chief Commissioner
had taken over the duties of the Engineering Member.
But it was soon found that the Chief Commissioner
could not devote the time that was necessary for the
prompt disposal of civil engineering business, and
therefore, to prevent causing serious delay in the work
and consequent inconvenience to the parties affected
thereby it was decided to revive the post of Director
of Civil Engineering from November 1932 and instead
to keep in abeyance the post of Deputy Director for
Civil Engineering. It was also decided in October
1932 to convert the post of Chief Superintendent to
that of Assistant Secretary. The post of Technical
Officer was abolished in 1930 and a Central Standard’s
Office for Railways was established. Thus by the end
of 1932 the superior staff of the Railway Board con-
sisted of the Chief Commissioner, the Financial Com-
missioner, one Member, four Directors, five Deputy
Directors, one Secretary, and one Assistant Secretary.*

The post of Director of Mechanical Engineering was
revived in April 1935, The post of Traffic Member
was revived in October 1936, The work done by the
Central Standard’s Office for Railways, established
as an experimental measure for a period of five years,
was found satisfactory and hence it was ‘made
permanent in 1935.%

" Ve T b R Doned oIt B, 1005,

* Ibid. 193097, Vol. I, Appendix C, P. 182,

37



RAILWAY RATES POLICY

Railway Rates Advisory Commitiee.—It has already
been shown that state supervision and contrel of
Railway rates policy is inherent in the very nature
of railroad enterprise. The railroad administration,
being a quasi-monopolist, is apt to charge a rate high
enough to appropriate for itself the entire place
utilities created by the transport service. This is
especially true of commeodities having inelastic
demand. The railroads, permitted to pursue an un-
diluted commercial policy, without any sort of state
regulation, are apt to impose an extremely heavy tax
upon the community. To remove this impediment to
social progress, and to give full scope for the normal
development of economic and social activities, the
State, in almost all advanced countries, has been
vested with the power to exercise effective control
over the railroad administration and their policy of
charging rates to the public for the services rendered
by them. Indian railways are not an. exception to
this general rule, as has been shown in the preceding
section. The State in India, as elsewhere, has exercised
control over the rates policy, but with varying degrees
of success.

In India, as in England and America, the early
construction and development of railways has been
associated with private capital and enterprise. But
one important difference in the analogy is that
whereas in England and America private capital and
enterprise shouldered all risks incidental to such a
vast commercial enterprise, in India the State
guaranteed a safe and high return on the capital
invested by the railway companies and in addition

58



RAILWAY RATES POLICY

undertook to bear the losses incurred in working the
lines. And yet the Government of India, as shown
above, failed to safeguard adequately the interests
of the publicc. The Indian Industrial Commission,
which was appointed by the Government of India
in 1916 to examine and report upon the possibilities
of further industrial development in India, received
substantial evidence to the effect that the Indian
railway policy failed to foster the economic develop-
ment of the country. Inadequate Government control
over the rates policy and the lack of proper authority
to redress the grievances of the public, especially the
commercial community, was definitely emphasised.
The Commission also found that there was unhealthy
rivalry between the various transport agencies which
retarded the industrial development of our country.*

The Acworth Committee was set up in 1920 to
report inter alia “ whether the present system of
control by the Government of rates and fares and the
machinery for deciding disputes between railways
and traders are satisfactory, and if not, to advise what
modifications are desirable.” The Committee found
that in fixing rates and fares the railway companies
were allowed a large measure of freedom. The fixing
of maxima and minima rates for each class, usually
in the relation of about three to one, did not protect
the traders against undue preference. The enforce-
ment of the remedy under the Railway Act was so
cumbrous and inapt that no court had ever sat. A
cheap and expeditious tribunal was needed to remedy
the defects in railway policy. The Committee, there-
fore, unanimously recommended the establishment of

* Vide, Report of the Indian Industrial Commnission, Paras, I70-79.
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a Rates Tribunal, similar to that of the English Rates
Tribunal, consisting of an experienced lawyer as
Chairman and two lay members, one representing the
railways and the other commercial interests, with
power, in any case deemed of sufficient importance, to
add two additional members, one on each side.*
The need for the establishment of an impartial and
expert body, simple in procedure and efficient in
working, to investigate the alleged grievances of the
traders against the Indian railway authorities im-
pervious to public opinion, could hardly be exagge-
rated. There was complete unanimity in the public
opinion so far. But on the question as to what should
be the power and function of the Indian Rates Tribunal
the expert opinion was, and is even now, divided.
The Inter-State Commerce Commission of the United
States and the Rates Tribunal of Great Britain are
invested which decisive and mandatory power, and
therefore, the Acworth Committee recommended a
Rate Tribunal for India based on the English model.}
This proposal, however, did not find favour in certain
quarters. The critics argued that the Committee
overlooked the peculiarities of the countries and their
railway systems. In India, where nationalisation of
railways has been accepted both in principle and
practice, and the state has fostered the development
of railways by guarantee and subsidy, it is doubtful
as to whether the State would allow an independent
authority to dictate the rates policy. The Indian tax-
payer has great interest in the working of Indian rail-
ways not merely because they are important public

* Vide, Report of the Acworth Committee, Para, 136.
t Ibid.
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utilities providing an essential service, but the public
has shouldered the burden of heavy financial losses
which the extravagant construction and working of
railways entailed in the past century. A powerful
tribunal on the English or American model can
work with success in a country where the risks
of railway construction and working have been
undertaken by private corporation and where the
State has no stake. But in India such a tribunal
is neither desirable nor practicable. With enor-
mous financial stake in the railways, the State
cannot view with equanimity the possible deci-
sion of a Mandatory Tribunal to pursue a course
of action which may thwart its purpose or may not
inconceivably endanger its financial equilibrium. The
Acworth Committee seems to have ignored the pos-
sibility of friction between the State and the Manda-
tory Tribunal.*

It is difficult to agree with these arguments. It
makes no difference as to who is the financing
authority of the railway system. We have already
stated that the railways are entitled to fair returns,
consistent with efficient and economic operation, as a
commercial enterprise, irrespective of the character
of financing authority. The State as a financing
authority has no special claim. Per contra, on the
accepted principles of commercial practice, a certain
portion of capital investment which was due to
wasteful methods of construction should, after an
expert enquiry, be written off. It is undesirable that
the public using transport service be made to bear
the burden of uneconomic costs of construction and

* Vide, Mchis, N. B.: Indian Railways, p. 172,
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heavy guarantee, The taxpayers, who have barne
this burden, willingly or unwillingly, have no right
to claim relief. Needless and extravagant expenditure
cannot be rewarded ; nor can an inefficient and waste-
ful management. A railroad administration is entitled
10 a return just sufficient to attract necessary invest-
ment under honest, efficient and economical manage-
ment. Besides, the nature of railroad industiry, as
stated above, is such that the railway authorities can
impose a tax upon the public using railway services,
directly and indirectly, in the form of higher rates
and disguise thereby their inefficiency and lack of
business foresight. Where the State itself has a direct
financial stake in the railroad industry, as in India,
there is a greater need for an impartial, experg
and judicial authority to determine the reasonableness
of rates charged, because in this case the railway
authorities are more susceptible to abuse their power
with the direct support or connivance of the govern-
ment. Inefficiency in railroad industry must be
definitely and scrupulously guarded against.

The Government of India, however, was not pre-
pared to go far enough and yet it could not totally
ignore the insistent public demand* for an impartial
and expert body to adjudicate between the railway
authorities and the business community, which had
also received adequate support from the disinterested
expertsi on railway problems. The railway companies
o SIS s S s Doy S Bkt
in the Legislative Asserably to set up & Committee with exteasive powers to carry
on thorough investigation in rre:npect of complaints lodged by the ublr::oqgaimt unfair

treatment at the hands of the rallways and record their findings which the Government
should normally accept

1 Experts like Denvers, Randel, Robertson, the Acworth Commit the Fiscal
Commission, ctc., bad supported the claim for a Rates Tribunal, e
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had also agreed* Therefore they effected a compro-
mise and appointed an advisory Committee, known as
the Railway Rates Advisory Committee, as an experi-
mental measure. The powers and functions of the
Committee are strictly limited.

Constitution of the Railway Rates Advisory Com-
mittee.~The constitution of the Committee is based on
some of the recommendations of the Acworth
Committee. Up to 1932 the Committee consisted of a
lawyer president, a railway member, and a commer-
cigl member selected for individual inquiries from
panels elected or nominated by the principal com-
mercial bodies. The President of the Committee was
a whole time officer, possessing a good grasp of legal
knowledge and business experience. In 1932, as a
result of the recommendations of the Retrenchment
Sub-Committee, the composition of the Rates Advisory
Committee was revised. The services of a retired High
Court judge on a salary of Rs. 2,000/~ per mensem (in
addition to his pension) were secured for the Presi-
dent’s post. The pay of the former President was
Rs. 4,000/- per mensem. Secondly, a Senior Scale
officer of the Commercial Department of a railway
with experience and knowledge of rates work was
appointed as Railway Member and Secretary of the
Committee, his remuneration being his substantive
pay plus a Special pay of Rs. 300|- per mensem. Un-
der the previous arrangement, the pay of the Railway

» . .. N
e T 10 1 e s b e R Aoy sl I hat

' gnder the English Ministry of Transport Act, 1919, and sccepted as gatisfactory both

y the railway companics and b §
England.”  Paim, Ias? y representative organisayons of the traders in
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Member was Rs. 3,000)- per mensem and the post of
Secretary was held by another officer in the Senior
Scale. The Commercial Member of the Committee is
paid at the rate of Rs. 80|- for each day he is present
at a meeting of the Committee and a travelling allow-
ance of Rs. 20)- per day. This is a false economy and
has impaired the efficiency of the Commijttee con-
siderably. Further, the Rates Committee is not given
sufficient powers and the recommendations of the
Acworth Committee have been ignored. The
Acworth Commitiee had recommended that the
Rates Tribunal should have wide powers. They
said: “The jurisdiction of the new Tribunal
should, we think, embrace all questions of
reasonableness of rates even within the contractual
maxima and minima, and of the conditions attached
thereto whether the question be the unreasonableness
of a rate per cent. or its unreasonableness as com-
pared with the rate charged to other persons or at
other places in what are alleged to be comparable
conditions, The same tribunal might have jurisdiction
in respect of the obligation to provide reasonable
facilities, a matter which at present has also to be
determined by a Railway Commission”* The
Government of India, however, set up a Railway
Rates Committee in April 1926, with very limited
powers. The Cormittee is empowered to investigate
and make recommendations on: (1) complaints of
“undue preference Section 42 (2) of the Indian Rail-
ways Act; complaints that rates are unreasonable in
themselves ; (2) complaints or disputes in respect of
* Vide, Para, 159,
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terminals—Section 46 of the Indian Railways Act;
(3) the reasonableness or otherwise of any condition
as to packing of articles specially liable to damage in
transit or liable to cause damage to other merchan-
dise ; {4) complaints in respect of conditions as to
packing attached to a rate; and (5) complaints that
railways do not fulfil their obligations to provide
reasonable facilities under Section 42 (3) of the Indian
Railways Act. Thus the Commitiee is purely an
advisory body, whose recormmendation the Govern-
ment of India is not bound to follow, In practice the
Government of India has some times brushed aside the
recommendations of the Commitiee,

The experience of the working of the Rates
Advisory Committee gives added force to the demand
for the establishment of a full-fledged and indepen-
dent Rates Tribunal in India recommended by the
Acworth Committee. The present Committee is
" merely a half-hearted measure and as such has
many weaknesses. The members do not possess the
powers of a judicial body. The knowledge that the
Government may or may not accept the recommen-
dations of the Committee after all the trouble taken
and expenses incurred in fighting the case, makes the
trader despondent and his confidence is shaken.
Moreover, it is unfair to lay the entire burden of
proof on the complainant. The problem of railway
rates is extremely complicated and highly technical.
The detailed statistical data necessary for proving the
unreasonableness or otherwise of a given rate is solely
in the hands of the railway administrations, If a
trader, intending to lodge a complaint against a parti-
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cular rate, tries to collect the required information, he
finds that the railway authorities refuse to co-operate
with him. In the absence of co-operation from rail-
ways he cannot colleet the data from any other
source. Railway administrations are well-known for
their utter disregard of public opinion in this country,
In face of all these facts, it is desirable that once a
trader has made out a prima facie case the burden
of proof must rest on the railway authorities, or in
the alternative the railways should be obliged to
supply the technical data which the trader may find
necessary for proving his case.

Procedure of the Rates Advisory Commiitee.—An
application for a reference to the Rates Advisory
Committee must be made in writing, signed by the
applicant and should be addressed to the Government
of India, Railway Department. A copy of this appli-
cation must be sent to the Agent of the railway con-
cerned and in the case of through rates over more
than one railway to the Agent of the railway on
which the traffic originates. Every such application
must be accompanied by a deposit of ten rupees. The
Agent of the railway concerned is given two months™
time within which he must prepare a statement
of the case and submit it with his observations thereon
to the Secretary of the Railway Board. After the
receipt of the application and the Agent’s observa-
tions thereon, the Government of India decides
whether or not it should be referred to the Rates
Advisory Committee for consideration. If the Gov-
ernment of India comes to the decision that the

* This i3 a rather long period and causes delay, A perjod of 21 days under ordi-
nary circumstapees should be sufficient,
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application ought not to be referred to the Committee,
the applicant is informed accordingly. The applicant
has no other remedy thereafter. If, however, the
Government of India decides to refer the application
to the Committee, the respective parties are informed
to that effect and the Committee is instructed to deal
with it. On the other hand, if, before the expiry of
two months, the Agent is able to dispose of the
matters raised in the application to the satisfaction of
the applicant and the applicant withdraws his
application, the deposit is refunded. On the receipt
of the application with the observations of the Agent
thereon from the Government of India, the Rates
Advisory Committee may furnish the applicant with
a copy of the observations, and the applicant has to
reply thereto within two weeks.

The Committee has not published its rules of pro-
cedure, which has often created doubts in the minds
. of the applicants, as can be seen from the published
reports of cases heard and decided by the Commiittee,
The President has had more than once to clear these
doubts as to precise rules of procedure. This
deficiency constitutes a serious handicap to the
business community in pleading their case before the
Committee and getting proper relief.

The Rates Advisory Committee is frequently
mistaken for a judicial {ribunal, though it is merely
an advisory body. There is a mistaken belief pre-
valent in the business community that it is essential
to brief a lawyer for arguing the case before the
Committee and hence many traders are frightened at
the heavy costs. Besides, even if the complainant knows
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Government of India decides to refer the application
to the Committee, the respective parties are informed
to that effect and the Committee is instructed to deal
with it. On the other hand, if, before the expiry of
two months, the Agent is able to dispose of the
matters raised in the application to the satisfaction of
the applicant and the applicant withdraws his
application, the deposit is refunded. On the receipt
of the application with the observations of the Agent
thereon from fhe Government of India, the Rates
Advisory Committee may furnish the applicant with
a copy of the observations, and the applicant has to
reply thereto within two weeks,

The Committee has not published its rules of pro-
cedure, which has often created doubts in the minds
. of the applicants, as can be seen from the published
reports of cases heard and decided by the Committee.
The President has had more than once to clear these
doubts as to precise rules of procedure. This
deficiency constitutes a serious handicap to the
business community in pleading their case before the
Committee and getting proper relief.

The Rates Advisory Committee is frequently
mistaken for a judicial tribunal, though it is merely
an advisory body. There is a mistaken belief pre-
valent in the business community that it is essential
to brief a lawyer for arguing the case before the
Commitiee and hence many traders are frightened at
the heavy costs. Besides, even if the complainant knows
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that it is not necessary to appear through a lawyer, he
finds that if he does not brief an experienced lawyer
he would lose whatever little chance of success he has
against the railway administration, which is usually
equipped with the best legal advice as well as techni-
cal information. Further, the Committee bases its
recommendations on the facts placed before it by the
parties. In this respect the contesting parties are not
on the same footing. The statistical data in the
possession of the applicant is usually inadequate and
defective. Per conira, the railway administrations
possess full technical and commercial data necessary
for proving their case. No wonder that the applicants
are discouraged and fail to get best out of the
Committee,

From the foregoing review of the constitution and
procedure of the Rates Advisory Committee it will be
seen that it does not meet the requirements of the
business community. It is necessary, therefore, to
change the constitution and procedure of the Com-
mittee in material particulars so as to inspire
confidence in the commercial circles and keep the
railroad administration at the highest pitch of effi-
ciency. Railways are public carriers and render
essential service to the community. On the efficient
and economical management of the railroad industry
rests the industrial development of a country. This
feawure of railway administration is particularly
significant for our country at this stage, as she is
passing through a period of industrial re-birth. It is
imperative that there should be a mandatory autho-
rity, instead of a purely advisory body to sit in



RAILWAY RATES POLICY

judgment over the conflicting interests of the rail-
roads and the public. The public should have the
right to refer the complaint direct to this Committee
without the intermediary of the Railway Department.
The Government of India, being financially interested
in the working of some of the important railways, is
usuaily a party to the contest and hence the Railway
Department should not, in fairness, be entrusted with
the delicate and difficult task of deciding whether a
particular complaint should or should not be referred
to the Committee for investigation. To guard against
frivolous complaints, every complainant may be asked
to make a deposit of about Rs. 500 to be forfeited if
the Committee comes to the conclusion that the com-
plaint was frivolous and vexatious. In certain cases
appeals may be allowed to the Federal Court.

Important Features of the Present Rate Structure.—
Now it behoves us to examine the important features
of the present rates structure and its effects on the
development of our trade and industries. It has
already been shown that for the purpose of rate
making the goods traffic is divided into sixteen
classes. The Government of India has fixed maxima
and minima rates that can be charged for each class.
There is sufficient latitude permitted to the railway
authorities to determine the actual rate they may like
to charge and vary the same according to their
requirements. If the rate charged is within the
authorised maxima and minima, the Government of
India have no right to interfere. Thus the discretion-
ary power vested in the railway authorities under the
present arrangements is fairly wide and on the proper
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use of this power depends the economic development
of the country. A far-sighted, alert and well-informed
railroad manager can help materially the develop-
ment of trade and industries, whereas an inefficient,
shortssighted and conservative traffic manager may
impose a tax on the community and retard the
industrial development of the country. Therefore
wide discretionary power vested in the railroad
administration is not per se objectionable ; per contra,
it is a sine qua mon of a proper rates structure and
efficient railway working. Indian railway authorities,
however, have failed to make a proper use of the
discretionary power, as the evolution of rates policy
clearly shows us. They have definitely neglected the
development of traffic and have used the discretionary
power for concealing their inefficiency; they have
tried to get maximum receipts with minimum traffic
by charging higher rates. Public opinion has been
disregarded and the railroad services have suffered
both in efficiency and sufficiency. Alternative trans-
port agencies, particularly river and coastal carriers,
have been ruthlessly suppressed. The hisiory of
railway working in India does not warrant the vesting
of wide discretionary power in railway administra-
tions, :

Variations in Schedule Rates.—The rates charged
on the goods traffic are either class rates, or schedule
rates, or station-to-station rates. The class rates are
the maximum rates which the railways are permitted
to charge. The schedule rates are usually lower than
the class rates and have either a uniform or telescopic
basis. If the basis is uniform the rate charged per
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maund per mile remains the same irrespective of the
total distance traversed by a consignment. If, how-
ever, the basis is telescopic, the rate charged per
maund per mile is reduced according to the length
of the haul on a given railway system in order to
encourage long distance {raffic. This is a very useful
and important feafure of the rates policy. But there
are surprising variations in the application of
schedules.* For instance, paper, cement, salt, jagree,
grain and pulses, etc, are charged widely different
eshedule rates on different railway systems.t This
wide diversity in the schedule rates needs to be mini-
mised, consistent with efficient and economic operation
of the railroad system.

The Discontinuous Mileage System.—The more
dangerous feature of the telescopic schedule rates is
that they are based on the distance covered on an
individual railway system alone and do not take into
account the distance traversed by the consignment on
the railway lines under different management. The
entire rate structure has been built up on the basis
of separate organisations with the result that long
distance traffic over more than one railway system
does not get the benefit of telescopic rates on the total
distance covered. A responsible railway officer stated
before the Tariff Board: “ We have built up the rail-
way structure on a policy of seperate organisations

* The Wedgwood Committee rightly remark “ that the divirsity of schedules
on the Indian railways cannot altogether be justificd by ronsiderations of this character.
We believe that this is tealised by the railways themselves, and that they are already
io some ¢xtent pursuing the question of simplification. We would urge that the matter
should be tuken up wore energetically, with the ultimate object of reducing the number
of schedules applicable to each commodity concerned to the milnimum which can be

ii)uﬁtiﬁed o definite commercial grounds.” Vide, Wedgwood Committee Report,
ara. 127,

t Vide, Tiwari, B. D.: * Railway Rates.”
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and you can't very well depart from that unless you
are prepared to revise the whole rating structure.*
This practice of discontinuous mileage is being
followed even in the cases when both the railway
systems concerned are owned by the State. The
President of the Tariff Board rightly remarked: “ Both
systems—E. L. and B. N. Railways—belong to Govern-
ment, so that really there is no objection in principle
to a through rate, one owner owning both the
systems.} ‘The Wedgwood Committee has also
admitted that “'the natural and logical method of
calculating the rate is upon the throughout distance,
not upon a series of discontinuous distances”f This
defective practice in rate-making is due to the peculiar
conditions under which railways were planned and
constructed in this country; each system was worked
as a separate concern having no relation whatsoever
with other systems. Iis effects on internal trade are
more harmful than on the external trade, since most
of the important internal centres are linked with the
nearest major port by a single railway system whereas
the internal traffic has frequently to pass over more
than one system. For the proper industrial develop-
ment of the country it is essential that this pernicious
practice in rate making should be immediately dis-
continued and the telescopic schedule rates be quoted
on the total distance covered by a consignment
irrespective of the number of railway systems

* Vide, Tariff Board on Sait Industry, Evidenoe Vol. T1, pp. 148-40,
+ 1bid.

$ Vide, Pars, 138,
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involved.* It is unfortunate that the Government of
India has not revised the rate structure so far, for the
delay in this maiter is causing serious damage to the
structure of our trade and industries. In fact, the
whole transportation system of a country should be
treated as a homogeneous entity. The iransport
agencies, being public utilities, should, even though
under private ownership and management, be so
regulated as fo promote proper economic development
of the country consistent with efficiency and reason-
able profits.

Pori Competition.—~Another significant feature of
our rate structure is that relatively lower rates are
guoted on competitive port traffic. This unhealthy
competition between the railways needs to be checked,
more so because the more important of the lines con~
cerned—G.ILP., EI, and N.W. Railways—are both
owned and managed by the State. Under the present
system, the internal trade has to bear higher freight
charge. The actual incidence of transport costs on
the internal trade is considerably higher due to break
in gauges, discontinuous mileage rates, etec. It is
necessary that the difference in transport costs bet-
ween the internal and port traffic, due either to
defects in construction or in the practice of rate
making, should be reduced.} The primary aim of the
should socept (he el W s Tt o orsemended | that raiteays
Based o The tatat dranen B e o e thould be charged & single sum
cular line In kandling short-length traffic being met by the grant of suitable allowsnoes

or of & suitably larger share to the less favoured line, ividing et
between the rallways coneerned.s e;ﬂ;v 278, » whem dih the total pe

t “ The governing principie which, we think, should be followed in rail
:ﬁng, 80 far as it affects indusiries, is that internal traffic should I?e ‘;;lted ur:e:ﬂ';

ble
o poain) tﬂ an equality with traffic of the some class and over similas

Indias Industris! Commission, Para, 273,
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railway authorities should be to reduce the handicaps
in respect of transport costs with which the domestic
producers suffer in competition with foreigners.

Co-ordination of Railroad Transport.—Another im-
portant problem is the unhealthy competition between
the railways and road carriers. With the inception
of the automobile, the competition between railways
and roads has become very keen and has led to
immense waste of economic resources, The auto-
mobile is essentially a product of the twentieth
century ; but it assumed prominance in a very short
time and today occupies an important place in the
transportation system of every industrially advanced
country. Motor trucks have become indispensable
for modern trade and industries.

The motor vehicle renders rapid, flexible and a more
individual type of transport service. For short
routes the motor truck is indispensable and superior
to railroad or any other mode of transport because
of its safety, regularity, mobility, speed, freguency,
and cheapness. It offers door-to-door services, picks
up and delivers goods with greater convenience and
ease to the shipper. This is so because, unlike the
railway, the motor truck does not require any fixed
and costly road-bed to construct, and hence it is free
to move to any part of the country to draw traffic,
and leave without incurring any loss the route which
proves to be uneconomic. The railway, per contra,
require a fixed road-bed, and wide spread organisation
for the collection and distribution of traffic, involving
heavy capital investment ; the capital invested is sunk
for ever and is irrecoverable. Thus railways are com-
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mitted to their route. Similarly, for passenger traffic,
‘the motor bus can pick up and set down at any point
en route, Thirdly, the manufacturer can use the
motor bus for despatching goods promptly at his con-
venience and need not wait for the train timing.
Fourthly, the automobile eliminates transhipment
costs and delays. Reduced risk of pilferage is another
advantage claimed by the bus, because the consign-
ments during transit are under the control of a definite
individual. Reduced packing costs and less likelihood
of damage to delicate articles are some of the other
advanfages of motor transport.

Intensive studies on motor transport indicate that
motor truck is used mostly for carrying manufactured
goods, articles of high value in proportion to their
weight and bulk, and that about three-fourths of this
tonnage is moved to not less than thirty miles. In
other words, the automobile caters for more valuable
traffic to be carried over relatively shorter distances,
For commodities possessing low value in proportion
to their weight and bulk motor transport is unecono-
mical. Therefore, motor buses pick and choose their
traffic, taking the more valuable and rejecting the
lower categories. This is the root cause of trouble to
the railways. The competition between these two
important transport agencies has assumed serious form
with the result that the state had to step in to regulate
their working. This is amply borne out by the
experience of advanced industrial countries like the
United States, the U. K., Germany, etc. In India, too,
the railways have adopted a hostile attitude towards
the motor bus, particularly since 1932,
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This attitude of hostility needs to be replaced by
one of the mutual trust and fellow feeling. Both
means of transport are equally essential. There is
nothing to choose between the two, for each in its
individual sphere is equally important. Rightly it
has been said that if railways are the arteries, the
roads are the capillaries, and one would not do with-
out the other, because the limitations of the one are
the advantages of the other. As adverted to above,
railways are confined to their rails and so the area
they serve is limited. The road carriers on the other
hand open ocut the interior, enabling easy access to
nooks and corners, to secluded villages and remote
farms. Without good roads and efficient road carriers,
mobility would be hampered and markets restricted,
because transport openings not only promote local
movements but feed the railroads for Iong hauls too.
This is especially true of agricultural countries. India
needs more motor trucks which should link up the
agricultural areas with the important trade centres
and railway junctions, so as to facilitate the distribution
of their agricultural products. It is a crying need of
the Indian agriculturist. Considerations of his poverty,
greater distances over which the motor truck can be
usefully plied, insufficiency of inland water communi-
cation and the impossibility of reaching all parts by
railways weigh heavily in favour of road cormmuni-
cation. The isolated nature of agricultural operations
rarely provides alternative means of transport. Road
carriers generally provide the socle means of confact
between the farm and the market, the advanced cities
and scattered villages, and upon their proper develop-
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ment depend the extent of market and the prosperity
of the people. Therefore, the strife between the road
and rail should immediately be brought to an end.
There should be an all-round development of trans-
port facilities, more so because in India they are far

from adequate for the requirements of Indian trade
and industries.

To-day there is an imperative need for a proper
co-ordination of rail and road services so as to provide
efficient and adeguate transport facilities to the
public. The condition of road services in India is far
from satisfactory; over-crowding of buses, over-
loading of lorries, irregular timings, defective mecha-
nical equipment, etc, are cormnmon. This is largely
due to ineffective and inadequate state regulation*
Road services, being public utilities, should be regu-
lated in accordance with public need so as to secure
both sufficiency and efficiency. Rates should also be
regulated. Motor vehicles needs be so taxed that the
proceeds may be adequate to meet “the proportionate
cost of providing, maintaining and policing the roads.”
If necessary the taxes may be raised. The basis of
taxation ought to be the maximum laden weight of
the lorries. The railways, on the other hand, should
give up their present attitude of hostility towards
the road carriers, and enter into agreements with
them. They may also embark upon road services,
b worgussee And incHEIent 1o oF rocd eamart Whost sommeemin it e
DA the Someroh eebae Iy At s e o supy e st o1 the other
delaying or restricting the provisien of an adequate road system, which is & public
need of the firet order, guite irrespeetive of the railways, ¥n this way, a continuance

of the present policy seems certain to Eive India the worst of both wonrd
perous railways and inadequate roads.”

Vide, Wedgwood Committee, Para, 138,
™
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where the existing services are inadequate and avoid
wasteful duplication of facilities and cut-throat com-
petition. The State should effectively regulate any un-
desirable development in this direction through the
Rates Tribunal. The new Motor Vehicles Amendment
Act, notwithstanding its defects, will improve the
present chaotic condition a great deal.

The Federal Railway Authority.—The Government
of India Act of 1935, has outlined a scheme for the
constitution of the Federal Railway Authority to
regulate the construction, maintenance and operation
of Indian railways under the proposed federal struc-
ture. The Railway Authority will consist of seven
members. Not less than three-sevenths of the mem-
bers of the Authority will be appointed by the
Governor-General at his discretion. The Governor-
General at his discretion will also appoint a member
of the Authority as its president* The members
must have special knowledge of commerce, industry,
agriculture or finance or have had extensive adminis-
trative experience. No Minister or Member of any
legislature in India will be eligible tp hold office as
member of the Authority till one year has elapsed
since he surrendered his office, nor will any person
be appointed as a member of the Authority who has
been a servant of the Crown in India or has personally
held railway contracts or has been concerned in the
management of companies holding such contracts
within one year of his relinquishment of his office
or the termination of the contract as the case may be.

* 4 Tn our view the Presidest of the Federal Rm!wny Authority should be &
business man of high standing and of wide experience.”

* Wedgwood Committee ¥, Para. 215.
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The members will hold office for five years but will
be eligible for reappointment for a further term of
five years or less.

The Railway Authority will regulate the railroad
industry on business principles with due regard to
the interests of agriculture, industry and general
public and to defence requirements. This is a very
important change in the working and management
of Indian Railways. The Railway Authority will have
relatively free hand to manage its own affairs, Con-
stant interference by the Government of India in the
past has been responsible for some of the serious
defects of our railway policy ; they have worked the
railways so as to extract maximum dividends with
minimum traffic. The Wedgwood Committee rightly
remarked that the Government, as a shareholder, has
benefitted from any surplus realised by the railways
in good times and hag claimed its dividends up to the
hilt. In bad times, it has been in a position to use
its whole weight in squeezing out a return often by
economies of a fallacious and improvident character.*
Railway industry should be kept at the highest pitch of
efficiency. We have already suggested in the pre-
ceeding section that there should be an impartial and
expert authority to determine the reasonableness of
the rates charged by the railways and that the railways
should be permitted profits just sufficient to attract
necessary investment under honest, efficient and
ecanomical managemient. The railway authority, work-
ing on business principle, will provide more efficient
and economical management. But much will depend

* Vide, Para. 216.

79



RATLWAY RATES POLICY

upon the personnel of the Authority. Political inter-
ference with the working of the railroad industry,
which deflects railway policy from principles of sound
finance, is undoubtiedly dangerous and undesirable.
The dangers of this sort of interference are no where
better illustrated than in the construction and work-
ing of Indian railways, as shown above. But the
individual railway administrations, apart from the State
interference, have hardly shown sufficient regard for
sound financial prineiples ; they have consistently dis-
regarded public opinion and have failed to make
adequate efforts to develop traffic. No wonder that
Indian public opinion has become suspicious of both
the Government of India and the railway adminis-
trations. To allay this shrewd public suspicion and to
secure efficient working of the railway industry there
should be established a Railway Rates Tribunal on
the lines of the American model. This tribunal would
be an invaluable watch-dog and keep the Railway
Authority alert and efficient. In the absence of the
Rates Tribunal it is doubtful whether the Railway
Authority will be able to make any material improve-
ment in the working of Indian railways.

The Wedgwood Committee suggested that *the
Government should limit its interests to that of a
debenture holder.”* 1t is difficult to accept the tfotal
capital at charge as debenture capital. We have shown
that extravagant and wasteful cost of construction in
the earlier stages of railrcad development, due to
Government negligence, is parily responsible for the
huge capital investment. This portion of the capital
investment, after an expert enquiry, should be written

* Inia.
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off. On the balance of the capital at charge the
Government is certainly entitled to receive interest.
Before, however, the Government can rightfully claim
the interest, it should see that the industry is efficiently
managed. The Rates Tribunal will watch the inte-
rests of both the Government of India and the general
public ; it will help to secure efficiency and economy
in railroad administration. Above 2all the entire
administrative machinery must be inbued with
national outlook and the railway policy should be
formulated in the larger economic interests of the
country as a whole to enable the people to extract
maximum out of the iron-horse. India needs a naticnal
railway policy.
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